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g The world this week 


Politics 


Jay Garner, the retired Ameri- 
can general appointed by Pres- 
ident George Bush to be the 
American civil administrator 
in Iraq, arrived in the country. 
He was greeted coolly in Bagh- 
dad, where essential services, 
after the bombing and the 
looting, are only starting to be 
restored, but enthusiastically 
in northern Iraq. 


Iraq’s Shia Muslim majority 
celebrated their new political 
freedom with a march to Kar- 
bala to mark an important 
event in their religious calen- 
dar. Many also staged protests 
against America’s continuing 
presence in Iraq. 


France, which had vehe- 
mently opposed the war in 
Iraq, surprised others on the 
UN Security Council, by say- 
ing it was ready to suspend 
sanctions on the country. 
Russia had been arguing that 
these should be kept in place, 
as a way of insisting that UN 
weapons inspectors be al- 
lowed back to seek out weap- 
ons of mass destruction. 
America says it now bears 
responsibility for finding 
Iraq’s weapons, and wants 
sanctions removed com- 
pletely. Meanwhile America 
also let it be known that it was 
reviewing its relations with 
France in the light of its oppo- 
sition to the war, both in 
NATO and at the UN. 


As a constitutional deadline 
was running out, Yasser Arafat 
and his prime minister, Mah- 
moud Abbas, reached agree- 
ment over the Palestinian 
Authority’s new government. 
Mr Arafat backed down over 
the inclusion of Muhammad 
Dahlan to be in charge of se- 


curity, but his supporters 
claimed that his relevance had 
been reasserted. 


Olusegun Obasanjo was re- 
elected as president of Nige- 
ria after a poll his main rival, 
Muhammdu Buhari, called 
“the most rigged in history”. 
Mr Obasanjo told Mr Buhari 
not to be such a bad loser. 


Winnie Madikizela-Man- 
dela, the ex-wife of Nelson 
Mandela, was convicted of 
theft and fraud in a South Afri- 
can court. 


A general strike brought Zim- 
babwe to a standstill. Protes- 
tors objected to a 210% hike in 
the price of petrol and the gen- 
eral misrule of President Rob- 
ert Mugabe. 


China’s late reaction 
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In a move to try to halt the 
global spread of sars, the 
World Health Organisation ad- 
vised travellers against visit- 
ing Beijing and a number of 
other places in China. All 
schools in the Chinese capital 
were closed for two weeks; 
the week-long May Day holi- 
day was cancelled; and people 
were told they would be quar- 
antined if they had contact 
with any SARS patients. Offi- 
cials also began to update fig- 
ures for cases, suspected 
infections and deaths at daily 
public briefings. The flu-type 
disease, first seen in China, 
has infected about 4,200 peo- 
ple worldwide, killing 251. 





Officials in Toronto reacted 
with fury after the WHO is- 
sued a travel warning for Can- 
ada’s largest city where SARS 
has killed 16. They claimed the 
outbreak was confined to the 
city’s hospitals; other were not 
so sure. 





James Kelly, an American offi- 
cial, held talks in Beijing with 
a North Korean negotiator, Li 
Gun, in a move to try to per- 
suade the North to end its nu- 
clear-arms programme. China, 
a participant in the talks, 
called them beneficial. 


Two ferries sank in storms in 
Bangladesh, killing 134 peo- 
ple. About 100 people died 
earlier in the month in two 
other ferry disasters. 


A trial began in Indonesia of 
Abu Bakar Basyir, an Islamic 
cleric accused of plotting to 
overthrow the legitimate gov- 
ernment in order to establish a 
Muslim state. 


A senior judge was shot dead 
in Phnom Penh, raising fears 
of a wave of violence in the 
run up to Cambodia’s general 
election due in July. 


Reserving judgment 

Alan Greenspan, chairman of 
America’s Federal Reserve, 
said he would be willing to ac- 
cept George Bush’s offer of a 
fifth term in the job after his 
current term runs out in June 
2004. 


Schoolchildren, soldiers and 
other groups were again al- 
lowed to visit the White 
House, as post-Iraq Washing- 
ton began to relax. 


Unconventional 

Valéry Giscard d’Estaing, presi- 
dent of the European Union’s 
constitutional convention, 
produced his proposals for the 
institutions of the future, en- 
larged Eu. Notably: a long- 
term president for the council 
of ministers; a European com- 
mission cut to 15 full mem- 
bers; a new European 
congress, two-thirds of it 
made up of members of na- 
tional parliaments. The com- 
mission and the existing 
European Parliament sent up 
howls of rage. 


With Britain’s finance minis- 
ter, Gordon Brown, due soon 
to produce his (probably “not 
yet”) verdict on the five econ- 
omic tests for British adoption 
of the euro, ministers favour- 
ing adoption of the currency 
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pushed for cabinet discussion 
of the issue, hoping to pro- 
mote a referendum before the 
next election. 


Facing difficult local and re- 
gional elections on May 25th, 
Spain’s People’s Party govern- 

ment announced measures to i 
help mothers return to em- 
ployment, and to encourage i 
the building of rented housing 

and the creation of more 

small businesses. 


The Turkish-Cypriot and 
Greek-Cypriot authorities, in a 
gesture to foster trust across 
the divided island of Cyprus, 
temporarily opened crossing- 
points between the communi- 
ties’ two zones. Several thou- 
sand islanders took the 
opportunity to visit their old 
homes. 


Sergei Yushenkov, the leader 
of a small Russian party, Lib- 
eral Russia, was shot dead out- 
side his home in Moscow—the 
tenth member of the Duma to 
be murdered in ten years: a 
contract killing, almost cer- 
tainly, of (for once) an honest 
politician. 


Border disputes 





Alvaro Uribe, Colombia’s 
president, said that his Ven- 
ezuelan counterpart, Hugo 
Chavez, had agreed to help 
stop Colombian guerrillas and 
rightist paramilitaries from 
raiding Venezuelan territory. 
The two men met following 
weeks of rising tension over 
border incursions. 


The UN Human Rights Com- 
mission approved narrowly a 
resolution to send an outside 
investigator to look at human 
rights in Cuba. The island’s 
communist government said it 
would refuse to admit the in- 
vestigator. >> 
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Business 


American Airlines narrowly 
avoided Chapter 11 bank- 
ruptcy after its three main un- 
ions voted to accept a pay-cut 
package. Union acquiescence 
turned to outrage after details 
of generous executive com- 
pensation emerged. The 
world’s biggest airline saw its 
shares plunge after union 
groups vowed to rerun the 
vote. AMR, parent of Ameri- 
can Airlines, also announced 
a quarterly loss of $1 billion. 


Southwest Airlines made a 

profit of $24m in the first quar- 
ter in a period of abject gloom 
for most of America’s airlines. 


Boeing’s first-quarter losses 
narrowed to $478m compared 
with $1.3 billion a year ago. Al- 
though the market for com- 
mercial aircraft languished, 
the company’s military arm 
made useful gains. 


Funny business 

Viacom announced profits of 
$443m in the first quarter. The 
American broadcasting giant 
celebrated by paying $1.2 bil- 
lion for the 50% of Comedy 
Central, a cable-Tv network, 
that it does not already own. 
The seller, AOL Time Warner, 
also reported profits for the 
quarter (of $396m), reversing a 
loss of more than $50 billion a 
year ago (the result of massive 
write-downs). 


Kmart’s reorganisation plan 
met the approval of an Ameri- 
can judge, allowing the re- 
tailer to emerge from Chapter 
11 bankruptcy after 15 months. 
But doubts remain about its 
ability to survive the tough 
competition from America’s 
other discount retailers. 


AT&r, America’s leading long- 
distance phone company, 
rang up a profit of $571m in 
the first quarter, comfortably 
topping analysts’ expecta- 
tions, after losing $975m a 
year ago. 


America’s Department of De- 
fence said that it was reconsid- 
ering the use of a product 
supplied by Keimfarben, a 


German company, to paint 
the Pentagon after complaints 
by a patriotic congressman for 
Ohio (prompted by Ger- 
many’s attitude to the war in 
Iraq) and an Ohio paint firm 
with designs on the contract. 


In security 

Chubb’s shares jumped by 
30% after the British security 
company revealed that it was 
in takeover talks with United 
Technologies, an American 
engineering firm. Its shares fell 
back sharply after it then is- 
sued a surprise warning that 
profits would fall far below 
expectations this year. 


Corus named Philippe Varin 
as its new chief executive. He 
replaces Tony Pedder, who 
was forced to quit last month 
as the boss of the Anglo- 
Dutch steelmaker after dismal 
results and the deterioration 
of relations between the firm’s 
British and Dutch wings. Co- 
rus’s battered share price 
jumped on the news. 


Nissan Motor confirmed its 
place among the world’s most 
profitable carmakers four 
years after its rescue by Re- 
nault. Operating profits are ex- 
pected to rise by 51% for the 
year to March compared with 
the previous year to ¥737 bil- 
lion ($5.9 billion); Nissan said 


that it would make even more 
in the next 12 months. 


Sony, however, did less well. 

The Japanese electronics com- 
pany lost ¥111 billion ($934m) 
in the latest quarter. 


Yukos, Russia’s second-biggest 
oil company, said that it 
would buy Sibneft, the fifth- 
largest, in a deal worth up to 
$15 billion. The merged com- 
pany will become the world’s 
fourth-largest privately owned 
oil producer. 


Pool party 

Germany’s five biggest 
banks—Deutsche Bank, Hypo- 
Vereinsbank, Dresdner Bank, 
Commerzbank and Dz Bank- 
announced a plan to pool and 
securitise loans worth some 
€50 billion ($55 billion). The 
banks will use the cash raised 
to repair their battered bal- 
ance sheets. Removing the 
loans from the banks’ books 
will allow them to make fresh 
loans. Deutsche Bank gave 
warning of a first-quarter loss 
after big charges related to the 
sinking value of investments. 


OPEC ministers attended an 
emergency meeting in Vienna 
to discuss cutting oil supplies 
to prevent a crash in the oil 
price as economic growth 
slows and demand falls. 
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Federal prosecutors charged 
Frank Quattrone with ob- 
structing justice and destroy- 
ing evidence. The fallen star 
telecoms analyst is accused of 
ordering the destruction of 
files to hinder investigations 
into CSFB’s role in “spinning” 
hot technology share issues to 
favoured clients of the invest- 
ment bank. 


Slim tradings 


g World trade volume 


% change on a year earlier 
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World trade picked up a little, 
growing by 2.5% in 2002 after 
a decline the year before (the 
first fall in 19 years). Healthy 
demand in America and 
Asia’s big economies offset 
sluggish activity in Europe 
and Latin America. The war in 
Iraq, reaction to the SARS vi- 
rus and economic uncertainty 
look like restricting trade 
growth to less than 3% this 
year. 


Other economic data and news 
can be found on pages 88-90 
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China’s Chernobyl? 
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A health minister fired. A cover-up admitted to. Is China headed in a new direction? 


HEN news of the catastro- 

phe broke, it was because 
scientists in free, neighbouring 
countries had detected what the 
Communist authorities knew 
about, but had tried to conceal. 
With a leader of just a few 
months’ standing in power, po- 
litical uncertainty reinforced the tendency of party appa- 
ratchiks to conceal bad news, not just from the outside world 
but from each other. But contamination is no respecter of 
boundaries. In the end, with the world beating at their doors 
in search of answers, the Communists were forced to come 
clean. Obfuscation turned to breast-beating, bureaucratic 
heads rolled, and suddenly the press was permitted to probe 
and criticise its masters. And what happens next? 

What indeed? The version of events just given fits not just 
China, which this week started to face up to the extent of its 
failure to control the spread of the disease SARS, a previously 
unknown but potentially deadly respiratory virus that isnow 
taking a widening toll worldwide (see pages 18-20). It was also 
the response of the Soviet Union to the explosion of a nuclear 
reactor at Chernobyl in April 1986. What happened next in the 
Soviet Union was pretty spectacular. The explosion, which 
took place only a year after Mikhail Gorbachev came to 
power, is now regarded as a great accelerator of the pro- 
grammes of glasnost and perestroika, of “openness” and “re- 
structuring”. These helped, just three years later, to bring 
down first the Soviet empire, then the Soviet Union itself and 
the Communist Party. So is sars China’s Chernobyl; or will 
the chain-reaction this time be controlled? 

Caution is in order: there are some obvious differences be- 
tween China in 2003 and the Soviet Union in 1986. First, “so- 
cialism with Chinese characteristics” is an economic success 
story—China has just posted a growth rate of 9.9% for the first 
quarter of this year—whereas Soviet communism was a bust. 
True, China’s economic development is lopsided, the figures 
dubious, the risk of social tension palpable. But there is simply 
no comparison with the dilapidated, aftershave-swigging 
wreck over which Mr Gorbachev presided. Second, China has 
already had one experiment with political reform, the 1989 
Tiananmen Square student protests, which were ruthlessly 
suppressed. Under Mr Gorbachev, reform was already being 
encouraged, albeit haltingly: glasnost and perestroika had 
been launched just before Chernobyl, not in response to it. 
And China does not appear to be in any danger of losing, or 
even fighting, a war; the late 1980s had marked the humilia- 
tion of Russia’s army in Afghanistan. For all these reasons, 
China’s new leaders are no doubt hoping they can ride out the 
storm unleashed by their own incompetence and duplicity. 

Yet it would be a mistake to assume that nothing will 
change. The events of the last few days have been momen- 
tous. The government has been forced to admit that it has 
been lying, understating the number of sars cases in Beijing 
more than tenfold. This raises big questions about the reliabil- 
ity of its other figures, such as the unbelievable assertion that 





there are only two cases in all of teeming Shanghai. By being 
forced to resign as health minister, Zhang Wenkang has made 
history of a kind. He is the first minister since the Communists 
seized power in 1949 to be sacked mid-crisis on a policy mat- 
ter. (The mayor of Beijing, Meng Xuenong, went too: the bet- 
ter-connected governor of Guangdong province, where SARS 
started, remains in place.) 

There have been other upheavals, of course: the sacking, 
and subsequent trial, of Chen Xitong, an earlier mayor of Beij- 
ing, on corruption charges; the ousting of Zhao Ziyang as gen- 
eral secretary of the party in the power struggle that accompa- 
nied the tumult of 1989. But this is a bit different: minister 
presides over policy bungle; bungle is exposed, to public out- 
cry; minister resigns to take the rap. It almost looks like the way 
that politics works in a democratic, accountable country. Chi- 
nese people might start to get a taste for it. 

The case is significant, too, in that it marks the first sign of 
political innovation from China’s new leadership. Just as in 
Russia in 1986, China has an untried man in charge. Hu Jintao, 
who took over as China’s president last month, has been party 
boss only since November. Like Mr Gorbachev then, he is feel- 
ing his way. Unlike Mr Gorbachev, he has a very-much alive 
predecessor, Jiang Zemin, keeping an eye on him from his 
perch as commander-in-chief of China’s army. On March 
28th, Mr Hu said that the media ought to spend less time re- 
porting on official meetings, and more on matters that people 
care about. 

That could be a signal that times are changing. Or again, it 
could be an aberration. The real Mr Hu may be the one who 
has been a party to the whole sorry saga since last November, 
when the first cases of SARS occurred in Guangdong, but were 
hushed up. It took until this month for inspectors from the 
World Health Organisation (wHo) to be allowed to visit 
China. Mr Hu himself has yet to offer any form of public apol- 
ogy. And lest the press be tempted to run away with the story, 
and start scrutinising too much, they will doubtless recall that 
it was on Mr Hu’s watch that a relatively outspoken Guang- 
dong newspaper, 21st Century World Herald, was closed down 
for daring to print heretical opinions about the need for a bit 
more political reform. 


Teeth for the WHO 

The political ramifications of sars in China are intriguing but, 
for most people, it is the medical ones that matter more. Put 
bluntly, can Asia and the world have any confidence that 
China will grapple properly with sars? More difficult yet 
more important, can it take steps to ensure that it does not con- 
tinue to cook up nasty viruses to unleash? Though itis not cer- 
tain where the great flu pandemic of 1918 started, many of the 
lesser flu epidemics that now appear every couple of years are 
known to originate in China. There are reasons for this: people 
living cheek by jowl, and in close proximity to pigs and poul- 
try, animals from which this type of virus is thought to jump 
to humans. China is, simultaneously, a very poor, very 
densely populated and, these days, very globally-connected 
country. This is a tricky combination. Then there is the climate >> 
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> of secrecy over health matters. These are often classed as state 
secrets. Local authorities were not allowed to discuss the SARS 
problem openly until authorised to do so by the State Council. 

Were SARS, instead of being a natural virus, a man-made 
weapon of mass destruction, there would be a framework for 
dealing with it. Nuclear and chemical weapons are subject to 
stringent inspection regimes. Despite the extra difficulties, 
there is a good case for beefing up rules for tracking diseases. 
Air travel links any city on earth with every other city in 24 
hours or so, so there are clear global interests at stake. Had it 
acted more responsibly, China could perhaps have nipped 
SARS in the bud, running the risk of some economic pain in 
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the short term, but saving itself from far greater damage later 
on. Membership of the WHO ought to carry duties as well as 
benefits. Members could perhaps be required to pledge that 
WHO scientists be given an absolute right of access to their 
hospitals and health ministries at the first sign of trouble. 

This sort of intrusion would doubtless be difficult for a gov- 
ernment as secretive as China’s to accept. But learning to live 
with that kind of affront is part and parcel of what being a full 
and responsible member of the international community en- 
tails. In its belated and still only partial acceptance of its 
responsibilities, perhaps China is starting to understand this, 
and to become amore normal country. m 





North Korea 


Point of no return 


This week’s talks are the best chance for peace—and maybe the last 


RUST North Korea’s leader, 

Kim Jong II, to turn any dip- 
lomatic opportunity radioac- 
tive. Talks taking place between 
America, North Korea and 
China this week were never ex- 
pected to be more than explor- 
atory. But coming after North 
Korea’s sdnaission that it was secretly enriching uranium for a 
second nuclear programme (the first involved illicitly re- 
processing plutonium), and its withdrawal from the Nuclear 
Non-Proliferation Treaty, they are at least an opportunity to 
end North Korea’s destabilising bomb-tinkering. One break- 
through had already happened before they started. China’s 
readiness to sit at the table means that Mr Kim will hear from 
his semi-friend and economic supporter, not just hated Amer- 
ica, that his weapons-building has to stop. Yet North Korea’s 
eve-of-meeting talk of reprocessing more plutonium casts a 
new cloud over the diplomatic effort. 

A statement by North Korea, since withdrawn, that it was 
already reprocessing 8,000 spent fuel-rods that had previ- 
ously been stored under international supervision may have 
been a result of a translation error (suggesting that Mr Kim 
would have done better to abduct a few English-speakers, not 
just the Japanese he has owned up to), or a statement of fact. 
Ominously it followed an end to all pretence that North Ko- 
rea’s nuclear efforts were for “peaceful” purposes. Mr Kim 
now Says openly that he wants a “powerful” deterrent. 

North Korea has made empty threats before. But there are 
two reasons for worrying that even an agreement to meet 
again—the most that can be hoped for from this week’s talks— 
will do little to check Mr Kim’s nuclear ambitions. One is his 
brazen shredding of all previous agreements. America rightly 
says that it is no longer enough for Mr Kim simply to refreeze 
his plutonium-making. It insists that if he is to win the massive 
help he needs for his clapped-out economy, he must disman- 
tle both his uranium and his plutonium programmes “com- 
pletely, verifiably and irreversibly”. North Korea and America 
are thus further apart on the nuclear issue than ever. 

Meanwhile, those who still argue that North Korea will 
eventually trade in its nuclear options when the price is right 
have a new problem to reckon with. When there was only 





North Korea’s first plutonium-making project to account for, 
the job would have been hard enough. Should Mr Kim start re- 
processing his stored spent fuel, he will not only quickly have 
more bomb-usable plutonium, he will also have destroyed 
the most reliable evidence about his nuclear past. And even if 
he doesn’t touch the spent fuel, no one knows for sure where 
North Korea has been enriching uranium, making verification 
extremely difficult. North Korea is now perilously close to the 
point where its own actions will make further talks pointless. 


Time is running out 

Which is where not only China, but also South Korea, Japan 
and Russia, come in. Mr Kim shows every sign of thinking he 
can hang on to some of his nuclear gadgetry and still squeeze 
enough economic help from his anxious neighbours to sur- 
vive. They need to disabuse him of that. He has refused to 
have all of them at the same negotiating table, but they should 
all be conveying the same message: if North Korea is ready to 
give up its bomb-making, they stand ready to provide aid and 
economic assistance, and to join in providing the security as- 
surances that Mr Kim has demanded. But security cuts both 
ways. If he keeps on threatening the neighbourhood, then Mr 
Kim needs to be told by all that he should instead expect isola- 
tion and containment. 

North Korea has long said it would view even economic 
sanctions as an act of war, making China and South Korea es- 
pecially reluctant to call its bluff. But their patience cannot be 
boundless. The crisis has already weakened South Korea’s 
economy. And China is alarmed at both North Korea’s reck- 
less behaviour—earlier this year it tried to force down an 
American reconnaissance plane over international waters— 
and its impact on Japan. There North Korea’s missile and nu- 
clear threats have encouraged closer work with America on 
missile defences, and prompted thinking about new weapons 
Japan might need. Some politicians have wondered out loud 
whether the country ought to have a countering nuclear op- 
tion of its own. Which all points to the wider danger: that if Mr 
Kim gets away with his bombs, others around the world, out 
of fear or fashion, will be encouraged to try. 

North Korea is a threat to peace and stability. The talks that 
started this week are the best hope of dealing with that threat 
peacefully. But they are also probably the last one. m 





Alan Greenspan 


A bias towards change 





Better to replace the Fed’s chairman sooner, rather than a couple of years later 


F THE man who has towered 

over American monetary pol- 
icy for almost 16 years had lived 
in Japan, he would surely be 
given that country’s delightful 
designation as a “living national 
treasure”. A man who is always 
instructive to listen to on any 
economic topic, Alan Greenspan has been a model of calm, 
intellectual authority, a peerless practitioner of the central 
banker’s art of combining just enough clarity to offer convinc- 
ing guidance with enough ambiguity to avoid giving any 
games away. All that makes it not surprising that President 
George Bush said this week that he favours re-appointing Mr 
Greenspan when his current four-year term as chairman ends 
in June 2004. Nor, perhaps, was it surprising that Mr Green- 
span responded by saying that he would indeed like to stay 
on. Not surprising, but unfortunate. It is time for a change. 

Mr Greenspan is 77 years old. That is not, in itself, a reason 
for him to go, although it is surely imprudent to take the risk 
that, at some point, investors might start to worry about his 
health. (This week he was in hospital for a prostate operation, 
though happily it is not cancerous.) The main reason is that 
under the Fed’s rules he cannot stay on much longer anyway, 
as his non-renewable 14-year term as one of the Fed’s gover- 
nors expires in January 2006. So President Bush’s inclination 
to reappoint him is merely an inclination to avoid a politically 
controversial decision during the 2004 presidential election 
year. The initiative for an early retirement—now, or early in 
2005, after the election—really needs to come from Mr Green- 
span himself. He should take that initiative; and the president 
and the financial markets should welcome it. 





During the 2000 presidential campaign, Mr Bush’s Repub- 
lican rival, John McCain, joked that if Mr Greenspan were to 
die he would still want to keep him on as chairman, propped 
up behind his desk. Behind the jest lay a serious notion: that 
Mr Greenspan’s reputation is so golden, and his chairmanship 
of the Fed so perfect, that he should be kept on for as long as 
possible. That idea, however, does a disservice both to mone- 
tary policy and to Mr Greenspan himself. 


There will be life after Alan | 

Mr Greenspan has not been the saint he is often dubbed in fi- 
nancial markets. For nobody could be. By their very nature, 
monetary-policy decisions have to be made in a fog of uncer- 
tainty. During the late 1990s, the fog was particularly dense, as 
the chairman often acknowledged. His response was to keep 
interest rates low and thus to allow asset prices to continue to 
rise, on the theory, sometimes too-confidently stated, that 
gains in productivity might prove enough to justify the price 
rises—or, at least, to make a crash reasonably painless. The 
boom was huge, and the crash has been huge too. As Mr 
Greenspan would agree, it is too soon to tell how painful that 
crash will prove to be. His bet cannot yet be judged to have 
been miraculously right or culpably wrong. 

Many also think that any successor is bound to be inade- 
quate. Yet that was also the view in 1987 when Mr Greenspan 
was chosen to succeed Paul Volcker. Plausible candidates 
abound: they include Martin Feldstein, a Harvard economics 
professor; Glenn Hubbard, until recently chairman of the 
Council of Economic Advisers; or even Larry Summers, presi- 
dent of Harvard University and, as Bill Clinton’s treasury 
secretary, a possible symbol of Mr Bush’s claimed bipartisan 
touch. It is time for the post-Greenspan era to begin. m 





Northern Ireland 


Britain’s dirty war 


A public inquiry is needed into army and police collusion in murders in Northern Ireland 


N SUNDAY February 12th, 
1989, Patrick Finucane, a 
' Belfast solicitor who had repre- 
> sented IRA terrorists, was hav- 
ing supper with his family. Two 
men burst into the room and 
shot and killed him in front of 

his wife and children. According 
to a report by Sir John Stevens, head of London’s Metropolitan 
Police, published on April 17th, two of the men involved in this 
murder were agents working for the British army. 

Sir John has been investigating collusion between the secu- 
rity services and loyalist (Protestant) paramilitaries in North- 
ern Ireland for 14 years. This is his third inquiry. He has taken 
so long partly because his investigations have been ob- 





structed, he says, by both the Force Research Unit (FRU), the se- 
cret army organisation that handled agents in Northern Ire- 
land, and the Northern Ireland police, the Royal Ulster 
Constabulary (RUC). Sir John says, for instance, that the FRU 
warned one of the two agents suspected of involvement in Fi- 
nucane’s murder the night before he was due to be arrested, so 
he fled. When new plans for his arrest were being finalised, Sir 
John’s offices were burnt down. It was, says Sir John, arson. 
Nevertheless, Sir John has found out enough to confirm 
what many nationalists have long maintained: that the British 
army worked with death squads in Northern Ireland. “Collu- 
sion,” he says, “is evidenced in many ways. This ranges from 
the wilful failure to keep records, the absence of accountabil- 
ity, the withholding of intelligence and evidence, through to 
the extreme of agents being involved in murder. The failure to »» 
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> keep records...limits the opportunity to rebut serious allega- 
tions. The absence of accountability allows the acts or omis- 
sions of individuals to go undetected. The withholding of in- 
formation impedes the prevention of crime and the arrest of 
suspects. The unlawful involvement of agents in murder im- 
plies that the security forces sanction killing.” 


Who knew what? 

Wars against terrorist organisations are inevitably dirty. If the 
British broke rules in Northern Ireland, say some commen- 
tators, it was only because the ira was doing much, much 
worse. That is the line taken by those who think the best re- 
sponse to the Stevens report would be to do nothing but use it 
to draw a line under a brutal period which, it is to be hoped, 
the peace process is bringing to an end. 

But democratic governments must be held to standards 
higher than those of terrorist organisations. How, otherwise, 
can they claim the moral superiority on which their legiti- 
macy partly depends? If the government is to act on Sir John’s 
report, that means prosecutions of those directly in the frame, 
and, preferably, a public inquiry. 

Sir John has handed files on nine army officers and 14 po- 
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lice officers to Northern Ireland’s director of public prosecu- 
tions. But prosecuting those directly involved is not enough. 
Sir John’s focus in this report—which concentrates on the mur- 
ders of Finucane and a student, Brian Adam Lambert—was too 
narrow. His findings implicated officers working for the FRU 
and the RUC, but it is quite possible that knowledge of the 
FRU’S activities went wider. A similar investigation in Spain 
into the activities of a paramilitary death squad in the 1980s 
led to the jailing of the head of the Civil Guard and the former 
interior minister. 

The trouble with public inquiries is that—like the inquiry 
into the Bloody Sunday murders 30 years ago—they can drag 
on for years and cost millions. One reason is that those who 
fear they may be prosecuted try to wriggle out of giving evi- 
dence and surround themselves with lawyers. It might, there- 
fore, be sensible to allow such an inquiry to offer immunity 
from prosecution to particularly useful witnesses. 

The government needs to respond to Sir John’s report by 
showing that it is determined to find, and hold to account, 
those in the British state who have aided and abetted murders. 
And that might have the happy side-effect of edging forward 
Northern Ireland’s stalled peace process. m 





Argentina’s election 


Reform not revolution 


A crowded and conservative field, but anew agenda 


OR much of the 1990s, Ar- 

gentina was held up as the 
poster-child for the free-market 
reforms of the “Washington 
consensus”. Carlos Menem, its 
Peronist president from 1989-99, 
: ( privatised everything from oil to 
@\i water. Argentina enjoyed wild 
surges of economic growth, only for this to end in depression 
and, in 2001, economic collapse. Argentina’s subsequent suf- 
fering has made it a poster-child for the anti-globalisation 
movement. Argentines, it was said, were united in their revo- 
lutionary hatred of a corrupt political class and of the mr. 

It is the business of posters to simplify and thus distort. 
Even so, the likely outcome of a presidential election in Argen- 
tina, whose first round is on April 27th, might surprise many 
outsiders. Certainly, the country’s wrenching economic pro- 
blems have fractured its politics—even the ruling Peronist 
party has been unable to agree on a single candidate. With the 
opinion polls showing five candidates each with support of 
between 10% and 22%, forecasting is hazardous and a run-off 
looks inevitable. It is likely to be contested by two out of the 
following three men: Ricardo Lopez Murphy, an independent 
liberal economist; Néstor Kirchner, the Peronist governor of 
an obscure Patagonian province and the protégé of Eduardo 
Duhalde, the current president; and, tipped by many pundits, 
Mr Menem himself. Not much sign of revolution there. 

Rather, Argentines have kept faith with democracy—al- 
most nobody wants a return to military rule. But they are wea- 
rily indifferent towards the election. That is hardly surprising. 
Argentina has indeed been ill-served by its politicians. Its 
economy looks to be over the worst. But since 1999 living stan- 





dards have collapsed. And bruising negotiations with foreign 
creditors and the 1mF lie ahead, before incipient recovery can 
turn into vigorous economic growth. Restoring trust in the 
public institutions will take even longer. 

Of the likely three, Mr Lopez Murphy looks in many ways 
the best equipped for the job. He has a reputation for personal 
probity. His message is a simple one: that Argentina’s govern- 
ment needs to occupy itself primarily with the rule of law and 
helping the poor, rather than with trying to intervene in the 
economy. But a non-Peronist may find governing hard: the 
party controls most of the provinces, and is the largest force in 
the Congress, which does not face elections until October. 

Mr Kirchner can claim to have governed his (oil-rich) prov- 
ince fairly well. He is backed by Roberto Lavagna, Mr Du- 
halde’s economy minister, who deserves credit for halting the 
collapse. And Mr Menem? Many of his past reforms were nec- 
essary. Now aged 72, he has not lost his political skills: lest any- 
one doubt his vigour, he has put it about that his current wife, 
a former beauty queen half his age, is pregnant. But he is also 
damaged goods. His government was tainted by corruption. 
And he was the architect of Argentina’s fool’s paradise, of a 
fixed and overvalued currency and persistent fiscal deficits. 

Those policies, let it be noted, were not part of the “Wash- 
ington consensus”. If Argentina, and Latin America, are to 
achieve sustained growth, they need to revise and comple- 
ment, not abandon, that reform agenda (see page 33). The task 
is to develop effective government, that does far more to tackle 
social needs, but that also promotes—rather than obstructs— 
efficient markets and the institutions these require. On this, 
politicians of left and right could converge, as President Luiz 
Inacio Lula da Silva has so far shown in Brazil. Whether Mr 
Menem could do this job is doubtful. m 
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ma Letters 


Post-war post bag 


SIR - So now this war is about 
delivering Iraqis from “terror” 
(“Nemesis”, April 12th)? If lib- 
eration from tyranny is the 
prime justification for invad- 
ing Iraq, then George Bush 
and Tony Blair have failed 
miserably to show why Iraqis 
are in any more need of libera- 
tion than Zimbabweans, Cu- 
bans or North Koreans. Merely 
possessing weapons of mass 
destruction and human-rights 
abuses cannot warrant an in- 
vasion. But, clearly, liberation 
has now become an extra perk 
for coalition forces fighting a 
war with far deeper underly- 
ing motives. 

BRINDA ADHIKARI 

Johannesburg 


SIR - You reinforce repeatedly 
the suggestion that it was 
America’s desire to rid Iraq of 
weapons of mass destruction 
that impelled it to invade. In 
the absence of any significant 
discoveries of chemical or bio- 
logical weapons the real rea- 
son becomes more apparent. 
After the embassy bombings 
in Africa, the attack on the uss 
Cole and September 11th, the 
United States no longer ap- 
peared invulnerable. Iraq was 
chosen as a target because it 
was clear to the hawks in the 
Bush administration that its 
regime could be defeated with 
minimal losses. The percep- 
tion of the rest of the world 
was that Iraq would not bea 
pushover. 

As a result of the rapid mil- 
itary victory America once 
again looks invulnerable. The 
objective of the war was to 
send a message to all who 
have or may consider chal- 
lenging America, including al- 
Qaeda and its like, and coun- 
tries such as Iran, North Korea, 
and Syria. 

RODERICK O'CONNOR 
New York 


SIR - You are astonishingly 
naive about the war in Iraq. 
You say Mr Bush went to war 
because the prospect that a 
man like Saddam Hussein 
could have weapons of mass 
destruction was too big a dan- 
ger. You completely neglect 
the oil business, the rebuilding 


business and the role of big 
military companies. All are 
certainly behind the move to 
war. And are Saudi Arabia, Ku- 
wait, Pakistan and many other 
countries considered friends 
of the United States, true de- 
mocracies? Are the nuclear, 
chemical and maybe biologi- 
cal weapons stocked in Israel 
helping disarmament in the 
region? 

GUGLIELMO LANZANI 

Milan 


SIR - The allies repeatedly 
gave assurances that this war 
was not about oil. Are these 
claims not seriously under- 
mined by the fact that the 
Americans took great care to 
protect Iraq’s oil wells but did 
not attempt to prevent the 
looting of Baghdad’s hospitals 
and museums? 

STEPHANE HESS 

Luxembourg 


SIR - I was thrown into a state 
of disconcerting confusion by 

your use of the word “discom- 
bobulating”. 

ROBERT SAYERS 

Ascot, Berkshire 


SIR - Thank you for teaching 
me a new word: cavil (“Nem- 
esis”, April 12th). I had to look 
it up. It means: to raise irritat- 
ing and trivial objections; to 
find fault with something un- 
necessarily, to oppose by in- 
consequential, frivolous, or 
sham objections. Thus in- 
spired, let me cavil a little bit 
about the glorious American 
liberation of Iraq. 

Why are you so besotted 
with Mr Bush and his imperial 
delusions? The manisa 
usurper, cheated into office 
and without any democratic 
legitimacy. His Gulf campaign 
is a breach of international 
law. He will be the one his- 
tory remembers as the hapless 
American president who has 
emboldened dictators to seek 
nuclear arsenals; inspired Rus- 
sia, China, India and others to 
wage pre-emptive wars; and 
caused most Europeans to feel 
nauseated by anything Ameri- 
can and to withdraw their al- 
legiance to the United States. 

You also invoke Nemesis. 
Nemesis has a way of getting 
her man. Sooner rather than 


later, I expect her to visit 
Washington, Dc, and to cavil a 
little bit at Mr Bush. 

C. HENSCH 

Zurich 


SIR - You call Jacques Chirac, 
Gerhard Schröder and Vladi- 
mir Putin a salon des refusés. 
Mr Bush and Mr Blair are of 
the salon proper. You forget 
that it was refusés like Manet 
and Cézanne who have been 
vindicated by art history. 
RANKO BON 

Reading, Berkshire 


SIR - The killing of civilians 
by Osama bin Laden and 
George Bush and Tony Blair 
puts them into the same cate- 
gory. The difference is that Mr 
bin Laden aims to kill inno- 
cents (and delights in doing 
so); Messrs Bush and Blair do 
not. The killing of civilians in 
Iraq is tragic, unfortunate and 
essentially accidental, but 
never an aim. 

DANIEL CROWTHER 

Preston, Lancashire 


SIR - Mr Bush and Mr Blair 
are proposing a “vital” role for 
the United Nations in deliver- 
ing humanitarian assistance to 
the Iraqis. Big mistake. The 
UN, which opposed the war, 
should not be invited to par- 
ticipate now that the war is 
over. It would grant the orga- 
nisation a legitimacy it does 
not deserve. 

The UN is the playpen of 
Russia, China, France anda 
host of other countries that ac- 
tively oppose America at ev- 
ery turn. Its opposition to the 
war against the brutal dictator- 
ship of Saddam Hussein 
showed that itis nota 
humanitarian organisation, 
and the United States should 
not let it pretend otherwise by 
allowing it to deliver food 
packages to Iraq. Let FedEx do 
the job. 

DAVID HOLCBERG 
Irvine, California 


SIR - What have Americans 
learned from their adventure 
in Iraq? Two things leap to 
mind: the Tigris flows through 
Baghdad; hubris flows 
through Washington. 

DAVID UNGER 

Toronto 
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SIR - I too shall miss the daily 
briefings of Iraq’s unflappable 
information minister, Mo- 
hammed Saeed al-Sahaf (“The 
Scheherazade of Baghdad”, 
April 12th). It is questionable, 
however, whether the word 
ulug (lout) has dropped out of 
current Arabic usage. The 
word derives from Hulagu 
(hence “hooligan”), a leader of 
the Mongols who stormed 
Baghdad in 1258 sparking a 
Muslim revolt. My wife’s Syr- 
ian uncle had a large, destruc- 
tive dog called Hulagu, which 
died recently of an intestinal 
disorder after trying to eat 
more of the household furni- 
ture than he could safely 
chew. 

JOHN MUNRO 

Cairo 


SIR - Spain’s prime minister, 
José Maria Aznar has, you tell 
us, “bravely defied voters” 
over Iraq: 90% of them, in fact 
(“Cool it”, April 19th). Is this 
the type of democracy that 
you would want us to export 
to Iraq? 

RENE FRANCILLO 

Vallejo, California 


SIR - Please refrain from call- 
ing the poodle French, as you 
do in the title of a letter from 
Richard Vinson, “No French 
poodles” (Letters, April 12th). It 
is not a French breed. It was 
developed as a hunting and 
retrieving dog in Germany 
with characteristics generally 
including intelligence, bravery 
and a good disposition. 

Mr Vinson alludes to the 
fact that many in the Anglo- 
Saxon world (including me 
and members of my family) 
have given up French wines 
and cheeses, Perrier water and 
visits to France in reaction to 
that country’s attitude to the 
war in Iraq. My household 
also includes Martha, a fine 
miniature poodle. True to her 
breed, there is nothing re- 
motely French about her. 
NICHOLAS RICHARDSON 
Baltimore m 


Letters are welcome and should be 
addressed tothe Editorat 
The E nist, 25 St James's 
Street, London SW1A 1HG. 

fxs 020 7839 2968 ~ : 
| E-mail: letters@economist.com | 
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Attractive salary plus 
full expatriate benefits 


ICAFCO ` 
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Dhaka 


Managing Director 





KAFCO is a world-scale export oriented ammonia/urea fertiliser complex, close to Chittagong and is the largest 
single foreign investment in Bangladesh, with investors from Bangladesh, Japan, Denmark, Holland and the UK. 
The operation came on stream in 1995, produces 1600 tonnes of ammonia and 2000 tonnes of urea a day 
and presently employs over 600 staff at the plant and head office in Dhaka. This opportunity is an 
interesting and unusual, senior level, international management assignment. 


THE ROLE 

WE Reporting to the Board, be responsible for the 
successful management of the Company in all respects. 
Continue to optimise, consolidate and improve the 
present operation, to obtain maximum productivity and 
efficiency. 


© Successfully manage the complex shareholding and 
financial structure, working closely with all shareholders’ 
representatives, in a consistent and even-handed way. 


WE Provide sensitive leadership and management to a well 
trained, competent management team, which responds 
well to new challenges. 








Tel: 00852 2521 8373 Fax: 00852 2810 5246 
Email: Selectorhon@SpencerStuart.com 
To find out more about this opportunity, 
and us, visit www.spencerstuart.com 


Economist 


Central London - competitive remuneration package 


Rio Tinto is one of the world's leading mining and minerals groups. We comprise 
30 managed businesses which in total control 97 operations worldwide to supply 
a wide range of essential minerals and metals that help meet global needs and 
contribute to improvements in living standards. Our success depends not only 

on the quality and diversity of our assets and the skills of our people but on our 

commitment to be a global partner and local neighbour with those who share 

an interest in our activities. 

An opportunity has arisen within our head office for an experienced Economist to 

provide economic analysis to the Rio Tinto Group, specifically covering industrial 

minerals, light metals and economic statistics. 

Reporting to the Head of Economics your main responsibilities will be: 

e Provide ad hoc research reports and analyses to improve understanding of 
industry dynamics, business fundamentals and business environment 
developments 

e Contribute to the monthly report “Update on Metal and Mineral Markets”, issued 
to directors and Heads of Businesses 

e Contribute to annual overview “Long Run Prices and Exchange Rates” 

e Provide to Controllers exchange rate, inflation and interest rate projections for the 
next one-to-five years for the planning cycle on a quarterly basis 


TMP/HUDSON GLOBAL RESOURCES 
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SpencerStuart 


THE QUALIFICATIONS 

M@ A graduate engineer or similar discipline with broad 
experience in the petrochemicals sector (but not necessarily 
ammonia/urea), with some relevant technical background. 


© Practical experience managing a significant business unit 
of similar size, with full accountability for successful 
operational and financial performance, preferably in a 
multi-cultural environment. 


© Experience of working and living in a developing country, 
preferably within the Region or South-East Asia. Culturally 
sensitive with excellent communication skills and the 
ability to manage unusual and sometimes difficult 
situations and Joint Venture relationships. 





Please reply with full details to: 
Selector Pacific, Ref. 63094, 

Spencer Stuart & Associates, 4013-19 Jardine House, 
1 Connaught Place, Centrai, Hong Kong 


TINTO 

e Represent Rio Tinto at the European Aluminium Association primary statistic 
committee and at the International Aluminium Institute 

To be successful in this role you will need to demonstrate: 

e First degree in economics-related subject as a minimum 

e Economic skills - being able to analyse data, identify and focus on the key issues 

e Knowledge of the Mining Industry 

e Excellent IT & Internet Skills - extensive and detailed searches on the Internet 
are required as well as advanced graphing skills 

e High levels of accuracy 

The ability to communicate effectively, particularly through written and graphical 

reports is essential for this role, along with the ability to interact professionally with 

all levels of the organisation and win the trust of senior management. You must 


demonstrate an open-minded and questioning approach and be able to self manage 
and motivate yourself. 


In the first instance, please contact Alex Pughe at TMP/Hudson Global Resources 
on 020 7406 5791. Alternatively, please send your curriculum vitae to TMP/Hudson 
Global Resources, Chancery House, 53-64 Chancery Lane, London WC2A 10S, 

or via email to alex.pughe@hhgroup.com quoting reference number 259744, 


www.hudsonresourcing.com 


** Executive Focus 


United Nations Relief and Works Agency 
for Palestine Refugees in the Near East (UNRWA) 


Has a key position available for a suitably qualified and 
highly motivated 


Field Finance Officer, P-4 
to be based in UNRWA, Gaza. 


Main responsibilities include maintaining the field financial 
accounts, ensuring the proper management of all the 
Agency's field monies according to the provisions of 
relevant Regulations and Instructions including 
preparation of budget and monitoring expenditure, 
assisting and advising on all financial matters and 
instructing and training finance staff in the field. 


Further information about this exciting opportunity and 
how to apply is available at 


www.un.org/unrwa/emp.html. 


Applications close 18 May 2003. 


International Philanthropy Leader 
Research Director at GENEVA GLOBAL 


Many private donors and foundations will give more to international 
projects if they have confidence in them. Nothing builds confidence as 
well as independent, objective research. Geneva Global is retained by 
large donors to find and evaluate Third World humanitarian and 
Christian programs. 


Geneva is looking for a Director of Research to lead and develop a 
growing team of professionals that currently number 15. This position, 
based in suburban Philadelphia, influences millions of dollars annually 
which impact hundreds of thousands of lives. Our Research Director 
ensures quality standards for research and publications. 


The Director will be expert at structuring deals and familiar with 
global need across a spectrum of humanitarian and faith issues. 
Candidates must have successfully managed an international NGO, 
multinational business, global philanthropy or have other stronger 
related experience. We value pragmatism, attention to detail and 
proven management skills. Interested, qualified candidates may 
contact us via e-mail, FAX or post. 

EOE M/F 


gy GENEVA GLOBAL INC 
Suite 130 Building 5 
100 Matsonford Road 
Radnor, PA 19087 USA 
+1 610 254 8231 FAX 
RDsearch@GenevaGlobal.com 


NOTE: Geneva does not accept unsolicited applications for grants 





International Monetary Fund 


Employment Opportunities in 
Publishing Support Services and 
Information Service Management 


In an effort to build a pool of candidates for anticipated vacancies 
in the management of publications and information services, the 
International Monetary Fund (IMF) is seeking candidates from 

Africa for future positions at its headquarters in Washington, D.C. 


We are seeking candidates with proven supervisory, budgetary and 
project management skills for anticipated positions of responsibility 
in the production and distribution of Fund documents and publica- 
tions (both print and electronic) and provision of multimedia storage 
and dissemination services, including content management; and in 
the operation of the IMF-World Bank Joint Library and the provision 
of a wide range of (mainly web-based) information and research 
services for the staff of these two institutions. 


All candidates should possess a strong command of spoken and 
written English, superior interpersonal skills, and international study 
or work experience in a multicultural environment. 


Qualified candidates are encouraged to apply on-line at 
www.imf.org/recruitment. IMF representatives will be in 
Nairobi, Kenya, May 24-30, 2003. Applications must be received 
by May 11, 2003. For library operations, please refer 

to Vacancy No. R03377B; for multimedia services, 

please refer to Vacancy No. R03378B. Only 

those selected for interview will be contacted. 


Further details about the role and function 
of the IMF are provided on its website: 


http://www.imt.org 


UNOPS BD | unca Nations Office for Project Serv ces 


The United Nations Office for Project Services on behalf of the Global Environment Facility (GEF) of the 
United Nations Development Programme seeks qualified candidates for the position of: 
PROJECT MANAGER 
Capacity Building for Improving Greenhouse Gas Inventories (ref. RAF/02/G31) 
(West and francophone Central Africa) 





Based in Dakar, Senegal, the Project Manager will be responsible for the overall management of all aspects 
of the three-year regional project. The objectives of the project are to develop technical capacity in 14 
participating countries for improving emission factors and appropriate data collection procedures, and to 
strengthen institutional capacity for the estimation of national greenhouse gas emissions and removals. 
Primary Responsibilities: 
Under the supervision of UNOPS and the UNDP-GEF, the Project Manager shall be responsible for the 
following tasks: 
Manage the Regional Co-ordination Unit staff and budget; supervise consultants who are recruited to 
provide technical assistance. 
Prepare a detailed annual work plan for regional project activities, and ensure compatibility between 
and with national level work plans. 
Prepare a monitoring and evaluation programme to ensure timely assessment of project progress; 
prepare substantive and operational progress reports for the Steering Committee. 
Co-ordinate all project activities with national team leaders, and a range of institutions and agencies, 
including UNDP, UNEP, IPCC, UNFCCC, and GEF. 
Ensure that approaches used by countries for compiling, archiving, updating, and managing 
greenhouse gas inventories are consistent with the project document and with IPCC guidance. 
Provide assistance to national teams in the use of the IPCC Good Practice Guidance and in the 
selection and application of approaches to improve methodologies and emission factors. 
Oversee the creation of a regional web site. 
Organise training activities and regional workshops under the project. 
Qualifications: 
An advanced science degree (MSc or PhD) in a subject related to environmental management. A minimum 
of 7 years of relevant experience in the field of climate change, with a focus on GHG inventories. 
Knowledge of the Land Use Change and Forestry sector is an asset. Demonstrated successful leadership in 
the design and execution of international projects related to the field of climate change. Substantial 
experience in the methodologies for preparing GHG inventories (IPCC Revised 1996 Guidelines). 
Familiarity with the IPCC manual, Good Practice Guidance and Uncertainty Management in National 
Greenhouse Gas Inventories. Excellent knowledge of English (written and spoken). Excellent knowledge 
of French (written and spoken). 
Application deadline: 20 May 2003 
Estimated starting date: Immediately following selection (June 2003) 
Contract Duration: l-year full-time position (with possible extension for a total of 3 years 
on ALD contract) 
A competitive tax-free salary at P-4 level depending on experience 
and qualification 


Remuneration: 


Interested applicants are invited to visit our website: www.unops.org for further details on this vacancy 
announcement, and to send a cover letter and curriculum vitae to the Division for Environmental 
Programmes, United Nations Office for Project Services, 405 Lexington Avenue, New York, NY 10174, 
USA Fax: 212-457-4044, 

e-mail: vacancies@unops.org . Please mention reference: RAF/02/G31- Project Manager. Only 
applicants selected for interviews will be contacted. 
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INVESTOR IN PEOPLE 


Economic Advisers at the Department for Education and Skills - London 


Salary Range: £37,321 pa, (subject to review from 1 April 2003) plus an excellent range of benefits including pension options. 


A higher rate may be available for an exceptional candidate. 


These are permanent appointments but applications for secondment for up to 2 years would be welcome. 


At the Department for Education and Skills our decisions about how 
and where to invest in education are driven by economic analysis of the 
impacts of those investment decisions. Economists in the Department 
play a major role in all key policy areas. 


We are looking to recruit a number of new senior economists. One will 
work with the major evaluations and phenomenal new data we have on 
school and pupil performance. One will have a role bringing together 
evaluation evidence and performance data across the education system 
so as to assist in answering the key question — where might extra 
investment yield the greatest returns. One might advise on education 
and Local Education Authority expenditure (although this post would 
also be attractive to statisticians or operational researchers). 

Other opportunities may become available. 


We offer a stimulating work environment and a real opportunity to 
influence policy. We are looking for people who may currently be working 
in the public or private sectors, in academia, think tanks or consultancy, 
for example. You will need to have: 


e A good first or higher degree in economics or a closely related discipline 
è At least four years relevant work experience 

è An excellent grasp of micro economics and its application to policy 

è Experience of quantitative work with micro data 


Knowledge of social research methods and/or social statistics would 
also be an advantage. Applicants must also be able to demonstrate that 
they have effective communication skills, can manage and lead a team, 
work well with external partners and other team members and are able 
to make sound decisions based on objective analysis. Benefits include 
season ticket loan, gym facilities on site and a choice of pension giving 
you the flexibility to choose the pension that suits you best. 


Application Forms: To find out more about the opportunities and 

how to apply, visit our website at: www.dfes.gov.uk/recruitment 

to download the additional information; or email your full postal address 
to recruitment.team@dfes.gsi.gov.uk and we will send the details 

to you. If you are unable to access the information electronically, 

then do please contact the Recruitment Team (during office hours) 

on 01928 794715. 

The closing date for completed applications to be returned to the 
Recruitment Team is Friday 16th May 2003. 

The Department of Education and Skills is an Equal Opportunities employer 


committed to Equal Opportunities policies. We think you will be surprised at 
the diversity of our people and our business. 





Kenya Airways 


yo JOrvide of \frica 


International Executive Package 





Kenya Airways - The Pride of Africa - is a consistently profitable international airline, based at its Nairobi hub. It is quoted on the 
Kenya and Uganda stock exchanges, and 26% of its equity is held by KLM. With a network stretching from London and Amsterdam 
in the North to Johannesburg in the South, Dubai and Mumbai in the East and Lagos, Accra and Abidjan in the West, it provides a 
comprehensive network to 31 destinations throughout Africa and neighbouring countries. Through KLM, its strategic partner, it 
provides connections to over 300 destinations worldwide. 


Commercial Director 


An excellent career opportunity with Kenya Airways 


The position: Reporting to the Group Managing Director and CEO, this senior managerial position carries overall responsibility 
for strategic leadership, resource / revenue management and bottom-line accountability for passenger sales of + US$ 350m p.a. 
This will include initiating and driving all sales and marketing strategies; setting commercial objectives; financial management 
and yield / inventory / budget control; establishing and ensuring adherence to group policies and controls; setting service 
standards and ensuring delivery thereof; review and negotiation of contracts; staff development, training and succession planning. 
The candidate: The successful candidate will have a university degree in Commerce, Business Administration or a relevant 
discipline, supported by a minimum of 8-10 years’ senior management experience, gained with a reputable international airline, 
of which at least 3 years must have been in a Commercial Director’s role. Important attributes required for success in this 
demanding role are excellent management and visionary leadership skills, sound business acumen, strategic planning ability to 
enhance business and effectively utilise all resources, proven ability to work under pressure and lead a multi-disciplinary, multi- 
cultural team and impeccable integrity and diligence. Willingness to travel extensively network wide is important. 

Kenya Airways is an equal opportunity employer. 


Interested? Contact Annelize van Rensburg, Leaders Unlimited, PO Box 784657, Sandton, 2146, 


South Africa. Tel. +2711 722-1600; Fax +2711 722-1611; 
LEADERS unlimited 


e-mail: avanrensburg@leadersunlimited.co.za. 
Executive Search 
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Excellence 


Special report The SARS epidemic 


China wakes up 


BEIJING 





A health scare may herald much more profound changes 


T BEJJING’S international airport, a 
parting couple hug and press their 
mask-covered mouths together in a pro- 
phylactic kiss. On the streets of the capital, 
mask-wearing is fast becoming the norm. 
Outside foreign embassies, armed police 
have been reinforced with a new contin- 
gent of guards clad in masks and gloves. 
After weeks in denial, Beijing is suddenly 
confronting the problem of Severe Acute 
Respiratory Syndrome, or SARS. 

This virus, though less infectious than 
influenza, is more than twice as deadly as 
influenza in a pandemic. Its mortality rate, 
at around 5%, is close to that of bacterial 
meningitis; and, like meningitis, it gains in 
horror by killing the young and vigorous 
as well as the old and frail. 

Five months after the first appearance 
of sars in the southern province of 
Guangdong, something snapped at the 
end of last week. On April 18th, the govern- 
ment information office invited the foreign 
media to attend a briefing on SARS, to be 
given two days later by the health minister 
and the mayor of Beijing. But neither 
showed up. They had been dismissed—the 
party’s first public sacking of top officials 
in mid-crisis for incompetence, rather than 
political incorrectness. 

The most senior official to attend was a 
deputy minister of health, Gao Qiang, 


who announced that there were 339 con- 
firmed SARS cases in Beijing and another 
402 suspected cases, compared with a 
mere 37 confirmed cases (and an undis- 
closed number of suspected cases) de- 
clared previously. By the 24th, confirmed 
cases in the city had risen to 774, with an- 
other 863 suspected and 39 deaths. This 
compared with 49 fatalities and 1,359 con- 
firmed cases in the worst-affected area (by 
official counts), Guangdong. Beijing alone 
now accounts for a third of all China’s re- 
ported deaths from SARS. 

The upcoming week-long May Day 
holiday—normally a time when millions 
travel in crowded trains and buses—was 
promptly cancelled. Transport operators 
were ordered to screen out passengers 
showing possible signs of SARs, such as fe- 
ver and persistent coughing. Citizens were 
advised to avoid crowded areas and 
warned they would be quarantined if they 
had contact with a sars patient. On 
Wednesday, schools in the capital were or- 
dered to close for two weeks. 

Why the change of tack? Not out of con- 
cern for public health, to be sure; the cen- 
tral government is still lethargic in the face 
of the far bigger problem of HIV/AIDS, 
which, according to a report by the Centre 
for Strategic and International Studies 
(CSIs) in Washington, may result in be- 
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tween 10m and 20m Chinese being HIV- 
positive within seven years. More impor- 
tant to the leaders was the damage being 
done to China’s image abroad, and the re- 
alisation that the economic consequences 
of being honest may, in the long run, be 
less severe than those of obfuscation. 

Even before the higher figures began to 
leak out, international events in Beijing 
were being cancelled because foreigners 
were refusing to attend and foreign tour- 
groups were staying away. Dependants of 
foreigners living in Beijing were beginning 
to leave the country. China’s cover-up of 
the spread of SARS was causing the coun- 
try’s biggest credibility crisis abroad since 
the crushing of the Tiananmen Square 
protests in 1989. On April 23rd, compound- 
ing the regime’s fears, the WHO advised 
travellers not to go to Beijing—advice not 
heard since those violent days. 


Finding scapegoats 

At home, the credibility of China’s new 
leaders, who took office at a party congress 
last November and a parliamentary ses- 
sion in March, is also at stake. The presi- 
dent and party chief, Hu Jintao, and the 
prime minister, Wen Jiabao, have been try- 
ing to present themselves—as new leaders 
do, even here—as men attuned to the feel- 
ings of ordinary citizens. They have been 
failing. Hence the unaccustomed rolling of 
at least a few official heads. 

Cynics say, however, that the ousted 
officials were scapegoats for policymaking 
errors at a higher level and for the in- 
grained weaknesses of China’s sclerotic 
and secretive bureaucracy. Bates Gill of 
the csis says the ousted health minister 
was “a breath of fresh air”, who helped se- 


cure the release of an activist detained last »» 





> year for revealing a secret document on the 
spread of HIv in China. Neither of the dis- 
missed officials was responsible for the de- 
cision to order a news blackout on the de- 
velopment of SARS as it spread across 
Guangdong in February and reached the 
capital in March. 

The two-week annual session of parlia- 
ment, which began on March 5th, was an 
event that no leader wanted marred by 
panic over a disease. The party controls 
the media through secret directives issued 
by the party’s Propaganda Department, 
which is overseen by a member of the Po- 
litburo’s Standing Committee. The Stand- 
ing Committee, headed by Mr Hu, would 
have known about the decision to sup- 
press news coverage of SARS, as well as to 
avoid preventive measures in Beijing that 
might alert the public to the problem. 

It was not until April 2nd that China’s 
cabinet, headed by Mr Wen, held its first 
meeting to discuss the SARS problem. This 
might have been a good time to sideline 
the health minister, Zhang Wenkang, if he 
was felt to be underperforming, but in- 
stead he was putin charge of SARs preven- 
tion. Ata news conference the next day, Mr 
Zhang told a correspondent that “The or- 
dinary people of the mainland are not like 
the ordinary people of Hong Kong. Their 
education level is lower. If we released in- 
formation like they did in Hong Kong, 
there would be chaos.” Mr Zhang would 
hardly have made such a remark if Mr 
Wen had told him to be completely open 
about the epidemic. 


And then there is Jiang Zemin, Mr Hu’s 


predecessor, whois still the country’s most 
powerful man as commander-in-chief of 
the armed forces. There is little evidence 
that Mr Jiang has played a significant role 
in handling the sars crisis. If he had, the 
problem in Beijing might have been a little 
easier to tackle. Of Beijing’s 175 hospitals, 
16 are under the control of the armed 
forces and, until last week, were under no 
obligation to report SARS cases to the city 
authorities (even though, with their often 
superior facilities, they are a magnet for 
military and civilian patients alike). But 
though bringing such hospitals to heel 
may help in gathering statistics, their pre- 
viously separate status does not help ex- 
plain why Beijing’s SARS figures were so 
seriously understated. The only plausible 
reason is that people were lying. 

The health ministry said on Sunday 
thatit knew of no deliberate cover-ups, but 
one of the more daring official newspa- 
pers has suggested otherwise. The China 
Business Times accused the Beijing city au- 
thorities of “making false reports” and in 
another article said provincial authorities 
were giving tardy, incomplete and falsified 
figures in order to avoid blemishing the ca- 
reers of officials. Lying is endemic in 
China’s bureaucracy, partly because lead- 
ers at all levels are fearful that any mishap 





‘ no TARSA 


reported in their jurisdiction may be used 
as an excuse to pass them over for promo- 
tion or have them dismissed. | 

The China Business Times also pointed 
out the discrepancy between the govern- 
ment’s decision last weekend to scrap the 
week-long May Day holiday (citizens will 
still get one day off) and a statement on 
April 6th by a senior tourism official that 
China should take advantage of the move- 
ment of tens of millions of holidaymakers 
around May Day to demonstrate that 
China is “the safest tourist destination”. 
Again, the official was presumably speak- 
ing in the knowledge that the prime minis- 
ter would fully agree with him. Mr Wen, it 
appeared, was determined to play the cri- 
sis down and pretend that all was normal, 
even as Beijing’s hospitals were struggling 
with an upsurge of cases. 


Town and country 

On roads leading into Beijing’s neighbour- 
ing province of Hebei, officials have begun 
stopping some vehicles to check passen- 
gers for signs of sars to prevent the dis- 
ease from spreading. But such measures 
have come too late. Official figures show 
that sars has now affected 20 of the coun- 
try’s 31 provinces and municipalities. 


Tracking a killer 


SIX weeks since the WHO's global alert, 
health experts still cannot predict how far 
SARS will spread. Some, though, fear it 
may be too late to contain the virus. In 
Hong Kong, China, Canada and probably 
Singapore, local transmission continues. 
However, quarantine measures in Hong 
Kong and Singapore are having an impact, 
and Vietnam appears to have brought the 
virus under control. In other parts of the 
world, countries such as Britain and the 
United States have been successful in 
containing cases of SARS that arrive in the 
country. Despite reports this week that 
the virus may be mutating, scientists have 
yet to show that genetic changes in the 
virus are related to changes in its 
pathogenicity. 
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Apart from Guangdong, Beijing and the 


northern province of Shanxi, each has re- 
ported only a tiny handful of cases. Tian- 
jin, the port city closest to Beijing, has re- 
ported only eight, the whole of Hebei 
province has declared only six and Shang- 
hai a mere two. Butitis safe to assume that 
the actual number of cases around the 
country is significantly higher. With the 
best will in the world, cash-strapped local 
governments whose health-care and dis- 
ease-surveillance systems have fallen into 
disarray in recent years for want of funds 
would be extremely hard pressed to moni- 
tor the spread of anew disease. 

Even in Beijing, the official figures still 
convey only a partial picture. The city has 
offered free treatment for poor SARS pa- 
tients. But this is little consolation to the 
large numbers with no health insurance, 
particularly the unemployed and the 3m 
or so ill-paid migrant labourers (about 
one-fifth of the city’s population) who are 
too poor to consider hospital treatment in 
the city. Many with sArs-like symptoms 
would think twice about any offer of free 
treatment, since their ailment may well 
turn out to be something else for which 
they would have to pay. Compounding 
this fear is the risk that days of quarantine 
for themselves and family members could 
cause a big loss of earnings. 

In rural areas, the situation is particu- 
larly bleak. The “barefoot-doctor” system 
established under Mao Zedong to provide 
basic health care to peasants has broken 
down. Many township hospitals can now 
do little more than dispense medicine. As 
many as 70% of country people cannot af- 
ford to pay for medical treatment. On Sun- 
day, the deputy health minister said that if 
SARS was found to be spreading in the 
countryside, “the consequences would be 
extremely serious.” But how will anyone 
know? On April 23rd the government an- 
nounced a fund of 2 billion yuan ($240m) 
to support anti-SARS work in the country- 
side and among the urban poor. The pro- 
blem, however, could only be solved by a 
massive overhaul of the health-care and 
insurance system that would cost many 
times more than that. 

With their political u-turn, Mr Hu and 
Mr Wen may help to shore up their image. 
In Beijing, the party’s legitimacy rests 
largely on its ability to deliver economic 
growth. Although a severe downturn 
could precipitate serious social unrest, 
China’s SARS crisis (unlike Hong Kong’s) 
occurs at a time of strong growth. As long 
as the death toll does not rise (or is not ru- 
moured to rise) dramatically in key urban 
areas such as Beijing and disruption is 
short-lived, the new leadership will proba- 
bly muddle through. But the trust of the 
rest of the world, which had come to be- 
lieve that China was beginning to under- 
stand the need to play by international 
rules, could take far longer to repair. m 





Hong Kong’s economy 


In intensive care 


HONG KONG 
From hopes for a strong recovery to 
fears of recession within weeks 


ARS is not bad news for everybody. 

Makers and retailers of Chinese medi- 
cine are struggling to meet demand, as 
people in Hong Kong and China turn to tra- 
ditional herbs to boost their immune sys- 
tems. Telecoms companies are doing well 
as businessmen cancel meetings and tele- 
conference instead. Rentals of pvps and 
sales of instant noodles have been soaring, 
as people stay at home. 

But these are exceptions to the rule. East 
Asia is now in the midst of an economic 
period, says the World Bank, “as troubled 
and uncertain as any since the 1997-98 fi- 
nancial crisis”. Bill Belchere, an economist 
at J.P. Morgan, thinks that Hong Kong’s 
economy will shrink by 8% (annualised) 
during the current quarter and Singapore’s 
by 2%, and that the region as a whole will 
grow by only 1%. His growth estimate be- 
fore the outbreak was 4%. 

Hong Kong, with more SARS cases than 
any other city in the world, is by far the 
worst-hit economy. Its tourist industry, 
which accounts for 5% of GDP, has been 
obliterated. Average hotel occupancy over 
the Easter holidays has fallen by around 
80% and is now in single digits. Five hotels 
are for sale already. Cathay Pacific and 
Dragonair, Hong Kong’s two passenger air- 
lines, have lost two-thirds of their normal 
traffic. Restaurants are empty. 

Domestic demand has dropped as 
well. Retail prices have been falling since 
1998; in March, deflation turned virulent 
and hit 2.1%. Economists expect that April 
will be worse. The property market has 
been in the doldrums since 1997, even 
without sars. Now transaction volumes 
are down sharply, and one property con- 
sultant reckons that luxury rental prices 
will fall by 10% this year. 

Exporters, too, are suffering. Earlier this 
month, Hong Kong’s jewellers and watch- 
makers were banned from an important 
trade fair in Switzerland, losing many or- 
ders. Last week, foreign buyers stayed 
away from a trade fair in nearby Guang- 
zhou, where many Hong Kong entrepre- 
neurs have factories. According to first esti- 
mates, only $730m-worth of orders were 
booked, compared to $17 billion last year. 

The real effects of sars will not be clear 
for some time. Hong Kong’s small busi- 
nesses, usually the economy’s pride, ap- 
pear to be hurt most, even if the pain is not 
yet shown on balance sheets. Bankrupt- 
cies will rise, leading to higher unemploy- 
ment and more loan write-offs by banks. 
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All this comes at a particularly bad time 
for Hong Kong. As recently as budget day, 
March 4th—when the outbreak had begun 
but was not yet public knowledge—the 


city’s biggest problem seemed to be its def- 


icit. How fast priorities change. On April 
23rd, Tung Chee-hwa, Hong Kong’s chief 
executive, said that the government will 
spend $1.5 billion in rescue money: waiv- 
ing utility charges for three months, giving 
out tax rebates and extending emergency 
loans to the most desperate industries. 
Hong Kong is not yet a crisis economy. 
Forward rates on the Hong Kong dollar, a 
proxy for the territory’s risk premium, 
have risen in recent weeks, though not 
enough to suggest that an attack on the cur- 
rency’s peg to the American dollar is immi- 
nent. Nevertheless here, as in Singapore 
and China, everything depends on 
whether this disease can be controlled. m 


Canada’s worries 


Untouchable 


TORONTO 
The country’s biggest city becomesa 
pariah 

ANADA is the only country outside 

Asia to have had any deaths from 
SARS. As of April 22nd, 15 people had suc- 
cumbed. All lived in or around Toronto. 
That city has the overwhelming majority 
of the 320-odd cases reported in Canada, 
almost all of them directly traceable to 
contact with travellers who went to Hong 
Kong in February and March. Hardest hit, 
both by the disease and by the fear of it, 
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has been the large Asian community that 
is concentrated in various parts of the city. 

Tourism has taken a hard knock, for To- 
ronto is also Canada’s tourism capital: 
16.3m visitors came last year, spending a 
total of C$3.5 billion ($2.4 billion). In mid- 
April, the city’s hotels are usually about 
three-quarters full; this year, occupancy 
has been about half that. Restaurants and 
tourist attractions are finding business 
slow; hundreds of workers have been laid 
off or put on reduced hours. 

The biggest cancellations have been of 
a couple of medical conventions. The 
American Association for Cancer Re- 
search, for example, was supposed to 
bring 12,000 doctors to Toronto earlier this 
month, thereby pumping about $20m into 
the economy. On April 23rd the World 
Health Organisation added Toronto, with 
Beijing and China’s Shanxi province, to 
the list of places to be avoided by interna- 
tional travellers. “You won’t be able to take 
this mark off,” lamented Donald Low, the 
chief microbiologist at the city’s Mount Si- 
nai Hospital. “They could have waited an- 
other four or five days.” 

Business leaders and the media are call- 
ing for a stronger lead from Toronto’s 
mayor. But Mel Lastman, facing his own 
health problems and widely viewed as a 
lame duck, was almost invisible until the 
WHO announcement, which he energeti- 
cally condemned. 

One major issue is compensation for 
the 7,000-10,000 people in Toronto who 
have voluntarily quarantined themselves 
after possibly coming into contact with an 
infected person. At first, it seemed that 
these people would be eligible for finan- 
cial relief only if they developed the ill- 
ness; now, the federal government may re- 
lax its employment-insurance regime to 
cover them. On April 22nd, Sheila Copps, a 
senior federal cabinet minister, suggested 
that the government should classify SARS 
as a “national disaster”; but no one else in 
cabinet agreed with her. 

Torontonians travelling elsewhere are 
under wide suspicion. Several countries 
have said they are not welcome. Toronto- 
nians are also becoming suspicious of 
each other. They are going out less (though 
the unseasonably cold weather could be 
partly to blame), and some are looking for 
alternatives to shaking hands. At one Chi- 
nese restaurant chain, managers are inter- 
viewing all employees daily to check 
whether they are showing symptoms. 

Politically, the outbreak probably 
helped to persuade Ernie Eves, Ontario’s 
premier, not to go to the polls this spring. 
Economically, the cost is harder to judge. 
The governor of the Bank of Canada, Da- 
vid Dodge, said the outbreak had the po- 
tential to cut growth this year, but it was 
too early to say by how much. The bank 
cut its growth forecast anyway on April 
23rd, from near 3% in January to 2.5%. @ 
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The deceptive hand of friendship 


SRINAGAR 


To foreign relief but local scepticism, India and Pakistan both talk about talks 


WENTY years ago, in the Sher-i-Kash- 

mir cricket ground in Srinagar, India 
endured a humiliating rebuke. Its team’s 
defeat by the West Indies in a one-day 
match was greeted by the Kashmiri crowd 
with raucous glee. In a Muslim-majority 
state also claimed by Pakistan, but where 
many hanker after independence, it was 
an important step on the path to civil war. 
Choosing the same venue to become, on 
April 18th, the first Indian prime minister 
to address a big public rally in Srinagar 
since 1987, Atal Behari Vajpayee made a 
peacemaker’s speech, presented as mark- 
ing another turning-point, this time to- 
wards dialogue and reconciliation. 

There was, however, little immediate 
cause for optimism. The killing continued 
in a war that has scarred Kashmir for 13 
years and claimed nearly 40,000 lives, ac- 
cording to India (twice as many, say its op- 
ponents). On April 22nd, six civilians died 
in an explosion in the Pulwama district of 
south Kashmir and, elsewhere, Indian 
forces killed 17 alleged militants. 

So the rally was a bold gesture, requir- 
ing massive security and bullet-proof 
glass. That, said Abdul Ghani Bhat, chair- 
man of Kashmir’s separatist alliance, the 
All-Party Hurriyat Conference, “is how itis 
in a colony.” The prime minister’s audi- 
ence of some 20,000 had been bused in by 
the party of Kashmir’s chief minister, 


Mufti Mohammed Sayeed, installed after 
elections last September. Many were dis- 
appointed by the speech, because it con- 
tained no offer of aid for a war-crippled 
economy, and no concrete plan for peace. 

The Hurriyat, which boycotted the elec- 
tions, staged a “silent referendum” on Mr 
Vajpayee’s visit by ordering a hartal, a gen- 
eral shutdown of Srinagar. It was observed 
almost universally. But the turn-out at the 
rally allowed both sides to claim victory in 
the battle for public opinion. Mr Sayeed 
clucked nervously over the crowd, like a 
headmaster worried about his school’s be- 
haviour on Founders’ Day. But Mr Vaj- 
payee was talking far above their heads 
any way, to an audience in Islamabad and 
in Washington, pc. Appealing for talks 
with Pakistan on all issues, including Kash- 
mir, he held out the “hand of friendship”, 
in the hope of better relations between the 
two neighbours, which last year came 
close to their third war over Kashmir. 

Mr Vajpayee’s speech glossed over In- 
dia’s oft-repeated condition for any im- 
provementin relations: that Pakistan make 
good its pledges to stop the infiltration of 
armed militants into Indian-controlled 
Kashmir from its side of the line of control 
that divides the state. 

India, however, soon made clear that it 
has not dropped this demand. It insists— 
and America accepts—that Pakistan has 
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not stopped “cross-border terrorism”. As 
recently as last month, India blamed Pak- 
istan-trained fighters for a particularly 
cold-blooded massacre of 24 civilians 
from the Hindu minority in the village of 
Nadimarg. Its anger at that outrage was 
fierce enough to draw an unprecedented 
joint statement from Britain and America, 
urging Pakistan to restrain the militants, 
but both sides to resume dialogue. 

India’s foreign minister, Yashwant 
Sinha, bridled at the “gratuitous and mis- 
placed advice”, and caused further alarm 
by describing Pakistan as more of a fit case 
for pre-emptive action than was Iraq. In- 
dian spokesmen stressed that he was mak- 
ing a theoretical point, not a military 
threat. But India and Pakistan are nuclear 
powers, so this sort of talk rattles nerves. 

Although Mr Vajpayee announced no 
shift in policy in Srinagar, his stress on dia- 
logue rather than terrorism was seen as en- 
couraging. Pakistan rejected the allega- 
tions, but responded positively. After all, 
the purpose, presumably, of its conniv- 
ance in cross-border terrorism is to exert 
pressure on India to enter talks. 

Mr Vajpayee’s deeper message, how- 
ever, was less welcome in Pakistan. By 
speaking in Srinagar, he was demonstrat- 
ing his government’s view that Kashmir re- 
mains an integral part of India, and that he 
believed he was talking from a position of 
strength. Mr Sayeed’s government-—the 
outcome, unusually, of an unrigged elec- 
tion—is more popular than previous ad- 
ministrations, having promised to adopt a 
“healing touch” by, for example, freeing 
some detained separatists. 

The fresh approach includes a dialogue 
with the central government. On April 
22nd, Delhi’s latest interlocutor for Kash- 


mir, N.N. Vohra, pitched up in Srinagar, »» 
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> and began talks with what India calls 
“mainstream” politicians. There were 
hints that he might even be open to meet- 
ing the Hurriyat. Mr Bhat, however, said 
there would be no talks “at gunpoint”, 
which did not cover the future dispensa- 
tion of Kashmir—the one topic India will 
not discuss with the Hurriyat. 

The Hurriyat, in the words of Muzaffar 
Beg, the finance minister in the new state 
government, “takes its cue from Pakistan, 
even if it does not take dictation.” But mod- 
erate separatists, such as Shabir Shah, also 
see little improvement in the new govern- 
ment, and Mr Vohra’s visit as a futile exer- 
cise. They question how he, a former top 


Pakistan 


Too many jobs 


LAHORE 


civil servant in the Home and Defence 
Ministries, can tackle the core issue—Kash- 
mir’s demand for self-determination. 
Pakistan, too, may find that, even if dia- 
logue with India resumes, there is, on 
Kashmir, little to talk about. Its “liberation” 
is a central national goal for Pakistan. No 
government could easily negotiate it away. 
The present regime, with a tenuous popu- 
lar mandate and under constant attack 
from Islamists, would presumably find it 
even harder than most. As in the past, 
talks, if they happen, may serve only to 
sharpen differences. Meanwhile, with the 
passes into Kashmir now free of snow, vio- 
lence there is only likely to increase. m 


Musharraf is asked to surrender some of his powers 


ARELY six months after a general elec- 

tion that was supposed to give the 
country a degree of democratic legitimacy, 
Pakistan is slipping back in to its raucous, 
dysfunctional ways. The opposition in the 
national parliament refuses to recognise 
General Pervez Musharraf, the country’s 
army chief, as the legitimate president. It 
wants him to scrap the extraordinary pow- 
ers he has heaped upon himself, including 
the right to fire the cabinet and dissolve 
parliament. It also says that he cannot be 
both army chief and president. Parliament 
has been adjourned on four occasions by 
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Will Musharraf get his kit off? 





the speaker after the opposition screamed 
“Go, Musharraf, go!”, and refused to allow 
any business to be done. 

Using an instrument called the “legal 
framework order” (LFO), General Mushar- 
raf last year amended 29 clauses of the 
constitution to legitimise an earlier, highly 
dubious referendum to make himself pres- 
ident, and to hold a general election which 
many believe turned out to be unfair. Now 
the opposition parties, led by a fiery six-re- 
ligious-party alliance called Muttahida 
Majlis-i-Amal (MMA), say that General 
Musharraf must get parliament to validate 
the LFO by a two-thirds majority, as re- 
quired for constitutional amendments. 
This is an impossible task given the slim 
majority of the pro-Musharraf Pakistan 
Muslim League-Quaid (PML-Q) in both 
houses of parliament. Failing that, the 
MMA says, he should ask parliament to 
elect him as a civilian president, retaining 
some but not all of his current powers, in 
exchange for taking off his army uniform. 

Government spokesmen cunningly 
claim that a parliament that owes its very 
existence to the LFO cannot now challenge 
it. General Musharraf could refuse to con- 
cede the opposition’s demands, suspend 
or dismiss parliament and try to carry on 
the business of government by decree. 
That, though, would be an admission that 
the system he devised had failed. The op- 
position parties would probably clog the 
courts with writs challenging his orders. 
They would organise mass protests, some- 
thing they have done successfully against 
the war in Iraq. Alternatively, General 
Musharraf could agree to give up being the 
army chief at some date in the near future. 
But this would deprive him of his means to 
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run the country and make him hostage to 
the politicians he detests. 

On April 21st he said gruffly that he 
would not address an uncivilised parlia- 
ment in the current circumstances. He in- 
sisted that the LFO was part of the constitu- 
tion and the opposition would have to 
accept that sooner or later. But his prime 
minister, Zafarullah Jamali, is treading a 
different path. The ruling PML-Q has in- 
vited all the opposition parties for talks on 
the framework order. There is no deadlock 
and parliament will not be dissolved, Mr 
Jamali tells reporters. It is claimed that out 
of the 29 amendments General Musharraf 
made to the constitution, there are only 
two that are contentious. These deal with 
when the general will give up the job of 
army chief and what powers he will retain 
as a Civilian president. 

The Jamali government is also trying to 
split the leadership of the MMA. It has of- 
fered not to oppose the nomination of the 
pragmatic Maulana Fazlur Rehman as 
leader of the opposition in parliament, a 
slot dearly coveted by Qazi Hussain Ah- 
mad, a firebrand in the MMA. 

General Musharraf may take some 
comfort from the support he is getting from 
the army’s powerful corps commanders in 
his tussle with the opposition. This has led 
pundits to hark back to the general’s words 
last August when he unfurled the LFO. He 
was asked what would happen if the next 
parliament refused to accept it. He 
shrugged his shoulders and said, “Either I 
will stay or parliament will stay.” = 


Indonesia 


An ace in the hole 


JAKARTA 
Cracking down on terrorism 


FTER months of procrastination, Indo- 
nesia’s campaign against the alleged 
ringleaders of Islamic terrorism in South- 
East Asia has finally reached the courts. 
Abu Bakar Basyir, a revered Islamic cleric 
or spiritual leader of al-Qaeda’s regional 
arm, Jemaah Islamiah Q1), depending on 
your point of view, went on trial on April 
23rd for treason and immigration offences. 
In their opening statement, the pros- 
ecutors claimed that Mr Basyir, 64, the 
headmaster of the orthodox al-Mukmin 
Islamic boarding school in the central Java 
city of Solo, had tried to topple Indonesia’s 
legitimate government and establish an Is- 
lamic caliphate in its place. Part of this mis- 
sion, it was alleged, was the bombing or at- 
tempted bombing of 38 churches on 
Christmas Eve 2000 in which 19 people 
were killed. Mr Basyir also reportedly »» 
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In the dock 


> wanted to attack western interests in Sin- 
gapore but cancelled the operation after 
many of his alleged operatives were ar- 
restedin November 2001. 

The immigration offences relate to the 
forging of letters to obtain residence per- 
mits after Mr Basyir returned from Malay- 
sia in 1999, where he had fled 14 years pre- 
viously to escape incarceration on 
subversion charges. The cleric denies all 
the charges, and indeed that JI even exists. 
Among Mr Basyir’s alleged co-plotters are 
two of the main suspects in last October’s 
Bali bombing which killed 202 people. But 
the fiery cleric, who was arrested days 
after the tragedy, has not been linked to the 
blast, despite the widespread belief that he 
approved the operation. 

Mr Basyir’s fate will rest to a large de- 
gree on whether the court allows as evi- 
dence statements from Omar al-Farougq, an 
alleged al-Qaeda operative being detained 
by the Americans who implicated him in 
the church bombings, and from a JI sus- 
pect currently detained in Singapore, Faiz 
Abu Bakar Bafana. A conviction is thus no 
formality, but the tide of public opinion is 
certainly moving against the defendants. 
For even though Mr Basyir has not yet 
been charged with the Bali attack, his ap- 
pearance in the dock is far from uncon- 
nected to the bombings. Ever since the dev- 
astation—economic as well as human—on 
the island, radical Islam in Indonesia has 
become increasingly unpopular, to the 
point where tackling it head on presents 
little threat to the strongly nationalist presi- 
dent, Megawati Sukarnoputri. 

Fifteen months ago Mr Basyir, voted 
man of the year last year by one of Indone- 
sia’s most popular magazines, was cheer- 
fully able to violate the constitution by 
calling for Miss Megawati’s ouster because 
of her sex. Now he is behind bars and on 
trial. The president’s strong stance against 
the war in Iraq, which left little room for Is- 
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lamic opponents to attack her, has further 
bolstered her position. Accusations from 
Mr Basyir’s dwindling ranks of supporters 
and other elements on the extreme fringe 
that she is being un-Islamic by prosecuting 
Mr Basyir now fall largely on deaf ears. 
Miss Megawati has good reason to try 


Property prices 
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and rid herself of the turbulent cleric, 
which a conviction and life sentence 
would effectively do; it looks good interna- 
tionally, and it is likely to bolster her re- 
election chances next year. For months be- 
fore the Bali bombing Miss Megawati was 
criticised for failing to face up to the reality 
that Islamist terrorists were active in her 
country. Now she has gone even further 
than her once critical neighbours, Singa- 
pore and Malaysia, who rely on draconian 
Internal Security Acts that permit deten- 
tion without charge, let alone trial. 

Her party lieutenants are likely to be as 
happy as the foreigners. Prosecuting radi- 
cal Islamists not only shows strong leader- 
ship, which should stand her in good stead 
come polling day, but will help to neutral- 
ise an obvious electoral irritant. What a 
conviction will not automatically dois end 
the Islamist terrorist threat. As the arrest of 
18 alleged JI operatives in Indonesia this 
week has shown, several active cells are 
believed to be still operating. A few strate- 
gically timed bombs could badly damage 
Miss Megawati’s re-election chances. If she 
had an Iraq-style pack of “wanted” cards, 
Mr Basyir would certainly be one of the 
aces. Scooping up the whole deck, though, 
remains a distant dream. m 


Through the roof in Australia 


SYDNEY 
It cannot last, say the experts 


USSELL CROWE, a Kiwi-born actor 

who calls Sydney one of his homes, 
recently smashed yet another of the 
city’s property-price records when he 
paid almost A$14m ($8.7m) for an apart- 
ment overlooking Sydney Harbour. True, 
itis no ordinary apartment. His neigh- 
bours in the Finger Wharf, a redesigned 
shipping pier built in 1914, are some of 
Sydney’s richest people. Nevertheless, a 
few years ago such a price would have 
been reserved for one of Sydney’s stateli- 
est waterfront mansions. Mr Crowe him- 
self recently sold one of them, Berthong, 
in Elizabeth Bay, for almost A$3m more 
than he paid for it 18 months ago. Such is 
the momentum driving Sydney’s house- 
price boom that few gasped at this news. 

House prices have risen across Aus- 
tralia by 93% over the past decade, by 
116% in Sydney and by even more, 130%, 
in Melbourne, which had bigger gains to 
make after coming out of an economic 
slump in the early 1990s. The boom has 
now gone on for so long that some fore- 
casters are worried, particularly over the 
unprecedented level of debt with which 
Australians are fuelling it. Over the same 
decade, Australian household debt has 
soared from 56% of household income to 


125%, higher than that of North America 
and most of Europe. Borrowing to buy 
houses has fed most of this increase. Ac- 
cording to the Reserve Bank, Australia’s 
central bank, the biggest rise has been in 
the number of people borrowing to buy 
second or third properties in the hope of 
making a big capital gain. 

Interest rates have stayed low for ten 
years, and banks and other institutions 
have competed to offer cheap loans. A 
federal government grant offered as an 
election sweetener two years ago to help 
young people buy their first homes has 
also contributed. So has a low Australian 
dollar which has brought in speculative 
capital from Asia and Europe. 

Ian Macfarlane, the Reserve Bank’s 
governor, delivered a warning on April 
3rd suggesting that the debt binge had 
gone too far. J.P. Morgan Australia Se- 
curities argues that house prices have 
reached unsustainable levels. Few peo- 
ple seem worried. Debbie Donnelley, an 
agent with Di Jones Real Estate, which 
operates in Sydney’s exclusive eastern 
suburbs, sold a property 18 months ago 
for A$300,000 more than many thought 
it should fetch; she sold it again recently 
for A$200,000 more. 
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Malaysia 


Try, try, try again 


Anwar Ibrahim loses another appeal 


OMETHING about Anwar Ibrahim 

brings out the ground-breaking urges of 
Malaysia’s otherwise cautious judges. In 
1999, one found him guilty of corruption 
even though no money was alleged to 
have changed hands—the normal stan- 
dard for prosecution. In mid-April, others 
upheld his conviction for sodomy on the 
testimony of just one witness, another le- 
gal first. That decision was all the more un- 
precedented since the lone witness 
changed his mind twice about the year in 
which the alleged offence occurred before 
deciding that he could not provide any 
specific date at all. Now Mr Anwar finds 
himself serving the resulting jail sentence 
even though it is standard practice to re- 
lease a defendant on bail until all appeals 
have been exhausted. 

Mr Anwar argues that his real offence is 
to have fallen out with Mahathir Moha- 
mad, Malaysia’s imperious prime minis- 
ter. Mr Anwar had been Dr Mahathir’s 
likely successor until the two squabbled, 
mainly over how to handle the Asian 
economic crisis in 1998. 

Mr Anwar soon found himself out of a 
job and in court, charged with sodomising 


his wife’s driver and then abusing his of- 


fice in an attempt to suppress the scandal. 
He received a six-year sentence for corrup- 
tion and a nine-year one for sodomy 
(which is considered a grave crime in Ma- 
laysia). What with the failure of all appeals 
on the corruption charge, and the Court of 
Appeal’s confirmation last week of the so- 
domy conviction, Mr Anwar has just one 
more chance of exoneration: an appeal to 
the Federal Court, Malaysia’s highest, on 
the sodomy charge. 

Meanwhile, time is ticking by. Since the 
governmentroutinely knocks a third off all 
sentences for good behaviour, Mr Anwar 
has already completed his prison term for 
corruption while the wheels of Malaysian 
justice go grinding along. With the final ap- 
peal still pending against the sodomy con- 
viction, his legal team argues, he should 
now go free on bail. 

But the Court of Appeal refused to hold 
the usual quick hearing for bail and in- 
sisted on a written application instead. In 
the meantime, it revoked the bail of Mr An- 
war’s co-defendant and adoptive brother, 
Sukma Darmawan. Nonetheless, Karpal 
Singh, one of Mr Anwar’s lawyers, hopes 
for a ruling within the next few weeks. 
Since Mr Sukma went free on bail during 
his first appeal, Mr Singh argues, it would 
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Matsui, pride of the Yankees 


TOKYO 
Fans fly out to see a “sayonara” hit 


HE possibility, however remote, of 

getting SARS will deter many Japa- 
nese from going abroad for their Golden 
Week holidays, which last roughly from 
April 26th until May 5th. But baseball 
supporters are a breed apart. It will take 
more than a virus to stop them making a 
trip to see the Japanese stars in action in 
America’s major leagues. The most pop- 
ular excursion for the Japanese visitors 
will include a three-game showdown in 
New York featuring Japan’s Hideki Ma- 
tsui of the Yankees, and a handful of Jap- 
anese stars who play for the Seattle 
Mariners. 

The best-known Mariner, Ichiro Su- 
zuki, left Japan’s baseball league to join 
Seattle in 2001. Many Japanese suppor- 
ters were crushed when Seattle was 
knocked out of the preliminary games 
for the World Series that year. Now the 
wiry Mr Suzuki has been eclipsed by the 
power-hitting Mr Matsui, once a star 
with the Yomiuri Giants and now with 
America’s most famous baseball team. 
On April 8th, he hit a “grand slam” (a 
home run with the bases full) in his first 
game at Yankee Stadium. A few nights 
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Sayonara, baby 


only be consistent for him to do so during 
his second, too. And if Mr Sukma receives 
bail, then Mr Anwar surely has an ever 
stronger case, since he suffers from a back 
problem and urgently needs an operation. 

If the Court of Appeal refuses bail, and 
the Federal Court turns down his last ap- 
peal, Mr Anwar will have to stay in prison 
until April 2009. Even after his release, he 
will not be able to take part in politics for 
another five years. 

Many Malaysians believe it would be 


later he delivered his first “sayonara” hit, 
a game-winning run. 

Traditionally, the Japanese have rated 
teamwork above the skill of the individ- 
ual. But with the success of Japanese 
baseball players in the United States, and 
of their soccer players in Europe, sports 
fans are now more interested in the ad- 
ventures of players overseas than they 
are in the progress of teams at home. The 
evening television news provides a run- 
down of how Japanese players are per- 
forming in their latest games, giving 
particular attention to the mighty slugger 
Matsui. Most newspapers publish statis- 
tical tables that show how Japanese play- 
ers are doing in America. The Asahi 
Shimbun has revamped its sports section 
to highlight Mr Matsui’s doings. 

With many local economies in the 
United States flagging, towns might con- 
sider inviting an entire Japanese baseball 
club to fly out to play American baseball. 
Japanese fans would no doubt cross the 
Pacific in droves all summer long to sup- 
port their club. They would probably fly 
on Japanese airlines, but think of all the 
shopping they would do in America. 





too embarrassing for the judiciary to back 
down and let Mr Anwar go free, even after 
Dr Mahathir’s scheduled retirement this 
October. But there are a brave few who 
suggest that the prime minister’s desig- 
nated successor, Abdullah Badawi, might 
like to signal a change of climate by presid- 
ing over Mr Anwar’s release. Or the Fed- 
eral Court might simply ignore the politi- 
cians’ preferences altogether and judge the 
case on its merits. That would really set a 
legal precedent. m 
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Foreign policy 


The shadow men 


WASHINGTON, DC 





War in Iraq has helped to create a new American foreign-policy establishment. 


Neo-conservatives are only part of it 


N 2000, a close-knit group of about 20 

people took their places in the Bush ad- 
ministration, hoping to overthrow Sad- 
dam Hussein and spread American ideas 
of democracy throughout the Middle East. 
They called themselves “neo-conserva- 
tives” and, for two years, no one paid them 
much notice. 

Now the tyrant has gone, and govern- 
ments around the world are nervously 
wondering what this much suspected 
group of men mean to do next. With Bagh- 
dad still burning, the neo-cons’ most se- 
nior official, Paul Wolfowitz, the deputy 
secretary of defence, popped up to say that 
“there has got to be change in Syria”. That 
comment ushered in two weeks of harsh 
diplomatic pressure from the Bush admin- 
istration about the other Baath regime, 
though Mr Wolfowitz quickly added that 
“change” did not, in this case, mean regime 
change. 

Such talk rattles chancelleries round 
the world. Those in power try to be dip- 
lomatic about their concerns. But Lord Jop- 
ling, a former British cabinet minister, 
spoke for many when he told the House of 
Lords on March 18th that “neo-conserva- 


tives...now have a stranglehold on the 
Pentagon and seem, as well, to have a com- 
pliant armlock on the president himself.” 
Robert Kagan, a mneo-conservative 
writer living in Brussels, says “One finds 
Britain’s finest minds propounding...con- 
spiracy theories concerning the ‘neo-con- 
servative’ (read: Jewish) hijacking of 
American foreign policy. In Paris, all the 
talk is of oil and ‘imperialism’—and Jews.” 
A member of the French parliament 


quoted his country’s foreign minister, Do- ° 


minique de Villepin, saying “the hawks in 
the us administration [are] in the hands of 
[Ariel] Sharon”—a comment seen in some 
circles as a coded message about undue 
pro-Israeli influence exercised by neo- 
cons, most of whom are Jewish, at the 
heart of the administration. 

So has a cabal taken over the foreign 
policy of the most powerful country in the 
world? Is a tiny group of ideologues using 
undue power to intervene in the internal 
affairs of other countries, create an empire, 
trash international law—and damn the 
consequences? 

Not really. To argue that an intellectual 
clique has usurped American foreign pol- 
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icy is to give them both too much credit, 
and too little. American foreign policy has 
not been captured by a tiny, ideological 
clique that has imposed its narrow views 
on others. Rather, the neo-cons are part of 
a broader movement endorsed by the 
president, and espoused, to different de- 
grees, by almost all the principals in- 
volved, from Vice-President Dick Cheney 
down (Colin Powell, the secretary of state, 
is anotable exception). Strands of neo-con- 
servatism can even be found among some 


’ Democrats, which is why it makes sense to 
* think thata néw foreign-policy establish- 


ment may be emerging. 

For the same reason, the criticism ne- 
glects the role of others. Near-consensus is 
found around the notion that America 
should use its power vigorously to reshape 
the world. Yet because parts of the neo-con 
agenda have been adopted by a president 
who is a mostly pragmatic decision- 
maker, and because the neo-cons them- 
selves are politically astute, the neo-cons 
do not have things all their own way. They 
are powerful in so far as the president lis- 
tens to them, rather than in their own right. 
The result is that American foreign policy 
is becoming a mixture of neo-conservative 
ideas, the president’s instincts—and the re- 
alities of power. 


How they grew 

To see how this came about, start with 
who the neo-cons are. It is understandable 
that they are seen as a clique, because, to 
begin with, they were. The group started in 


the 1960s as a breakaway faction from the >> 
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> Democratic Party. This first generation neo-conservative commentator, Charles 


emerged as critics of the liberal establish- 
ment of their day; paradoxically, consider- 
ing their reputation as ideologues, their 
main complaint was that Democrats had 
lost touch with the practical results of their 
policies. The term “neo” (new) was an in- 
sult thrown at them by the left, but it distin- 
guished them from “real” conservatives; 
one of their founders, Irving Kristol, joked 
that a neo-conservative was a liberal 
“mugged by reality”. Foreign policy was 
only part of the original neo-con agenda: 
social policy was at least as important. 

The second generation of neo-cons is 
different. Few are Democrats or former 
Democrats. They are unapologetic Repub- 
licans. And while they retain distinctive 
views on domestic matters (for example, 
neo-cons were among the fiercest critics of 
the former Republican Senate leader Trent 
Lott, who was obliged to step down for 
making racist remarks), foreign policy is 
their focus—partly because their main so- 
cial-policy proposals, such as welfare re- 
form and the dismantling of affirmative 
action, have become mainstream. 

The second generation forms a clique 
intellectually and socially, but not politi- 
cally. Most come from similar back- 
grounds, whether professors (like Mr Wol- 
fowitz and Steve Cambone, also at the 
Pentagon) or lawyers (like Doug Feith, the 
Pentagon’s number three, Scooter Libby, 
Mr Cheney’s chief of staff, and the State 
Department’s John Bolton). They join the 
same think-tanks, such as the American 
Enterprise Institute (AEI) where Richard 
Perle, perhaps their most flamboyant 
spokesman, is a fellow. They write for and 
read the same magazine, the Weekly Stan- 
dard, edited by Bill Kristol, son of one of 
the neo-cons’ founders. They co-author 
the same studies (five of the 
“Rebuilding America’s De 
influential report publis 
the administration). Ty are, fh short, 
Washington talkers andirifellectuals. 

In most other countties, where foreign 
policy is made by per ent bureaucra® 
cies, it would be unthinRable for a small 
group of professors and lawyers to take 
any sort of policymaking rolè,'let abne a 
dominant one. In America, with its tradi- 
tions of entrepreneurial policy advocacy 
and political appointees, it is not so odd. 

Whatis unusual is that the neo-cons are 
so different from the Texan business estab- 
lishment gathered around George Bush. 
They also differ from the corporate chief- 
tains the president hired for top jobs, such 
as Mr Cheney and Donald Rumsfeld (both 
former CEOs). Many neo-cons backed 
John McCain, Mr Bush’s Republican rival, 
in the campaign; a few had even sup- 
ported Al Gore. 

So it was hardly surprising that, at the 
start, neo-cons were merely one among 
several groups vying for foreign-policy 
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influence—and without much success. On 
the campaign trail, Mr Bush talked about a 
“humble, but strong” policy and was criti- 
cal of “nation-building”—very un-neo-con 
stances. The dominant foreign-policy 
voice in the president’s early days was that 
of Condoleezza Rice, the national security 
adviser. Ms Rice’s main concern was to im- 
prove America’s ties with other great pow- 
ers—a policy that, while part of the neo- 
con agenda, was hardly uppermostin it. 
Even Mr Cheney, who was to become 






ed to differ from them early on. As de- 
secretary under the first President 
Bugh}he had supported the decision not to 
oyerthrow Saddam in 1991 (to Mr Wolfo- 
witz’s dismay). And he was on record as 
being critical of Israel and its settlement 
es—anathema to the most pro-Israeli 
-cons. Even in the aftermath of Sep- 





n 
“tember 11th 2001, when Mr Wolfowitz 


went to the president to argue his case that 
the terrorist attacks showed America 
needed urgently to address the threat of 
Saddam Hussein, he was fobbed off. 


Intellect v chaos 
So how did the neo-cons go from being 
one group among several to the positions 
of influence they now occupy? By articu- 
lating views that came to seem more im- 
portant after September 11th 2001—but 
which many conservatives agreed with 
even before that. 

Neo-cons start with the notion that 
America faces the challenge of managing a 
“unipolar world” (a phrase coined by a 


Krauthammer, in 1991). They see the world 
in terms of good and evil. They think 
America should be willing to use military 
power to defeat the forces of chaos. Admit- 
tedly, they go on to advocate democratic 
transformation in the Middle East, a view 
that is not shared throughout the adminis- 
tration. (This is an extremely radical policy, 
so not only are neo-cons not ‘neo’, they are 
not, in the normal sense of the term, con- 
servative either.) But that apart, their 
views are not so different from others in 
the administration. 

Neo-cons are also energetic in style, pre- 
ferring moral clarity to diplomatic finesse, 
and confrontation to the pursuit of incre- 
mental advantage. They are sceptical of 
multilateral institutions that limit Ameri- 
can power and effectiveness; they prefer to 
focus on new threats and opportunities, 
rather than old alliances. 

Again, these views are not unique to 
neo-cons. The trends have been visible in 
American policy since the end of the cold 
war. Indeed, as Walter Russell Mead of the 
Council on Foreign Relations points out, 
opinion in the Republican Party has been 
shifting for longer than that. The move- 
ment away from Euro-centric east-coasters 
towards Sunbelt conservatives more con- 
cerned about Asia, Latin America and the 
Middle East began with Barry Goldwater 
and Ronald Reagan in the 1970s. 

These common intellectual roots made 
it possible for neo-cons to maintain close 
ties with traditional conservative politi- 
cians such as Messrs Rumsfeld and Che- 
ney. Though neither really counts as aneo- 
con, Mr Rumsfeld signed a letter to Presi- 
dent Bill Clinton in 1998 urging him to 
make removing Saddam Hussein and his 
regime “the aim of American foreign pol- 
icy”, and the founding document of neo- 
con policy was the Defence Planning 
Guidance drafted for Mr Cheney in 1992 
during his stint as defence secretary. Writ- 
ten by Mr Wolfowitz and Mr Libby, it 
raised the notion of pre-emptive attacks 
and called on America to increase military 
spending to the point where it could not be 
challenged. Ten years later, both ideas 
have been enshrined as official policy in 
the 2002 National Security Strategy. 

The event that turned general like- 
mindedness into specific influence was 
the terrorist assault of September 11th 
2001. “Night fell on a different world,” Mr 
Bush said. Neo-cons had long been ob- 
sessed with the Middle East and with “un- 
deterrable” threats, such as nuclear weap- 
ons in the hands of terrorists. Traditional 
Republican internationalists, who had less 
to say on either count, offered little intellec- 
tual alternative. As the old rule of politics 
says, “You can’t fight something with noth- 
ing.” Mr Bush therefore embraced large 
parts of the neo-con agenda. 


But not immediately. The decision to »» 
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> take on Saddam by force seems to have 
been made sometime between September 
2001 and March 2002. In January 2002, in 
his state-of-the-union address, Mr Bush in- 
voked the infamous “axis of evil”—which 
could have been lifted from a neo-con 
handbook. This February, he gave a 
speech to the Azı about building democ- 
racy in Iraq and encouraging political re- 
form in the Middle East. 


How much to blame? 

Some Europeans seem to think the neo- 
cons’ influence is a direct result of Mr 
Bush’s inability to grasp basic foreign-pol- 
icy ideas. The recent evolution of Ameri- 
can policy does not bear out this patronis- 
ing view. The new policy was adopted in 
response to a cataclysmic event. It enjoys 
support at almost every level of govern- 
ment, including Congress (the main excep- 
tions are the State Department and serving 
officers in the armed forces). Above all, the 
new policy is defined by the president 
himself. The neo-con clique depends on 
Mr Bush, not the other way around. 

Fine, you might argue, but this just 
shifts the focus of concern from the cabal 
to the consensus. Whoever formulates 
policy, it is still, say critics, inimical to the 
interests of (some) Europeans, interna- 
tional law, multilateral institutions and 
traditional alliances. Moreover, if policy is 
run by a coalition of people, of whom neo- 
cons are just the first among equals, then 
that raises questions about the stability of 
the coalition, and whether there are inter- 
nal tensions waiting to erupt between neo- 
cons and others. 

The worries about America’s foreign 
policy are mostly about means and costs, 
not ends. Neo-cons want to liberate Iraq, 
spread democracy through the Middle 
East and improve counter-proliferation 
measures. Critics can hardly object to any 
of these, even if they do not care to focus 
on the aims as relentlessly as neo-cons do. 

Europeans often attribute everything 
they dislike in American policy to the 
influence of this cabal. Yet to do so is obvi- 
ously wrong: the administration’s—in- 
deed, America’s—disengagement from cer- 
tain international treaties long predated 
the neo-cons’ ascendancy. It is true that 
neo-cons are more unsparing than most in 
their disdain for multilateral bodies that 
they think act against American interests. 
But their attitude to “entangling alliances” 
is pragmatic, rather than hostile across the 
board. Many, though notall, like NATO be- 
cause of its role in uniting eastern and 
western Europe after the collapse of 
communism. When France and Germany 
held up a Turkish request to NATO for sup- 
plies of defensive equipment before the 
Iraq war, the administration found a way 
round the obstacle within the organisa- 
tion, rather than acting outside it. The neo- 
cons’ main ire is reserved for the United 
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Nations and, sometimes, the European 
Union (see page 45). 

Clearly there have been big diplomatic 
ructions in the past year, notably in the Se- 
curity Council over the second Iraq resolu- 
tion. But it is hard to blame the neo-cons 
entirely, or even at all. The French and Rus- 
sians were responsible for much of the bad 
blood, while the department largely 
responsible for American diplomacy in 
that unhappy hour was the very un-neo- 
con State. 

The one area where neo-conservative 
influence may really prove inimical to the 
interests of others is Israel. Neo-cons are 
among Ariel Sharon’s staunchest defend- 
ers. Most fear the “road map” will endan- 
ger Israel’s security, and will do every- 
thing they can to stop it. 

On the other hand, the map is itself an 
indication of the limits of their influence. 
If neo-cons really ran the show, as they are 
said to, there would almost certainly be no 
such map. That there is testifies to the other 
forces acting on Mr Bush: the State Depart- 
ment, the National Security Council, even 
Tony Blair. 

These forces will continue to influence 
the president and moderate the neo-cons’ 
power. This could be good or bad. Goodin 
that the wildest flights of neo-con fancy 
will be grounded; bad if the result is policy 
incoherence. At the moment, the good out- 
come seems the more likely. 


The limits of influence 

Iraq is the neo-cons’ test case. Military vic- 
tory has increased the group’s influence 
hugely; a serious reversal could undo it. 
But successful post-war reconstruction 
would embolden them to press the presi- 
dent to adopt other bits of their agenda. 
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This does not mean sending troops to Da- 
mascus (the neo-cons write what they 
mean: they have always singled out Iraq, 
and no other country, for military action). 
Rather, it means putting pressure on Syria 
to stop supporting Hizbullah and on the 
Saudis to stop exporting Wahhabi extrem- 
ism; and it means backing the internal op- 
position in Iran to the clerical regime. 

But there will be constraints on getting 
this wish-list through. The neo-cons have 
waited more than ten years to reform Iraq. 
They will not lose interest in it, as hap- 
pened in Afghanistan. But they could be 
distracted by, say, a crisis in North Korea or 
on the Indian subcontinent. They could be 
defeated in Congress over the cost of their 
plans, especially if the economy falters. Or 
fault lines could re-emerge with main- 
stream conservatives over how long to 
keep troops abroad, with the mainstream, 
backed by the cautious realists in the 
armed forces, demanding that troops re- 
turn home as soon as possible. 

Lastly, there is Mr Bush himself. His 
main concern is re-election, and he has al- 
ready started to switch his attention back 
to the economy to avoid his father’s fate. 
That may do more than anything to tem- 
per the neo-cons’ influence. 

European and other governments 
could add their weight to these counter- 
vailing trends if they chose. But, with the 
exception of Britain, they have not, prefer- 
ring to demonise the neo-cons as a cabal. 
This is almost certainly a mistake. The neo- 
cons are not a marginal group. They are 
providing much of the intellectual frame- 
work for America’s foreign policy. Barring 
a serious reversal abroad, that will con- 
tinue—and demonising them will merely 
marginalise their critics. W 
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Military transformation 





The Janus-faced war 


Was the war in Iraq a vision of the future or a blast from the past? 


F GENERALS have a tendency to fight the 
previous war, journalists and politicians 
can be too eager to wage the next one. Be- 
fore the last “pocket of resistance” was 
emptied, the war in Iraq was said by some 
to vindicate all the theorising in the Penta- 
gon about anew kind of warfare. As Bagh- 
dad fell, Vice-President Dick Cheney was 
extolling the conflict as “proof positive” of 
the success of “transformation” (the buzz- 
word for a revamp of America’s armed 
forces). Are those really its lessons? 
According to the theologians of trans- 
formation, the world is witnessing a mili- 
tary revolution akin to the invention of the 
chariot or, more recently, of the nuclear 
bomb. America, they argue, should take 
advantage of rapidly evolving technology 
to persuade potential rivals not to even 
think about conflict, and to confront 
emerging threats such as international ter- 
rorism. In practical terms, this means more 
unmanned vehicles and lighter, more ag- 
ile land forces. It means even better sur- 
veillance and communications, weapons 
that can be delivered accurately and 
stealthily over long distances (including 
from space), and new military doctrines. 
If its advocates—who include Donald 
Rumsfeld, the defence secretary—are right, 
transformation can make the world safer 
for Americans, and battle still less risky for 
its soldiers. But it won’t be free. The armed 
forces, slimmed by a third of their përson- 
nel during the 1990s, could be trimmed. * 
further. And, with the Pentagon’s budget ` 
rising beyond Reagan-éra levels #h* real 
terms, vast amounts of hey are at stake: 
choosing which weapéns to design and 


buy with all that cash, and i 


means making enemies as welhas friends. , 
Transformation could reduce Amertica’s ře- 


liance on foreign bases, and make it even 


less practical to fight alongside allies. If it 
means that America can change regimes 
painlessly and at will, it could have other 
consequences as well. 

So a lot rests on just how transforma- 
tional the war in Iraq is deemed to have 
been. In fact, the idea that it was a blast 
from the future is a simplification. 


Something old, something new 

The vision of the war as a Rumsfeldean in- 
novation rests partly on aspeculative view 
of how the coalition devised its plan. It 
goes like this: General Tommy Franks, the 
military commander, was indeed intent 
on fighting the last war—until Mr Rumsfeld 


cajoled him out of his hidebound conser- 
vatism, obliging him to rely on fewer 
troops than he wanted. Some aspects of 
warfare that are not amenable to transfor- 
mation—accidents; surprises; some casual- 
ties—briefly seemed to have proved Mr 
Rumsfeld wrong. But in the end he, and 
transformation, emerged triumphant. 

The problem with this version of 
events is that, although much smaller than 
those amassed to fight the first Gulf war, 
the coalition’s forces were much larger 
than, say, what America had in Afghani- 
stan; and, Turkey permitting, they would 
have been even bigger. Compared with 
1991, the coalition did more (conquering 
Iraq, notjust expelling it from Kuwait) with 
less. But the demands of post-war stabili- 
sation, and the fleeting possibility of a 
simultaneous Korean crisis, may have dis- 
credited the notion that America can, in 
all, get by with fewer troops. 

And in some ways the strategy repre- 
sented a perfection of an old form of war- 
fare rather than the birth of anew one. The 
rapid armoured thrust to Baghdad, sup- 
ported by air power, looks novel alongside 
the long air war of 1991—but not when 
compared with the triumphs of the Ger- 
man Blitzkrieg. The idea of destroying a re- 
gime by taking its capital was familiar to 
Napoleon. The conquest of Baghdad itself 
was a Startling coup de main that owed 
‘much to the initiative of commanders on 
‘the errands but even that confirmed the 


Another revolution in agility 


utility of the heavy armour that the trans- 
formationists disdain. Michael O’Hanlon, 
of the Brookings Institution, says “the ur- 
ban battles revalidated not just tanks but 
the guys operating them and the guys 
covering them with rifles in their hands.” 

There were some novelties, such as the 
big role of special forces—darlings of the 
transformationists and of Mr Rumsfeld. 
They will be hard to beat in the inter-ser- 
vice war that always follows the real thing. 
Real-time surveillance and intelligence, 
some of it from unmanned drones (an- 
other transformation pin-up), enabled the 
time between spotting and striking targets 
to shrink from days to minutes. Although 
precision bombs helped in 1991, the avail- 
ability of cheap, all-weather varieties 
meant they were used much more perva- 
sively and successfully this time. The trans- 
formationists will also feel vindicated by 
what went wrong: the Turkish fiasco bol- 
sters their view that America must be able 
to project its power from a distance; and 
the sluggishness with which American 
forces were deployed confirms that they 
need to be nimbler. 

Other potential adversaries will have 
noted the relative (if, in the great scheme of 
the war, inconsequential) success that the 
Saddamites had with “asymmetric” meth- 
ods. But Iraq’s generally woeful perfor- 
mance (shockingly bad tactics, awful mo- 
rale and kit) means that learning too many 
lessons from “Operation Iraqi Freedom” 
may be inappropriate. North Korea might 
not be such a pushover. Mr Rumsfeld may 
feel emboldened by his victory to make 
the sort of painful cuts and reforms that 
transformation zealots would like him to— 
and which, despite his modernising repu- 
tation, he has so far largely avoided. But 
perhaps tanks, and a goodly numbers of 
troops on the ground, should not go the 
way of trench warfare just yet. m 
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The right to silence 


But starting 
when? 


The Supreme Court will reconsider the 
scope of the famous Miranda warnings 


HE so-called “Miranda” warning (“you 

have the right to remain silent”) is one 
of the best-known features of America’s 
criminal-justice system. Though familiar, 
the warning has also long been controver- 
sial, repeatedly challenged by political 
conservatives who consider it one of the 
worst examples of aggressive meddling by 
the liberal Supreme Court led by Chief Jus- 
tice Earl Warren. The court ruled in 1966 
that all accused had to be told their rights 
before being questioned. This week the 
current conservative-leaning court agreed 
to revisit the subject yet again. 

The case taken up by the court, which it 
will decide next year, concerns the scope, 
rather than the legitimacy, of the warning. 
The current court has already confirmed 
that, if the police fail to advise suspects of 
their rights while being questioned, any- 
thing the suspect says cannot be admitted 
during a trial. But if incriminating evi- 
dence is subsequently discovered as a re- 
sult of what a suspect said before being 
told his rights, is this admissible? 

Samuel Patane was arrested in 2001 
outside his home in Colorado Springs for 
violating a domestic-violence restraining 
order. When a detective began reading Mr 
Patane his rights, he said he already knew 
them, and the detective stopped. He then 
asked Mr Patane, a convicted felon on pro- 
bation, where his gun was, and Mr Patane 
told him. After the gun was found, Mr Pa- 
tane was charged with illegal possession 
of a firearm, but he sought to have the gun 
suppressed as evidence on the ground that 
he had not been properly read his rights. 
Last September, the federal appeals court 
in Denver ruled in Mr Patane’s favour. The 
federal government appealed to the Su- 
preme Court. 

This case arises directly out of a land- 
mark 2000 Supreme Court case, Dickerson 
v US, which seemed to have settled once 
and for all the continuing dispute about 
Miranda warnings. That case was a stun- 
ning blow to Miranda’s critics. In a surpris- 
ing twist, the opinion for the 7-2 majority 
upholding the Miranda decision as a “con- 
stitutional rule” was written by Chief Jus- 
tice William Rehnquist, who had been a 
persistent critic of the original Miranda rul- 
ing throughout his judicial career and had 
joined earlier opinions chipping away atit. 
He changed his mind partly because most 
American police forces, which originally 
opposed the Miranda warning, now em- 
brace it as a useful procedure which re- 


The return of the drive-in 


United States 31 


The star-spangled vision comes back 


LITCHFIELD, ILLINOIS 


Watching a film in God’s open air (plus whiffs of hot dog) 


HE small town’s lights are distant 

and dim, and the traffic on the old 
Route 66 does not disturb the still night. 
After paying a dollar a head, the cars’ 
drivers jockey for the best spots in front 
of the large white screen of the Sky View 
Drive-In. Children scatter, the adults set- 
tle in. As the screen lights up, cartoons of 
dancing hot dogs and ice-cream cups an- 
nounce that the show will begin in a few 
minutes. The special aroma of drive-in 
hot dogs, from the suddenly crowded 
snack bar, fills the air. The film begins 
under the canopy of stars. There may 
not be a more beautiful place on earth. 

The SkyView Drive-In is both a relic 
of the past and a harbinger of the future. 
Drive-in cinemas are making a come- 
back in America. Most of the 5,000 that 
flickered through the peak period of the 
1950s are gone, buried by new buildings 
or left rusting and overgrown. But some 
old drive-ins are being restored, anda 
few new ones are being built; the total is 
inching back to the 1,000 mark. 

Farther along the highway that runs 
in front of the SkyView is the Route 66 
Drive-In in Carthage, Missouri. The origi- 
nal was shut down, and became a car- 
salvage yard, but its successor is now a 
thriving celebration of the history and 
romance of John Steinbeck’s Mother 
Road. Farther still down that road is the 
site of another Route 66 Drive-In, in Wil- 
liams, Arizona, which is due to open 
later this year. It will join a score of new 
drive-ins built around America since the 
low point of the 1980s, not to mention 
others in Russia, Spain and Australia. 

But the 1950s, and Route 66, were not 
the origin of drive-ins. They were in- 
vented by Richard Hollingshead, who 
experimented with projecting films on 


duces courtroom disputes about the vo- 
luntariness of confessions. In the view of 
the Denver court the Dickerson ruling, giv- 
ing the Miranda decision the standing of a 
“constitutional” rule, also swept aside two 
Supreme Court rulings of 1974 and 1985. 
Those had seemed to allow the admissibil- 
ity of physical evidence found as a result 
of statements made by defendants before 
they had heard the Miranda warning. 

In the peculiar circumstances of Mr Pa- 
tane’s case—that he told the arresting de- 
tective he already knew his rights—it may 
seem justified that the gun should be ad- 
missible. But many supporters of the Mi- 
randa warning argue that, if the court de- 
cides the case this way, police across the 





Down memory lane 


to a bedsheet in his back yard and broad- 
casting the sound track from speakers 
nailed to trees. In the early 1930s Hol- 
lingshead was granted a patent. The first 
drive-in opened in Camden, New Jersey, 
in 1933, on a site now unmarked. 

Most of today’s drive-ins have only 
one or two screens, but others have as 
many as an indoor multiplex (there is a 
13-screen one in Florida). The largest can 
hold up to 3,000 cars, the smallest a 
friendly 50. The main change is the near- 
disappearance of the in-car speaker, 
which hung on the driver’s-side win- 
dow; now the sound comes through the 
car’s radio. Old in-car speakers are things 
you collect to show off at home. 

Memories are one reason for the re- 
birth of drive-ins, whether they are 
childhood memories of watching films 
from the back seat in your pyjamas, or 
teenage ones of your first fumbling sex- 
ual encounter: either way, of a simpler 
world. But now the drive-ins are also 
pulling in a new generation, which can 
discover a quintessential American 
charm under the star-spangled sky. 


country will be encouraged to interrogate 
suspects regularly without the warning to 
gather as much physical evidence as possi- 
ble, leaving many vulnerable to intimida- 
tion and undermining Miranda’s effect. 

In its appeal, the government main- 
tains that the point of the Miranda warn- 
ing is to “guard against the use of unreli- 
able statements at trial” but that physical 
evidence “undoubtedly constitutes reli- 
able, trustworthy evidence”. The issue 
arises frequently, it concedes, because 
“warnings may be omitted during a fast- 
moving investigation”, but claims that ex- 
cluding evidence obtained from suspect’s 
statements for this reason would impose 
serious costs on the fight against crime. m 
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HE governor of New York state, George Pataki, has rediscov- 

ered his tax-resistant roots. In the state’s capital, Albany, he is 
leading a movement to stop its famously dysfunctional legisla- 
ture extracting from the people several new sorts of tax which, 
though admittedly useful in sorting out the current fiscal crisis, 
could damage economic growth for years to come and in some 
cases—such as a proposed tax on every share traded—might de- 
stroy the state’s most important business. His new sternness, it is 
widely believed, may enable Mr Pataki to leave New York in a 
glow to join the Bush administration, and let somebody else 
clean up the state’s mess. 

If it works, Mr Pataki would like to be remembered as the 
man who held the line in a tough time. In fact, he will be taking 
the credit for a disaster he was largely responsible for creating. 

Already, for many New York politicians with similar aspira- 
tions, Mr Pataki is something of a hero, which may help to ex- 
plain why no one in the state government truly wants to 
confront the terrible choices that come with a wrenching deficit. 
Faced with a budget deadline this week, and the need to take at 
least some decisions, the legislature last week made a Pataki-like 
move: it went on holiday. Mr Pataki, being Mr Pataki, expressed 
shock and dismay, which no one took seriously. 

As with many men who have held office for many years, Mr 
Pataki’s weaknesses emerged only over time. After his election 
as a genuinely cost-conscious reformer in 1994, his first two years 
as governor were among the best in the state’s history. He cut 
spending in every way imaginable, says E. J. McMahon, a senior 
fellow at the Manhattan Institute, a think-tank Lexington tends 
to agree with. In his best year, his second, Mr Pataki reduced the 
total budget by a mere 0.6%, a figure that looks trivial; but by the 
state’s standards it was actually quite remarkable. It also, appar- 
ently, exhausted Mr Pataki’s conservative instincts. In every year 
since then the budget has risen faster than inflation. 

Some of this could be excused by the economic boom: New 
York was growing richer, and inevitably the public sector 
wanted to share in the new wealth. But it became unjustifiable 
when Mr Pataki campaigned for a third term, in early 2002. New 
York was already suffering from the after-effects of the Septem- 
ber 11th terrorist attack, as well as the collapse on Wall Street. 
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Businesses had begun shedding workers. The few financial firms 
that were avoiding lay-offs had stopped growing. Even the keen- 
est optimists could hardly argue that tax revenues would go on 
moving upwards; realism pointed to a sharp drop. 

It was the state’s misfortune that, at precisely this moment, 
the main candidates trying to replace Mr Pataki as governor were 
party hacks whose assertions of fiscal probity were never taken 
seriously. It was its even greater misfortune that Mr Pataki chose 
to meet their challenge by deciding to be as fiscally irresponsible 
as his opponents, under the (correct) theory that his supporters 
would never support his opponents, but his opponents’ suppor- 
ters could be bought. 

The months between September 11th 2001 and Mr Pataki’s 
2002 re-election, and a period after that, were a financial disas- 
ter. The politically powerful health-care workers’ union received 
a huge new contract. Teachers got a rise, police sweeter pensions; 
prison guards were given costly new health benefits, clerical em- 
ployees extra sick days. The list goes on. Most of these unions 
ended up as Pataki supporters. Asked during the campaign 
about the cost of his generosity and the likelihood of looming 
deficits, Mr Pataki would note, accurately, that he had dealt with 
deficits in the past. 

What had changed was that, this time round, the deficits 
were his, and he had chucked away his deficit-cutting credibility. 
Worse, his preferred approach often amounted to little more 
than sticking other people with the bill. New York City is particu- 
larly hurt by this technique. The city has a huge hole in its own 
budget. Yet, after adding various items to the city’s burden, Mr 
Pataki now proposes to reduce further the amount of tax reve- 
nue the city’s residents get back from what they pay to the state. 


Dreaming of Giuliani 

Whether Mr Pataki will eventually be held to account for these 
goings-on is not at all clear. The cynics, who include other gover- 
nors, contend that he is safe because the next gubernatorial elec- 
tion is more than three years away, and he is now showing signs 
of a rediscovered rectitude—and, anyway, he may slip off to 
Washington to join the Bush team. There is also the curious fact 
that, though America’s state governors have great power over 
taxes, it is usually local municipal leaders on whom the voters’ 
wrath descends. They are the ones with the grim task of closing 
fire stations and firing rubbish collectors and teachers. 

But signs have recently emerged that Mr Pataki’s luck may be 
running out. His opinion-poll popularity has dropped to a 
seven-year low. An attempt to seize the federal money New York 
City was given for anti-terrorism efforts was an embarrassing 
failure. And, for odd historical reasons, Mr Pataki, not the city, oc- 
cupies the pivotal position in the reconstruction of the World 
Trade Centre. Because of a series of blunders on his watch, this 
symbolically majestic project has stalled. 

Some people think that, the worse conditions get, the better 
the chances of the city’s former mayor, Rudolph Giuliani, com- 
ing back to political power, this time as governor of the state. Mr 
Giuliani was at his best when times were at their worst. But, like 
Mr Pataki, his authority also flagged over time, even though he 
was reinvigorated by his admirable conduct after the terrorist at- 
tack at the very end of his tenure. The ultimate lesson, perhaps, is 
that nobody is capable of governing well for long. As the reces- 
sion goes wearily on, Mr Pataki will not be the only governor of 
an American state to be looked at with cold eyes. m 





Wanted: a new regional agenda for 


economic growth 


The “Washington consensus” is a damaged brand. But its chief mistake was in not 


pushing Latin American reform far enough 


IX months ago, such was the gloom 

about Latin America that investors and 
international finance officials were asking 
whether it would be Brazil, the region’s 
giant, or one of three or four of its neigh- 
bours, that would be next in line to follow 
Argentina into debt default. Now, that pes- 
simism looks wildly overdone. Brazil has 
stepped back from the brink: its currency 
andits bonds have rallied strongly, after its 
new centre-left government committed it- 
self to tight fiscal and monetary policies. 
With risks and sluggishness elsewhere in 
the world economy, money has trickled 
back into Latin America. Taken as a whole, 
the region should grow by at least 2% this 
year and 3.5% next year, according to the 
World Bank. Even Argentina, after a four- 
year slump, is growing again. So panic 
over—but not the debate about what has 
gone wrong. 

Officials at the 1mF and the World Bank 
caution that while the short-term outlook 
has brightened, Latin America faces deep- 
rooted obstacles before it can achieve high 
and sustained growth. And astill-anaemic 
recovery cannot assuage the deep sense of 
dissatisfaction left behind by Latin Amer- 
ica’s recent travails (see chart 1). Last year, 


the region’s GDP shrank by 0.6%, after 
growth of just 0.4% in 2001. Income per 
person in Latin America now stands 2% be- 
low its level of 1997, according to the UN 
Economic Commission for Latin America 
(ECLAC). Progress in reducing poverty has 
halted (see chart 2 on next page). This 
amounts to a “lost half-decade”, says 
ECLAC, harking back to the “lost decade” 
unleashed by Mexico’s 1982 debt default. 
This slump has been all the more pain- 
ful because of high hopes that Latin Amer- 


The Latin growth problem EX 
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ica was finally on course to catch up with 
the rich world. The region grew fast in the 
1960s and 1970s, when many countries in- 
dustrialised; but most Asian countries 
grew faster still. In Latin America, the 
growth was marred by exaggerated protec- 
tionism and bloated, but inefficient, states, 
culminating in the debt crisis. But a dozen 
or so years ago, most Latin American coun- 
tries, many of them newly democratising, 
changed course: they implemented a set of 
free-market policy reforms. These came to 
be known as the “Washington consensus” 
(a term coined in 1990 by John William- 
son, of the Institute for International Eco- 
nomics, a think-tank in that city). At first, 
the results were promising: inflation, a 
chronic Latin vice, was slayed; growth 
surged again, and poverty began to fall. 
Subsequent recessions and financial 
crises, especially severe in South America, 
have wiped away some (in places much) 
of those gains. They have also prompted 
much heart-searching as to what has gone 
wrong. Many Latin Americans conclude 
that the answer is the “neo-liberal” re- 
forms themselves. These are held not just 
to have failed to deliver sustained growth, 
but to have made the region more vulner- 
able, and to have increased unemploy- 
ment, poverty and inequality. Privatisa- 
tion in particular has become deeply 
unpopular: privatisations of a water firm 
in Bolivia in 2000, and of an electricity 
generator in Peru last year, were scrapped 
after riots. As a result of all this, some po- 
litical pundits assert that Latin America is 
sinking back into populism and/or anti- 
market leftist nationalism. And they won- >> 
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fourth, some reformers, as well as critics, 


5 Progress arrested 


Moisés Naím, the editor of Foreign Pol- 
icy magazine and a former Venezuelan 
trade minister, was surely right when he 
declared last year that the “Washington 
consensus” is a “damaged brand”. But are 
the critics right that the reforms failed, and 
if so, why? Is the “Washington consensus”, 
in fact as well as rhetoric, being aban- 
doned by the region’s governments? If so, 
what might (or ought to) take its place? 

Some of these questions have been ad- 
dressed in a new book by a group of 
(mainly Latin American) economic re- 
formers, co-edited by Mr Williamson and 
Pedro-Pablo Kuczynski, a former Peruvian 
economy minister*. But before consider- 
ing their proposed revisions to the reform 
agenda, another question must be asked. 
What did the original “Washington con- 
sensus” really mean? Not what is often 
claimed by its critics, for whom it quickly 
became a synonym for the “neo-liberal” 
(more accurately, neo-conservative) 
agenda of the governments of Ronald Rea- 
gan and Margaret Thatcher. Mr William- 
son points out that his original article was 
“a reporting job” rather than a manifesto, 
in which he tried to sum up (for a confer- 
ence heldin Washington, Dc) in a10-point 
list a reform agenda that was emerging 
among Latin American policymakers (the 
article can be found at www.iie.com/jwil- 
liamson.htm). His list did not include mo- 
netarism, supply-side economics, or a 
minimal state. What it did comprise, in 
summary, was fiscal and monetary disci- 
pline, opening up to foreign trade and in- 
vestment, and large-scale privatisation 
and deregulation. 

To the critics, the prime exhibit in the 
case against the “Washington consensus” 
is Argentina’s dreadful slump. Yet that, too, 
is a misreading. What brought Argentina 
down was the combination of its fixed ex- 
change rate, which made its currency un- 
competitive, with persistent fiscal deficits. 
Not only were these mistaken policies; 
they were in explicit contradiction with Mr 
Williamson’s list. 

Elsewhere, the reforms did bring last- 
ing benefits. In Chile, an early reformer, 
fast growth saw poverty halved, to 23%, be- 
tween 1987 and 1996. Overall, macroeco- 
nomic management in the region im- 
proved dramatically compared with, say, 
the 1970s. There was social progress, too 
(see table 4). Partly because governments 
pulled back from running steelworks and 
factories, they spent more on education 
and health. In some countries, such as Bra- 
zil and Mexico, new, targeted, anti-poverty 
programmes were introduced. Where in- 
come inequality worsened, it was mainly 


* “After the Washington Consensus: Restarting Growth 
and Reform in Latin America”. Institute for 
International Economics, 2003. 


Latin America*, poverty rate, % 
50 
40 
Poor 
30 
20 
Extremely 
poor 10 
0 





2000t 01t 
*19 countries tEstimate 


1990 97 
Source: Kuczynski and Williamson 


because of recession, not reform. 
Privatisation was not the blanket fail- 
ure painted by the critics. There is little ar- 
gument over the sale of state industries. 
Public utilities are more controversial. In 
some countries, their sale was badly han- 
dled: either tainted by corruption, or by 
private monopolies, or because regulation 
has been poor. But private provision of 
telephones, electricity and water has 
vastly increased their coverage and qual- 
ity. However, that has generally come at a 
price: as subsidies were withdrawn, tariffs 
often rose, before later starting to fall. 
None of this is to deny that, overall, the 
return from reform has been disappoint- 
ing. There were several reasons for that. 
Most relate to long-standing Latin Ameri- 
can weaknesses. First, there was the re- 
gion’s chronic vulnerability to balance-of- 
payments crises. Second, the basic macro- 
economic reforms were not fully 
implemented. In particular, most govern- 
ments failed to save in good times, and 
piled up debts. Third, it was quickly ac- 
cepted that if macroeconomic reforms 
were to produce higher investment and 
thus more jobs, they needed to be comple- 
mented by “second-generation” or institu- 
tional reforms. These range from improv- 
ing education to bankruptcy proceedings. 
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argued that in a region of deep income in- 
equality, growth alone would not swiftly 
reduce poverty. 

The single most important failing was 
the region’s dependence on volatile capi- 
tal flows. Growth before 1997 coincided 
with record capital inflows, some attracted 
by privatisation. As a result, currencies be- 
came overvalued, hurting exports and lo- 
cal producers, and leading to big current 
account-deficits. A first hiccup came in 
1994-95, with Mexico’s devaluation. Then, 
in mid-1998, emerging-market investors 
suffered big losses when Russia defaulted. 
For South America, that triggered what 
Guillermo Calvo, the chief economist at 
the Inter-American Development Bank, 
has called a “sudden stop” in capital flows 
(see chart 5). To compensate, governments 
had to adjust the real exchange rate (ie, ei- 
ther devaluing the currency or making out- 
put cheaper through price deflation). 

Since most countries had beaten infla- 
tion by pegging their exchange rates, that 
was difficult (especially so for Argentina, 
which had fixed its peso by law). In many 
countries, most savings and debts were in 
dollars. So devaluation risked financial 
chaos. To make matters worse, govern- 
ments’ debts became more expensive to 
service. So they had to cut other spending, 
exacerbating recession. 


Lessons from the adjustment 

Now, most Latin countries have competi- 
tive exchange rates. “The adjustment has 
happened. It was very powerful, but it’s 
over,” says Mr Calvo. The challenge, he 
adds, is to develop institutions and mecha- 
nisms to allow the orderly transfer of capi- 
tal from north to south. One answer would 
be a central bank for emerging markets, to 
ease adjustment by providing liquidity. 
But there is no political will for that. 

So attention is focusing on other “crisis- 
proofing” measures. Exports are vital. 
Mexico and Chile were the only two of the 
region’s larger countries to register double- 
digit annual increases in the volume of 
their exports throughout the 1990s. Not co- 
incidentally, they escaped the worst of the 
turmoil of 1998-2002. So further trade 
opening would help. But the United States 
is offering less generous terms in the talks 
on a 34-country Free-Trade Area of the 
Americas than it did to Mexico in NAFTA. 

For export growth, maintaining a com- 
petitive currency is important. So most 
countries are likely to stick to floating ex- 
change rates. Adopting the dollar may 
make sense for small and open countries 
in Central America and the Caribbean. For 
Argentina, it would be “insanity”, says Mr 
Williamson. He argues that preventing 
overvaluation may also require a return to 
selective controls on capital inflows (not 


outflows, as in the 1970s). These worked >> 
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at least in practice. Lula’s government has 


i Healthier and more literate not only tightened monetary and fiscal 
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> well for Chile. In the 1990s, the IMF 
pushed strongly for Latin American coun- 
tries to lift all capital controls. Many aca- 
demics now believe this should have been 
done more gradually. 

Another priority is to stimulate saving 
and borrowing in local currencies. The 
main hope here is pension reforms, which 
have created growing investment funds in 
Latin American countries. Again, Chile 
and Mexico are leaders. Chilean firms can 
borrow long-term in pesos; Mexican com- 
panies switched some $4 billion in foreign 
debt to local currency last year. 

The second aspect of “crisis-proofing” 
concerns fiscal policy. Governments have 
begun to write fiscal discipline into law. 
But many are poor at restraining spending 
in good times. A more effective fiscal pol- 
icy would involve surpluses when growth 
is high, and borrowing only to finance 
public investment. It also requires reforms 
of tax and provincial finance. In many 
countries, local governments depend not 
on local taxes but on transfers from the 
centre, which rise along with government 
revenues. But as Enrique Iglesias, the presi- 
dent of the Inter-American Development 
Bank, notes, there is much resistance to 
counter-cyclical fiscal policies, stemming 
from a political perception that they help 
the next government. 

Apart from crisis-proofing, Mr Kuzcyin- 
ski and Mr Williamson make recommen- 
dations on three other sets of issues. The 
first is completing “first generation” re- 
forms. They note that least progress has 
been made in the labour market. Across 
the region, unemployment and “informal” 
jobs both grew during the 1990s. They pro- 
pose reforms to severance pay and ancil- 
lary benefits, to reduce payroll taxes. 

The second item is institutional reform. 
Many development economists now ar- 
gue that institutions are crucial for growth. 


Here, the reform agendais a diffuse one, in- 
cluding: a career civil service; better bank- 
ing supervision; bankruptcy laws that al- 
low banks to collect loan guarantees; and 
what Mr Williamson calls “industrial pol- 
icy’s modern relative”, a national innova- 
tion system for new technology. 

Thirdly, the “new Washington consen- 
sus” includes some policies designed to re- 
duce inequality. Recent research suggests 
that inequality in developing countries it- 
self tends to reduce growth: savings and in- 
vestment become the preserve of a small 
rich elite. While warning of the potential 
cost to economic efficiency of actions to 
improve income distribution, Mr William- 
son concludes that “in a highly unequal re- 
gion such as Latin America, opportunities 
for making large distributive gains for 
modest efficiency costs deserve to be 
seized.” To that end, he suggests more ef- 
fort to collect income tax, and higher prop- 
erty taxes. But more emphasis goes to help- 
ing the poor gain assets, such as education 
and property titles, and through land re- 
form and microcredit programmes. 


Which way forward? 

The way forward, Mr Williamson con- 
cludes, is to “complete, correct, and com- 
plement the reforms of a decade ago”, not 
to reverse them. But can this new formula- 
tion command a consensus? However 
cautious, references to selective capital 
controls, the role of the state, and income 
distribution all point to the reform agenda 
moving towards the centre. Some free- 
marketeers will object. 

On the other hand, the region’s new 
centre-left governments, such as that of 
President Luiz Inacio Lula da Silva in Brazil, 
might agree with much of this new 
agenda. One interpretation of the past six 
months in the region is that the left has 
signed up to the “Washington consensus”, 


would be automatic, but it needs active 
public policies,” he says. He argues that 
while open trade has made some firms 
very competitive, these have become en- 
claves, with few links to the rest of the 
economy. He wants governments to adopt 
“technology policies”, “strategic visions” 
for different economic sectors, and to help 
small and medium firms. He notes that 
Chile, the reformers’ darling, employed 
such policies. He adds that two ways of do- 
ing all this would be through government 
procurement and state-owned banks— 
both anathema to the reformers. Two 
other areas of controversy are labour re- 
forms and further trade opening. 

Few argue for turning the clock badi to 
the 1970s. But there is a risk of re-regula- 
tion by a thousand obscure decrees and of 
incremental government hand-outs in the 
name of industrial policy, aggravating the 
low productivity and lack of competitive- 
ness that dog the region. On the other 
hand, by grounding its recommendations 
more clearly in the region’s economic his- 
tory and institutional realities, the “new 
Washington consensus” has moved closer 
to becoming a Latin American product. 
How much of a consensus it will com- 
mand, and whether it will guide the region 
back to growth, remain to be seen. m 
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Postwar Iraq 


Ferment of freedom, fear and fantasy 


BAGHDAD AND KARBALA 


Africa 





Iraqis are excited, confused and scared by their post-Saddam future. But many 


want the Americans out too 


HE bronze boots of a toppled statue 

still dominate Ferdous Square, the aus- 
tere roundabout now reborn as a sham- 
bolic market plus Hyde Park Corner. 
Squatting vendors of tea and kebab jostle 
soapbox ranters hawking high ideals and 
dirty calumny. Owners of satellite phones 
milk this sole link to the outside world at a 
price per minute that a schoolteacher 
might hope to earn in a month, if only 
schools were open. Across the way, suppli- 
cants throng the barbed-wire ringing the 
dreary old Palestine Hotel, now a make- 
shift citadel for American officers, Iraqi op- 
positionists and journalists, the trio who 
are the city’s new ruling powers, the dis- 
pensers of jobs, aid and information. 

Above all, for Iraqis who have endured 
four decades of brutally enforced silence, 
the square has become a market for stories. 
The scores who return daily to wave faded 
photos of those long lost have sad tales to 
tell. “Where is my brother?” reads the sim- 
ple message on one placard. A bearded 
young man gestures urgently at his mis- 
shapen right ear. It had been surgically 
sheared as punishment for deserting the 
army, and he wants to know if the Ameri- 
cans can surgically restore it. Whispers to 
your correspondent promise, at a price, to 
disclose the whereabouts of underground 
dungeons and mass graves, hoards of an- 
thrax, or fugitive officials including the 
vanished tyrant himself. 


Baghdad’s main shopping streets re- 
main eerily dark and shuttered, but stolen 
booty clutters the sidewalks of outlying 
slums. Things like pipes, electrical fittings 
and office furniture can be had for a song; 
often the loot on offer is guns. A Chinese 
Kalashnikov fetches a mere $50, a box of 
gmm bullets $2. The prices are a quarter of 
prewar levels, and a measure of the scale 
of disorder into which the country has 
fallen. “Americans! Americans!” shouts 
someone, and the wares slip back under 
robes and into car boots until the patrol of 
lumbering Humvees passes. 

Which is about as much contact as 
most Iraqis have with their liberator-occu- 
piers. Particularly outside the capital, co- 
alition forces shy away from city centres. 
The deliberate discretion reduces chances 
of misunderstanding, a serious risk given 
American nervousness, the lack of a com- 
mon language, and Iraqi unease at having 
armed infidels in their midst. The disad- 
vantage is that Iraqis rarely witness the 
useful side of America’s presence, such as 
engineering teams helping to restore 
power and water supplies, or the distribu- 
tion of fuel and drugs to hospitals. 

With untold thousands killed and 
maimed in the war, Iraqis still regard the 
Americans with more wariness than grati- 
tude. Rumours, fanned by Baathist malin- 
gerers and by the Arabic broadcasts 
beamed from Iran that are the only televi- 
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sion available right now, attribute other 
evils to a superpower whose motives for 
coming here in the first place remain a 
mystery to most Iraqis. 

America has introduced Arps, ripples 
one wave of talk across Ferdous Square. 
Iraq is the Zionist springboard for destroy- 
ing Islam, ripples another. The foreigners’ 
failure to protect Baghdad’s hospitals, rare 
books and priceless antiquities, while 
keeping the empty Ministry of Petroleum 
under tight guard, is widely read as a sign 
of malign intent. 

The failure to express a clear vision or 
timetable for America’s role add to suspi- 
cions. Years of war, oppression, wrenching 
poverty, isolation and, for many Iraqis, 
personal humiliation under Saddam Hus- 
sein’s regime have left terrible wounds. It 
can be hard to grasp the meaning of sud- 
den freedom: sheer anxiety is a common 
response. Moreover, sanctions and rapa- 
cious rule have reduced Iraqis to destitu- 
tion. Generous prewar food rations have 
ensured that families have basic food, but 
many have no cash at all, even to pay for 
public transport to cross the city. 


Unity and democracy, one day maybe 
“Order and Saddam beats chaos and Am- 
rikaan”, is one rhyming slogan being 
voiced in Baghdad. The sight of dozens of 
new parties springing up, spreading leaf- 
lets calling for unity and democracy, ex- 
cites derision as much as curiosity. Patch- 
ing together a new administration, in the 
absence of records, offices or communica- 
tions, is proving to be painfully slow. 

Most bureaucrats were obliged to join 
the Baath party, but weeding out abusers 
is fraught with difficulty. In the grubby, un- 
lit conference rooms of the Palestine Hotel, 
shouts from the floor interrupt public 
meetings by the American-appointed Iraqi »» 
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> officials charged with kick-starting the 
municipality. “We must have an Islamic 
constitution!” “That man is a Baathist tor- 
turer!” “My mother is sick!” “You are just 
American stooges!” 

Outside Baghdad, with its ransacked 
institutions, cracks of sudden gunfire and 
continuing power blackout, the process of 
revival is proceeding more smoothly. The 
holy city of Karbala, for example, escaped 
serious looting. It now has a functioning 
police force, a governor chosen by local 
leaders, and decent water and power sup- 
plies. This week it hosted several million 
Shia pilgrims without serious incident. 

Many of the visitors had walked from 
the far corners of Iraq, a traditional expres- 
sion of penitence for the 7th century mar- 
tyrdom of the Prophet's grandson at the 
hands of a cruel Sunni caliph. Under Sad- 
dam the march had been forbidden. For 
many Shia, this year’s event represented 
both a personal taste of freedom and a 
show of communal force. Even the newly 
constituted police force of Karbala 
chipped in. Its patrol cars broadcast reli- 
gious chants from loudspeakers, while se- 
curity around the shrine itself was left to 
local volunteers, many of them armed. 


The coming power struggle 

Until Saddam is found alive or dead, he 
will continue to spook Iraqis. Some speak 
of a terrible revenge planned for April 
28th, the dictator’s birthday. But the bigger 
fear is of a power struggle between emerg- 
ing political forces. Some say this may be 
sparked by Baathist saboteurs, others by 
Iranian agents. 

Another worry is that if secularist, 
American-backed oppositionists with lit- 
tle local backing are strong-armed into of- 
fice, reactions may be fierce. A little-known 
group called the National Democratic As- 
sembly has already taken control of gov- 
ernment in Najaf, prompting widespread 
local resentment. 

In public, all Iraqis insist on their desire 
for unity: “Sunni and Shia together, this 
land is not for sale!” was this week’s fa- 
voured slogan, both for political rallies in 
Baghdad and religious processions in Kar- 
bala. Even so, many Sunnis, former Baath- 
ist apparatchiks and Christians remain 
wary of the Shia, not only because of their 
numerical strength but because of their 
clergy’s mobilising power. 

This may be exaggerated. Shia religious 
leaders themselves decry the divisive ri- 
valry between differing schools. Their one 
point of unity is that America is not wel- 
come to stay for long. “Sooner or later they 
will leave anyway,” says the son and 
spokesman of Ayatollah Sistani, the pre- 
eminent Shia scholar in Najaf, denying ru- 
mours that his father has decreed jihad 
against the invaders. “But in the meantime 
we don’t want to give legitimacy to their 
presence for one moment.” & 
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Iraqi Kurdistan 


A rather less than 
model state 


SULAYMANIYAH 
For a start, the two Kurdish chiefs have 
to learn to live with one another 


NCE he reached the north, Jay Garner, 

the retired American general who has 
been chosen to administer post-Saddam 
Iraq, didn’t have to try too hard. His audi- 
ence of Kurdish students at Sulaymani- 
yah’s university gave him a rock star’s wel- 
come, cheering and stamping their feet as 
the 65-year-old grabbed the microphone 
from the podium and walked to the front 
of the stage. “ I believe in you. You are the 
future,” he told his admiring audience. 
“Let the spirit of free people in Iraqi Kurdis- 
tan spread to the rest of Iraq.” 

As charm offensives go, it was the most 
successful so far in the American-British 
bid to win the hearts and minds of Iraqis. It 
was also in stark contrast to General Gar- 
ner’s more frosty arrival in Baghdad a day 
earlier. The general was returning to the 
Kurdish-controlled north for the first time 
since 1991, when he had been a key figure 
in the establishment of the safe haven. For 
that, and for the removal of Saddam Hus- 
sein, the Kurds are clearly grateful. 

It felt, the general said, like coming 
home. Travelling with a roadshow of army 
officers, engineers, diplomats, technicians 
and legal experts, all laden with the job of 
rebuilding Iraq, he headed for a two-day 
tour of what he termed “the Kurdish prov- 
inces.” In addition to crooning to the re- 
gion’s students and visiting schools and 
hospitals, the silver-haired and apparently 
silver-tongued military man held talks 
with the region’s two leaders, Massoud 
Barzani of the Kurdistan Democratic Party 
(kbp), and his rival, Jalal Talabani of the 
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Kurdistan’s home-coming general 





Patriotic Union of Kurdistan (PUK). 

Afterwards he praised the two men, 
both for their support of the campaign to 
oust Saddam, and for the model of leader- 
ship and freedom he said they had nur- 
tured during the Kurds’ 12-year experiment 
in self-rule. Iraqi Kurdistan, he averred, 
was a model of democracy for the entire 
region to follow. 

Well, yes and no. True, the Kurds of 
northern Iraq are healthier and wealthier 
than at any time in the past three decades. 
And the freedoms enjoyed by the popula- 
tion in the self-rule areas contrast favoura- 
bly with the conditions of their country- 
men under Baathist rule. But the social, 
political and economic realities of Iraqi 
Kurdistan are far from perfect. 

The presence of Saddam in Baghdad 
served to hide a multitude of sins which 
will now have to be addressed if the Kurds 
are really to set an example worth follow- 
ing in the new Iraq. Many Kurds, for exam- 
ple, are still feeling the effects of the disas- 
trous civil war between the KDP and the 
PUK in the 1990s, a war that rent their re- 
gion in two. There are now two regional 
administrations, two prime ministers and, 
perhaps most worryingly, two rival party 
militias, whose arsenals have been 
boosted by hardware “liberated” from 
Iraqi troops as they fled the northern front. 

Each administration is, in effect, a one- 
party statelet. Rival political parties are al- 
lowed to exist in both areas, but with no re- 
gion-wide elections since 1992, they have 
scant opportunity to prove themselves. 
Transparency in financial dealings is la- 
mentably absent and rumours abound of 
high-level corruption among the elite. 

Barham Salih, the prime minister of the 
PUK’s government, which controls the 
eastern part of the self-rule area from Su- 
laymaniyah, accepts that Baghdad’s mis- 
deeds were often used to justify the Kurd- 
ish parties’ political shortcomings. Now 
Saddam has gone, the Kurds will demand 
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> more, he says. They will expect more effi- 
cient, more transparent government. They 
will demand greater margins of freedom. 
Above all they will demand accountabil- 
ity through the ballot box. Until then, the 
two parties must develop ways of cohabit- 
ing, avoiding the fratricide of the past. 

Mr Salih, a self-confessed if moderate 
Kurdish nationalist, believes that a secure 


future for the Kurds lies only through guar- 


anteeing their status in the constitutional 
arrangements that will emanate from 
Baghdad in the coming months. He rejects 
the fears of Turkey and Iran that Iraqi Kurds 
secretly want independence: all we want, 
he insists, is to be full partners in a demo- 
cratic, federal and pluralist Iraq. 

Baghdad is where the Kurds will have 
to concentrate their energies. But, first, they 
have to engage in a spot of house-cleaning. 
Unifying their administration and holding 
elections would set an example to match 
General Garner’s words. So too would dis- 
arming the party militias, which could bea 
precursor to the full integration of the 
Kurdish forces in anew pan-Iraqi army. Mr 
Barzani and Mr Talabani have to learn to 
trust each other and, at the same time, put 
faith in a process that could well result ina 
diminution of their power. m 


Iraqi exiles 
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New Palestinian government 
Midnight’s 
children 


RAMALLAH 
At the 11th hour, having perhaps proved 
something, Arafat gave way 


EVEN hours before a midnight dead- 

line, on April 23rd, Yasser Arafat and his 
prime minister-designate, Mahmoud Ab- 
bas (also known as Abu Mazen) agreed a 
new Palestinian government. The next 
morning a Palestinian suicide bomber 
struck, killing one person, at a railway sta- 
tion in Kafr Saba in northern Israel, thus 
demonstrating the most lethal kind of op- 
position the new order will face. Mr Abbas 
has vowed to end the bombings and other 
facets of the “armed intifada”. 

Forming a government was hard 
enough. After a rancorous struggle, the 
two aged Palestinian leaders were eventu- 
ally steered to shore by Omar Sulieman, 
Egypt’s intelligence chief. He persuaded 
Mr Arafat to accept a compromise he had 
spent two weeks resisting. Mr Abbas will 
be interior minister as well as prime minis- 


Is there a place at home for us? 


AMMAN 


Writers and artists contemplate the new Iraq 


| THEIR ghetto of crumbling tenement 
blocks in Amman, Baghdad’s exiled li- 
terati gathered for their first umsiya, or 
cultural soirée, since liberation. As with 
so many of the 3m or so Iraqis who have 
fled Baathist rule, one question domi- 
nates: when, or if, to go home. 

The call is pressing. In the wake of the 
pillage of Iraq’s museums and archives, 
the émigrés who had once made Bagh- 
dad the Arab world’s art capital feel a 
responsibility to carry their oral tradi- 
tions home. The exiles wring their hands 
at the thought of American generals par- 
celling out power to reactionary reli- 
gious and tribal leaders, completing the 
eradication of Iraq’s civil society that the 
Baath began 30 years ago. 

Amman holds little lure for them. 
Sunni Jordanians hold the mainly Shia 
Iraqi émigrés in disdain, and consider 
them traitors for rejoicing at the fall of 
Saddam Hussein, standard bearer of 
Sunni rule in Iraq. Most of the 300,000 
Iraqis in Jordan live in penury, banned 
from employment by Jordanians who 
fear the better-read exiles might take © 
their jobs. Diab, a potter, earns a pittance 
illegally packing olives into tins. To en- 
courage their exodus, Jordan is waiving 


fines for Iraqi overstayers. 

A few are testing the waters. The 
daily newspaper of exiled Iraqis, Al Za- 
man, is now openly circulating in Iraq 
and has opened an office in Baghdad. 
Exiled fathers separated from families 
still in Iraq pay for (forged) papers to re- 
turn home without forfeiting their refu- 
gee status. But the brain-drain is not, as 
yet, being reversed. 

“Traq’s organised chaos can quickly 
degenerate into civil war,” says Jamal, a 
Baghdad poet who took his family to 
Amman when the Baathists discovered 
a photocopy of his secretly circulating 
anthology. Added to the security risks is 
the practicality of where to live: he sold 
his home to finance his escape. Besides, 
he and his family have spent too long 
pleading for refugee resettlement in the 
West to forgo their place in the queue. 

But the diaspora’s greatest fear is that 
it is now estranged. Another Jamal, a 
painter, describes the flight of Iraq’s 
middle class after the Gulf war: “They 
spread all over the world and aban- 
doned their country to the illiterate.” In 
their soirées, they recreate a long-lost 
Baghdad where Sunni, Shia, Jew and 
Christian all thrived and argued as one. 












But now Abbas has to outface Sharon 


ter, and the former security chief in Gaza, 
Muhammad Dahlan, will become minis- 
ter for security affairs, responsible for pol- 
icing in the Palestinian areas. 

Mr Arafat had wanted to keep the for- 
mer incumbent, Hani al-Hasan, in the job. 
He sees Mr Dahlan, once a favoured son, as 
a Brutus, conspiring with Israel and Amer- 
ica to unseat him from within. But his per- 
sistence not only angered the Americans 
(who have long written him off) but also 
strained his relations with the European 
Union and Russia, which issued stiff warn- 
ings to approve Mr Abbas and his pre- 
ferred government without delay. 

Why did Mr Arafat make such a fuss? 
“Relevance,” says a long-time aide. “He 
knows that Israel and America believe that 
nothing can be done with him. He has just 
shown that nothing can move in the Pal- 
estinian leadership without him.” 

Mr Arafat did score some domestic 
points. He rallied his Fatah movement be- 
hind him, exploiting the discontent many 
felt over Mr Abbas’s new government. It 
was widely seen as short on fresh talent 
and long on the prime minister’s cronies, 
even including some people accused of 
corruption. But all shades of Fatah ex- 
pressed relief when the battle was over. 

The new government is supposed to 
trigger publication of the so-called road 
map, the latest diplomatic plan for ending 
the Israel-Palestinian conflict. Under its ini- 
tial commitments, the Palestinian Author- 
ity must act to curb violence. In parallel, Is- 
rael is under instructions to withdraw 
from Palestinian cities, and freeze its settle- 
ment construction. 

Unimpressed by the power play in Ra- 
mallah, Palestinians are waiting to see if 
any of this actually happens. So too are Mr 
Abbas and Mr Dahlan. Whatever the seri- 
ousness of their commitment to act 
against Hamas and the other radical mili- 
tias, few Palestinians believe that they will 
be able to do so unless Israel relaxes, and 
ultimately ends, the occupation. m 
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Elections in Nigeria 


The people disagree 


LAGOS 





The poll was dirty, but the more popular man won 


N ORDERLY crowd of Nigerians stood 
by the polling booth, waiting their 
turn to vote. All was well, it seemed. But 
when asked how things were going, every- 
one clustered round and began to shout. A 
ballot box had disappeared, they said, and 
someone was planning to stuff it. Opposi- 
tion supporters blamed the ruling party, 
and vice versa. An agitated youth grasped 
your correspondent’s arm and yelled: 
“Look at the roads, the potholes, the rub- 
bish! We don’t have fuel, water or primary 
schools! And they call this democracy?” 

This scene took place in Lagos, Nigeria’s 
biggest city, on April 19th, the day Nigeri- 
ans voted for a president and 36 state gov- 
ernors. The elections were dirty, and 
sporadically violent. Big bundles of cash 
were handed out during party primaries, 
and smaller ones were handed out in the 
streets during the campaign. In parts of the 
south-east, most voters were too fright- 
ened to vote, because of battles between 
rival militias, but the ruling party nonethe- 
less won huge majorities in supposed 
turn-outs of over 90%. 

All the major parties rigged, but the poll 
was so haphazardly organised that it was 
often hard to know who was behind any 
given act of skulduggery. Results emerged 
slowly, and sometimes inaccurately, as 
when thugs with guns entered a radio sta- 
tion in Delta state and forced the an- 
nouncer to declare that the losing candi- 
date for governor had in fact won. 


On April 22nd, the head of the electoral 
commission, flanked by police with as- 
sault rifles, announced that the incumbent 
president, Olusegun Obasanjo, had won 
again. His main rival, Muhammadu Bu- 
hari, disagreed. His party said that the elec- 
tion had been fraudulent “on a scale that 
has never been witnessed in the history of 
criminality in Nigeria,” and it threatened 
both legal action and “mass action” to 
overturn the result. 

Such threats should not be ignored. Mr 
Buhari has led a military coup before, in 
1983. His excuse then was that a civilian- 
organised election had been rigged. He 
claims now to believe in democracy, but 
he is unrepentant about all the dissidents 
he jailed while he was a dictator. His sup- 
porters can certainly cause trouble, and 
probably will. But observers doubt that 
they could overthrow the government. 

Mr Obasanjo has purged the army of 
officers he suspects of disloyalty. Mr Bu- 
hari is popular among northern Muslims, 
because he is one, and also because of his 
reputation for not being a crook. But his 
perceived authoritarian instincts scare 
most other Nigerians. During the cam- 
paign, the ruling party sought to inflame 
such fears with the slogan: “Remember, 
Hitler was democratically elected.” 

Had the poll been free and fair, Mr Oba- 
sanjo would probably have won anyway, 
although not by the two-to-one margin he 
claims. The rigging was widespread, but 
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not systematic. Much of it seems to have 
been organised at state, rather than na- 
tional, level. A governorship is an easy 
path to wealth, for which several candi- 
dates were prepared to cheat. But despite 
this, 11 out of 36 incumbents lost, usually 
because voters thought they were no 
good. “Our governor has neglected us,” 
said E.A. Ajibose, a village chief in Ogun 
state, north of Lagos, “So we voted for a 
change.” The governor of Ogun, who be- 
longed to a Yoruba nationalist party, lost to 
the ruling-party candidate. 


Another term for Obasanjo 

If and when the country calms down, Mr 
Obasanjo will once more be faced with the 
task of governing one of the world’s largest 
and most dysfunctional states. His record 
so far is somewhat disappointing. A for- 
mer general, he was elected in 1999 after 
the death of Sani Abacha, arguably the 
most brutal and corrupt of all Nigerian 
despots. Simply by not murdering his ene- 
mies or locking up critics, Mr Obasanjo 
has been an improvement on the past. 
Gains in other areas have been modest, 
however. The country is still poor, danger- 
ous and disorganised. Given the unreli- 
ability of Nigerian statistics, it is not clear 
whether incomes have risen or fallen un- 
der Mr Obasanjo, but if they have risen, 
they have not done so by much. 

The government’s greatest economic 
success has been to allow private firms to 
provide mobile telephone services. Two 
years ago, when it started awarding such li- 
cences, Nigeria had fewer than 500,000 
telephone links, almost all land-lines, only 
some of which worked. That number has 
more than trebled, as middle-class Nigeri- 
ans have bought mobiles for themselves, 
their children, and their drivers. The new 
ease with which people can communicate 
has made small businesses more produc- 
tive. “It lets us call suppliers, instead of vis- 
iting them in person,” says Michael Ojo, a 
pig-slaughterer. “Our customers phone in 
advance, so we can kill the pigs before they 
come. It’s faster.” 

The rest of the economy is struggling, 
however, because Mr Obasanjo has con- 
sistently lacked the courage to hack off the 
tentacles of state control that throttle it. 
One highly visible example of this is that 
Nigeria, which is Africa’s largest oil-pro- 
ducer, still suffers periodic fuel shortages. 
These are not as common as they were un- 
der military rule, but still make life need- 
lessly hasslesome. 

Attendants at a petrol station in Kano, a 
northern state, say they have no petrol. Ten 
yards away, black-market hawkers stand 
waiting with brimming jerrycans. For 
three and a half times the official price of 
26 naira ($0.20) a litre, they happily siphon 
the precious liquid, mixed with alittle dust 
and kerosene, into motorists’ tanks. 


Officials’ current excuses for the fuel »» 
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> shortage are the war in Iraq and instability 
in Venezuela. But the real reason is that the 
Nigerian government fixes the price of 
fuel. When the global oil price rises, it is re- 
luctant to pass the increase on to consum- 
ers. Nigerian motorists feel that, because 
Nigeria is oil-rich, they are entitled to 
cheap fuel. The government has plenty of 
crude oil, but its fuel-refining firm, NNPC, 
is too dilapidated to turn it into enough 
petrol to meet demand. So itimports petrol 
at market rates, which it is then obliged to 
sell at a loss. It can do so only with huge 
subsidies, which the state provides fitfully. 

Hence the shortages, which are further 
aggravated by the smuggling of subsidised 
fuel into neighbouring countries. Petrol 
stations that actually receive fuel can ei- 
ther sell it to motorists at the official price, 
or to black marketeers for three times as 
much. For some reason, many choose the 
latter option. 

Mr Obasanjo understands all this. Last 
week, he promised to raise the price of pet- 
rol, which was a brave thing to say before 
an election. But he did not promise to end 
the state’s price-fixing, so the problem will 
surely recur. 

Nigeria has plenty of entrepreneurial 
spirit. Its markets throb, its traders haggle 
passionately, and ten-year-old boys stand 
by flooded craters in the roads, hiring out 
gumboots to pedestrians. But honest busi- 
nesses find it hard to grow big, partly be- 
cause the country’s infrastructure is so 
bad. Since the early 1970s, nearly half of 
Nigeria’s oil revenues have been pumped 
into building state-owned industrial gi- 
ants, with woeful results. 

The firm that is supposed to keep petrol 
pumps full, NNPC, doesn’t. Mr Obasanjo 
has given NEPA, the state electricity firm, a 
$1 billion injection and a new board of di- 
rectors, but blackouts are still common 
and anyone who can afford a generator 
has one. As for Nitel, the state telephone 
outfit, the less said the better, which might 
well be the company’s motto. 

According to the Bureau of Public Enter- 
prises, “there is virtually no public enter- 
prise in Nigeria today that functions well.” 
They swallow public funds that could 
have been spent on health or education, 
and suck up credit that could have nur- 
tured productive businesses. Mr Obasanjo 
has privatised some of the small ones, but 
vested interests have prevented him from 
selling the big ones. Public firms’ heavily- 
unionised workers, who make up nearly 
half of those with formal jobs in Nigeria, 
are understandably terrified of being laid 
off. Ministers and managers, loth to lose 
their powers of patronage, are also 
strongly against privatisation. 

To cap it all, the firms’ finances are so 
sick and murky that they are hard to sell. 
Doyin Salami, an economist at the Lagos 
Business School, reckons that the only way 
to sell a typical parastatal would be to offer 
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buyers not the company itself, but the 
name and a clear list of assets. Any hidden 
debts or plundered pension funds would 
thus remain the government’s problem, 
rather than than the buyer’s. 


Wanted: a leader with stomach 

Nigeria needs a bold leader prepared to 
push through unpopular reforms. Mr Oba- 
sanjo is free to champion such reforms 
without fear of damaging his chances of 
re-election, because the constitution says 
he cannot run again in 2007. But does he 
have the stomach? His government’s re- 
cord of passing silly, populist measures, 
such as a ban on imported fruit juice, does 
not augur well. 

It has also banned foreign spaghetti, 
frozen meat, certain textiles, poultry and 
second-hand tyres. Atedo Peterside, an in- 
vestment banker, calls this “a worrying 
trend”. To the extent that the bans are en- 
forced, they hurt consumers. And, says Mr 
Peterside, “if someone comes to me witha 
project that is only viable because of an 
import ban, I’m reluctant to finance him. 
What if the ban is lifted?” 

Mr Obasanjo has promised to tackle 
corruption, but so far there have been no 
high-profile convictions. He can take credit 
for not sending minions to steal money di- 
rectly from the central bank, as Abacha 
did, and for the fact that public finances are 
not as messy as they were under military 
rule. But the government is still not as 
clean as it might be, and public finances 
are still in disarray. 

Last year’s budget assumed that the 
state would earn $1.3 billion from the pri- 
vatisation of Nitel and another $1.2 billion 
by recovering loot from Abacha’s family 


Nigeria 
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and friends. (To put this into context, those 
two figures combined were 16 times the 
amount budgeted for health care.) Unfor- 
tunately, the sale of Nitel fell through, and 
the Abacha loot was not returned. The con- 
sequence was a fiscal crisis so grave that 
parliament tried (unsuccessfully) to im- 
peach the president. 

In his victory speech, Mr Obasanjo said 
that Nigeria had “come of age” as a democ- 
racy. He added that the people had “voted 
for one united, harmonious Nigeria”. 
Doubtless, most Nigerians would indeed 
like their country to be harmonious, but it 
isn’t. Armed robbery is rife, and over 
10,000 people have died in communal vi- 
olence since 1999, as Christians have 
fought Muslims in the north, Yorubas and 
Hausas have burned each other’s shops in 
Lagos, and the Niger delta’s tribes have 
fought for control of local government. 

In the last couple of years, modest pro- 
gress has been made in imposing har- 
mony. In Lagos, crime has been curbed a 
bit by a police campaign called “Fire for 
Fire”, during the course of which many 
suspected robbers have been “arrested 
with gunshot wounds” and subsequently 
died. In the Niger delta, the army has been 
used to quell ethnic unrest, which it has 
done with considerable force. 

In the oil town of Warri, where fighting 
between the Ijaws and the Itsekiris has 
claimed scores of lives in recent months, 
soldiers man roadblocks amid the ruins of 
burned-out houses. The newly re-elected 
governor’s face beams down at them from 
campaign posters, which declare that 
“(James] Ibori’s healing hands have 
brought peace to Delta state.” If only Nige- 
ria lived up to its boasts. m 


Apology to Chinonye Obiagwu 


OUR article “Nigerian Scams: Sharia 

Shenanigans” (December 14th 2002) 
we reported that Chinonye Obiagwu 
went on a fund-raising drive through 
Sweden falsely claiming to be the law- 
yer for Amina Lawal, a Nigerian woman 
sentenced to death for adultery, and had 
received money from people in Sweden 
on the basis of this false claim. The arti- 
cle also suggested that Mr Obiagwu’s be- 
haviour was comparable to fraudulent 
Nigerian “scamsters” and the “biggest 
crook of all”, Nigeria’s former dictator, 
Sani Abacha. 

This was quite wrong. Mr Obiagwu 
has never claimed to be Ms Lawal’s sole 
legal representative and has never 
sought or received any money from any- 
one in Sweden or anywhere else in re- 


spect of Ms Lawal’s case. 

Mr Obiagwu is a respected human- 
rights lawyer working both in Nigeria 
and internationally and is National Co- 
ordinator of the Legal Defence and Assis- 
tance Project in Lagos. As part of his ac- 
tivities in promoting the cause of human 
rights in Nigeria, Mr Obiagwu is amem- 
ber of a group of lawyers who provide 
legal insight and other support to Ms La- 
wal’s case. Mr Obiagwu was in Sweden 
at the invitation of a Swedish non-gov- 
ernmental organisation to give seminars 
on impunity and Sharia law. 

The Economist apologises to Mr 
Obiagwu and deeply regrets any embar- 
rassment or distress caused to him by 
the article. The Economist also regrets the 
delay in publishing this apology. 





Reforming the European Union 


Institutional mayhem 


BRUSSELS 


The president of the EU’s constitutional convention has produced his proposals. 


And a noisy row he has set off 


ITH just 60 days to go before the 

Convention on the Future of Europe 
is meant to finish its draft constitution for 
the European Union, consensus should be 
emerging. Instead a bitter row has broken 
out between Valéry Giscard d’Estaing, the 
former French president who chairs the 
convention, and the European Commis- 
sion, backed by various unhappy national 
governments and Euro-parliamentarians. 

On April 22nd, Mr Giscard d’Estaing un- 
veiled his ideas for the reform of the future, 
enlarged EU’s institutions. He wants to 
give the Council of Ministers, where EU 
countries’ national governments are repre- 
sented, its own powerful president, who 
would preside over a mini-cabinet 
charged with guiding the Ev’s work. This is 
(accurately) seen by the commission— 
which holds itself aloof from national gov- 
ernments, and is traditionally the most 
powerful institution in Brussels—as a di- 
rect challenge to its authority. Within afew 
hours of Mr Giscard d’Estaing’s announce- 
ment of his proposals, the commission 
had rushed out a statement denouncing 
them as liable to create “confusion and du- 
plication of bureaucracies” and “unequal 
treatment of member states”. 

The European Parliament, the third ele- 
ment of the Ev’s institutional triangle, also 
is unamused. Elmar Brok, a conservative 
German Euro-MpP who chairs the largest 


parliamentary group, denounced Mr Gis- 
card d’Estaing as “autistic” and claimed his 
proposals were “purely about reducing the 
powers of smaller EU countries, the com- 
mission and the European Parliament.” 

To outsiders, unversed in the ecclesi- 
ology of the Eu, these arguments might 
look like obscure disputes about bureau- 
cratic process. In fact the issues raised are 
very practical indeed: essentially, they are 
about who wields power within the Un- 
ion. They pit defenders of the nation-state 
against advocates of a more powerful 
pan-EU government; and they set the EU’s 
smaller countries against the larger ones. 

Mr Giscard d’Estaing says that his pro- 
posals are simply meant to improve the 
council’s work, without weakening other 
institutions. At present, the council is run 
by a rotating presidency, with each EU 
country, however tiny, getting six months 
in the chair. Mr Giscard d’Estaing’s propos- 
als would create more continuity by set- 
ting up a president who could serve for up 
to five years and flanking him with a for- 
eign minister. Critics of the proposals fear 
the new president of the council and his 
cabinet would inevitably encroach on the 
turf of the commission. 

Other elements of Mr Giscard d’Es- 
taing’s proposals sharpen these suspi- 
cions. He suggests that the number of com- 
mission members be reduced to 15 from 
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today’s 20; and that its president would 
then appoint 15 non-voting “advisory” 
commissioners—a transparent and rather 
insulting sop to smaller countries that fear 
losing “their” commissioner. 

Small countries are also alarmed by the 
suggestion that the number of Euro-MpPs 
from each country should be made di- 
rectly proportional to its population, a pro- 
posal that would drastically reduce their 
representation. And the parliament as a 
whole is directly threatened by another 
Giscard idea; the creation of a whole new 
institution, a European congress, two- 
thirds of whose members would come 
from national parliaments, and which 
would decide any further constitutional 
changes and debate the policy proposals 
of the new president of the council. 


Wait for the sting 

While these ideas have already stirred up a 
hornet’s nest of protest in Brussels and in 
smaller EU countries, they will be wel- 
comed in London, Paris and Madrid. The 
French and British, who have spent recent 
months arguing over the Evu’s foreign pol- 
icy, can unite around the proposals, which 
do indeed seem to favour bigger countries. 
The position of Germany, however, the 
largest EU country but also traditionally 
one of the strongest backers of the Euro- 
pean Parliament and the commission, is 
both ambiguous and pivotal. 

But before the governments of EU 
countries and all the other interested par- 
ties get seriously to debate Mr Giscard d’Es- 
taing’s proposals, he will first have to get 
them through the convention. Opposition 
within its 12-person presidium has already 
made him modify his proposals slightly. 
They are likely to be further mauled in the 
full convention. m 
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The Italian left 


Disunited they fall 


MILAN 
Wrangling with itself, Italy’s divided 
leftis the right’s best ally 


OST Italians opposed the war in Iraq. 

So did the left. The centre-right gov- 
ernment was, by and large, forit.So has the 
left gained ground? No, say opinion poll- 
sters, it has lost some and the government 
has gained. Why so? Because Italians love 
winners? Not necessarily. More because 
the left could not capitalise on its anti-war 
stance, since it was expressed in at least ten 
different varieties, from the mouths and 
keyboards of as many different groups. 

And the left may have to pay, in polls 
that weigh votes, not just opinions. The 
electorate has had enough of the continu- 
ous bickering among leaders who seem 
more interested in being called Signor Pres- 
idente within their own tiny party than in 
winning an election. The next general elec- 
tion is three years away, but a bunch of lo- 
cal ones is coming up soon enough. 

The war in Iraq was, in fact, a public-re- 
lations disaster for the left. Nearest to the 
centre, the group known as the Daisy was 
mildly divided: a handful of dissidents 
protested when the leadership hinted it 
could support armed intervention, given 
United Nations backing. Further left, how- 
ever, Piero Fassino’s Democrats of the 
Left—successors, roughly, to the old Com- 
munist Party, which abandoned that ad- 
jective in 1990—were deeply split. Most 
members seemed to place their faith in 
France, Germany and the un; a solid leftist 
minority, fearful of losing touch with out- 
right opponents of the war, disagreed. 
When parliament last week voted to send 
peace-keeping troops to Iraq, most Demo- 
crats of the Left abstained, but the minor- 
ity voted against. And Sergio Cofferati, the 
former leader of Italy’s biggest trade-union 
body and now the most charismatic figure 
on the left, supported the minority. 

The hard left—two varieties of Commu- 
nist and still proud to call themselves so— 
was in tune with the pacifist mood of the 
anti-war street demonstrators: no assis- 
tance whatever, be it bases or even air- 
space, for the war. The Greens agreed. 

For a current of political opinion that 
was in national power only two years ago, 
this is a pretty wretched showing. And 
many other issues divide the left. One is 
Cuba. When Fidel Castro recently chose to 
suffocate dissent, a nasty row followed. 
The Cuban leader has many friends in It- 
aly, and many are not ready to condemn 
him when he acts in a way that manifestly 
deserves it. Here even the two varieties of 
proclaimed Communists differ: the Italian 





No unity behind Fassino 


Communists (who are part of the moder- 
ate Olive Tree Coalition) find excuses for 
him, the Refounded Communists (who are 
not) condemn him. They each have their 
reasons; whether anyone else cares what 
these are is another matter. All groups of 
the left have their own daily newspapers, 
where they endlessly debate topics like 
this, of deep interest to their activists and 
precious little to the average voter. 

Another cause of friction has been pen- 
sions reform. Italy’s pensions eat up al- 
most 16% of the nation’s GNP. Manifestly 
the system needs to be revised. But only 
the moderate left thinks so. 

There is yet another divisive row about 
the forthcoming referendum on Article 18 
of Italy’s much revered and deeply out- 
dated Workers’ Charter, which prevents 
large employers from firing workers with- 
out “fair cause”. The moderates would like 
to ignore the referendum altogether, call- 
ing it “ideological and anachronistic”. The 
hard-liners, happy to have a barricade to 
rush to, look forward to it. 

This infighting has exasperated left- 
leaning voters: opinion polls say that more 
and more have simply had enough. Many 
hope that Romano Prodi, now at the Euro- 
pean Commission in Brussels, will come 
home and lead the left to an election vic- 
tory, as he didin1996. It could be, though it 
is hard to imagine the many groups now at 
each other’s throats united behind him. 
For the time being, though, the divided left 
has elected a winner already: its arch-ene- 
my Silvio Berlusconi. With the economy 
slowing, most big reforms stalled, his con- 
flicts of interest unresolved and his best 
friend in legal trouble, in most countries he 
would be vulnerable. Not in today’s Italy, 
where a right-wing prime minister’s best 
ally is the divided opposition. = 


French pensions reform 
It has to happen— 
but will it? 


PARIS 
The pensions system is unsustainable; 
the trade unions wantto sustain it 


EXT month will bea hot one in France, 

in labour terms, at least. Hot enough 
to derail plans to reform a pension system 
whose eventual doom is otherwise a de- 
mographic certainty? The trade unions 
hope so: on May Day they will take to the 
streets to denounce anything that smacks 
of greater pensions contributions for 
lower rewards later; and again two weeks 
thereafter; and again no doubt near the 
end of the month, when the governmentis 
due to agree not just on the broad lines of 
reform but the details. 

So forgive France’s conservative prime 
minister, Jean-Pierre Raffarin, if he feels a 
touch nervous. After all, it was street de- 
monstrations, in December 1995, that led 
to the electoral humiliation in 1997 of the 
last reformist centre-right government, 
that of Alain Juppé. And, as one union ne- 
gotiator mischievously points out, it was 
May 1968, the quasi-revolution, when stu- 
dents and (some) workers took to the 
streets of Paris to do battle with the estab- 
lishment, that started the end of de Gaulle. 

Yet Mr Raffarin is not a man to panic, 
and in their hearts most French voters, 
unionised or not, know well that the 
present “pay as you go” system, in which 
today’s workers are taxed to provide the 
pensions of today’s retired people, is un- 
sustainable, except by making taxation 
ever more punitive. Today there are only 
four pensioners for every ten workers; by 
2040 there will be seven. 

They know too that the system is ex- 
traordinarily complex. There are, for exam- 
ple, 26 different basic schemes, depending 
on your trade or profession. And they 
know that the system is deeply unequal. 
Workers in the private sector have to slave 
for 40 years before qualifying for a full 
pension; in the public sector, only 37.5 
years. Nay, plenty of public-sector work- 
ers such as primary-school teachers, 
nurses, policemen or train drivers can re- 
tire on full pension at the age of 55, or in 
some cases even 50. Put all that together 
and it is not surprising that, according to 
one recent opinion poll, 77% of French 
adults believe that public-sector working 
lives, and therefore pension contributions, 
should be extended to match those of the 
private sector. 

Unhappily for Mr Raffarin, that does 
not mean victory is pre-ordained. For a 
start, the public sector (which, unlike the 
private one, is heavily unionised) employs 


just over a quarter of the workforce— »» 





> enough workers to hold the country to ran- 
som. Second, while the salvation of the 
pension system implies that everyone will 
have to work longer and retire later, the 
poll cited above also shows that 59% of 
French adults (and 67% of those in the pub- 
lic sector) would prefer to work less, even 
if it means a lower pension. 

But the worst problem for Mr Raffarin is 
that reform will in practice be painful for 
everyone, including those who approve of 
itin theory. 

The public-sector workers will obvi- 
ously resent the notion that by 2008 they 
will have to pay 40 years of contributions, 
even though their bonuses will now be in- 
cluded in calculating their pensions. They 
will also object to the elimination of sev- 
eral statutory indices that guarantee them 
pension increases above the inflation rate. 

For their part, private-sector workers 
will resent the government's refusal to 
undo a 1993 reform by which the level of 
their pensions from 2008 will be based on 
the individual’s pay in his or her best 25 
years at work, rather than the best 20 
years, as at present. Since that reform also 
indexes pensions to inflation rather than 
wages, the result, say the unions is to erode 
pensioners’ purchasing power and so their 
standard of living. Meanwhile, workers 
who have their careers interrupted by long 
spells of unemployment—which is com- 
mon enough in France’s rigid jobs market— 
will be doubly penalised by not being able 
to keep up their contributions. 

Can the government, in the shape of 
the clever social-affairs minister, Francois 
Fillon, and the civil-service minister, Jean- 
Paul Delevoye, smooth away the objec- 
tions? One idea they have been trying to 
sell is a pension “bonus” of 2-3% a year for 
every year worked beyond a total of 40; 
and a corresponding penalty for those 
who retire early. Another idea is to use tax 
incentives to “increase access to pension- 
savings tools”—code for the pension funds 
beloved of the Americans and British. 

Yet whatever the ideas, they will be 
hard to sell. Pension funds, for example, 
look bad when markets fall (British pen- 
sion funds were worth 100% of Britain’s 
GDP at the end of 1999 but only 66% at the 
end of last year). Moreover, the ideas may 
not work anyway. France’s bosses, heed- 
less of their tendency to cut labour costs by 
laying off their older workers, say full pen- 
sions should come only after 42 years of 
contributions. 

In a way, the government has admitted 
its difficulties. Rather than presenting its 
ideas as a once-and-for-all reform, it says 
that they will need revising as conditions 
change over the years: there will, in the 
words of one of Mr Fillon’s aides, be “a 
permanent process of reform” instead of 
the risk of “revolution every five years”. 
Maybe—unless permanent reform turns 
into permanent revolt. m 


Russia’s murky politics 


Europe 43 


A good man murdered 


MOSCOW 


For once, the victim of a political killing was an honest man and a democrat 


OLITICAL killings in Russia are rarely 

political. Ten members of the Duma, 
the lower house of parliament, have been 
murdered in the past ten years, plus a host 
of sundry other officials. Though the cases 
are rarely solved, most carry a strong whiff 
of corruption or business disputes. But 
Sergei Yushenkov, a Duma member shot 
dead on April 17th outside his home, 
was—so everyone says—clean. 

Compare his murder with that of an- 
other Duma member, Vladimir Golov- 
lyov, co-chairman with him of the small 
Liberal Russia party. Colleagues at first de- 
nounced that killing last August, a few 
months after the party was founded, as an 
attempt to intimidate the opposition. But a 
consensus quickly grew that Mr Golov- 
lyov might well have died for murkier rea- 
sons: as the head of a privatisation scheme 
in the early 1990s, he was alleged to have 
embezzled large sums of money from peo- 
ple whose power later grew as his did not. 

After Mr Yushenkov’s death, in con- 
trast, politicians of all stripes lined up to at- 
test to his honesty and lack of interest in 
business, and to hint at political motives. 
He had a history as a dissident: first as a So- 
viet army colonel who publicly argued for 
military reform, then as a legislator who 
criticised authoritarian tendencies in post- 
Soviet governments. 

He had lobbied against the military 
campaigns in Chechnya. After a series of 





Honoured, but dead 


apartment-block bombings in 1999 that 
killed 300 people, Mr Yushenkov and a 
handful of other deputies began investi- 
gating allegations that they were not, as 
claimed, the work of Chechen terrorists, 
but of the authorities themselves, eager to 
stoke popular support for the second cam- 
paign in Chechnya, which began shortly 
afterwards. Mr Yushenkov kept plugging 
away at the theory, and last year he helped 
Boris Berezovsky, an exiled business mag- 
nate and Liberal Russia’s main financial 
backer, to distribute a film aboutit. 

That connection means that even if 
business or personal reasons were not be- 
hind Mr Yushenkov’s death, there is no 
shortage of conceivable political ones. 
Supporters of the bombing conspiracy 
theory think he was getting too close to the 
truth. Others point to his public falling-out 
with Mr Berezovsky, whom he expelled 
from Liberal Russia after the tycoon voiced 
support for the Communists. Mr Berezov- 
sky, himself an arch-enemy of the Krem- 
lin, claimed that the rift between the two 
men was exaggerated, to allow Liberal Rus- 
sia to win official approval as a party, 
which it had trouble getting because of its 
links with himself. Some devious minds 
think Mr Yushenkov was killed specifi- 
cally to cast suspicion on Mr Berezovsky. 

There are more pedestrian theories. On 
April 23rd police arrested a young man fit- 
ting the killer’s description, whose father 
had been jailed a few years previously for 
making threats against Mr Yushenkov. Re- 
venge, they said, could be the motive. 

Few people, however, doubt that the 
murder was indeed a contract killing: 
mainly because, asin many such cases, the 
killer left the gun behind. While contract 
hits are not as frequent as in the wild days 
of the early 1990s, a steady trickle of fairly 
high-ranking officials, along with many 
smaller fry who do not make the news, are 
still shot to order every year. And the gun- 
men are hardly ever caught, probably be- 
cause whoever ordered the hit has the 
power to thwart the investigation. 

The only other victim to match both Mr 
Yushenkov’s level of respect and his repu- 
tation for cleanliness was Galina Starovoi- 
tova, an MP who championed human 
rights and was shot dead in 1998; only last 
year were six men arrested for the murder, 
and whoever ordered it is still free. The 
chances of Mr Yushenkov’s killers being 
caught, let alone the man or men behind 
the murder, are probably no greater. m 
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The Netherlands’ non-government 


Three months of waiting 


The Dutch voted for a change of government, but still have no governmentatall 


HE general election was more than 

three months ago. Yet Dutch voters are 
still waiting for a fresh government. In a 
country that always needs a coalition, and 
whose parties traditionally haggle end- 
lessly over every detail of policy before 
forming one, that is not beyond precedent. 
What is less usual, and to some non-parti- 
san people disturbing, is that the big swing 
of opinion shown in the election looks un- 
likely to be reflected in the government 
that does eventually emerge. 

Last year was, by Dutch standards, one 


of political sensations. First, in Rotter- 


dam’s municipal election, the ever-ruling 
Labour Party was shoved into second 
place by a local list led by a strident, intelli- 
gent populist called Pim Fortuyn. Next, his 
brand-new national party seemed headed 
for similar success in May’s general elec- 
tion. Then, just before the vote, Fortuyn 
was murdered—and his party did even bet- 
ter than expected, coming second only to 
the opposition Christian Democrats 
(CDA). After eight years of dominating 
Dutch government, Labour was smashed. 

Not for long. The new government, 
headed by the cpa andits leader, Jan Peter 
Balkenende, and including the long-estab- 
lished Liberals and the Fortuynists, was a 
shambles. Last autumn it fell apart. A fresh 
election was the only way out, and La- 
bour, under a new chief, was suddenly 
back in the race. On voting day, January 
22nd, the Fortuynist vote collapsed and La- 
bour all but overtook the CDA. 

All but, but not quite. Mr Balkenende 
was still entitled to first crack at forming a 
government. The obvious answer-for all 
his manifest dislike of his social demo- 
cratic rivals—was a CDA coalition with La- 
bour, no oddity in this land of compro- 


g Labour up, Fortuynists down 
Seats in Dutch lower house, 2003 (2002) 
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mise, and one that promised a solid 
majority, 86 seats out of 150. On and on 
the haggling dragged. At last, by some two 
weeks ago, an accord seemed to be in sight. 

Then, hey presto, it vanished, amid 
deep Labour suspicions that Mr Balke- 
nende had simply dreamed up fresh obsta- 
cles. The whole process had to start again. 
The queen appointed a CDA man and a 
Liberal as new joint informateurs—the first 
step in the elaborate Dutch post-electoral 
ritual—to seek out fresh possibilities. 

So far, in vain. The two parties between 
them hold 72 seats. A third one is at least 


Statesmen on screen 
Fogh pas 


COPENHAGEN 


desirable. But which? For a time, what Mr 
Balkenende after voting day had called 
“incredible” looked, if only just, credible 
after all: a CDA-Liberal-Fortuynist rehash. 
But only a dedicated masochist would get 
into bed with the shambolic Fortuynists, 
and they shut the bedroom door anyway, 
hoity-toitily declaring that they could not 
shack up with anyone who thought it in- 
credible to shack up with them. 

What about D66, a glamorous, mould- 
breaking party when it was formed 37 
years ago, and still one of ideas, but now 
long in the tooth and short, with just six 
seats, in voter appeal? Or maybe two fun- 
damentalist Christian parties, one so fun- 
damental that it never puts up female can- 
didates? Meanwhile, Labour waits in the 
cold, grumbling that opinion polls now 
give it first place. More worrying, those 
polls also show Dutch voters’ trust in poli- 
ticians, never very high in recent years 
(hence, in part, the amateur Fortuynists’ 
success last year), steadily falling. m 


Fly-on-the-wall television is no aid to diplomacy, the Danes have shown 


T SOUNDED a great idea: give the vot- 
ers an insight into the secretive world 
of European decision-making by letting 
a cameraman shadow Denmark’s prime 
minister during the six months of his 
country’s European Union presidency. 
The resultant fly-on-the-wall docu- 
mentary, filmed while £u leaders tried 
to cobble together a membership deal 
for ten new countries, was intended to 
heighten public awareness of, and en- 
thusiasm for, the grand European pro- 
ject. And indeed the programme, shown 
on Danish television on April 22nd, was 
riveting. But the reaction it provoked was 
not at all what the prime minister, An- 
ders Fogh Rasmussen, had planned. And 
it has triggered embarrassment and in- 
credulity in several European capitals. 
Besides seeing their hard-working 
leader greet dignitaries and scurry from 
meeting to meeting, Danish viewers 
heard a host of off-the-cuff remarks of 
the sort that usually stay off-camera too. 
One scene showed Per Stig Moller, 
Denmark’s foreign minister, telling the 
prime minister about his conversations 
with Joschka Fischer, Germany’s foreign 
minister, regarding Turkey’s bid to join 
the Eu. Mr Moller said Mr Fischer had 
adopted three different positions on the 
issue in the space of 12 hours. “We dis- 
cussed it briefly, and he initially said, 
‘We must find an alternative type of 
membership, they can never be full 
members’,” Mr Moller told his boss. But 


later, he said, Mr Fischer back-tracked, 
saying, “Forget it, I was only philosophis- 
ing.” This tale sparked outrage in Turkey, 
bumping Iraq from the front-page head- 
lines, even before the documentary was 
shown. The Germans had to issue a 
hasty denial. 

In another clip, Michael Kristiansen, 
Mr Fogh Rasmussen’s spin doctor, told 
how Gerhard Schréder, Germany’s 
chancellor, was willing to put up more 
cash to ensure Poland joined the EU, but 
would say so only at the key Eu summit. 
Sound diplomacy—but not on air. 

Other indiscretions too were ex- 
posed. Journalists “are bandits, all of 
them,” said Russia’s Vladimir Putin. 
Romano Prodi, head of the European 
Commission, was shown muscling his 
way to a press conference podium, over 
the objections of Mr Fogh Rasmussen, 
who did not want to share the limelight. 

Officially, Europe’s governments 
deny any consequent rift with the 
Danes. Privately, some diplomats sug- 
gest doubts about trusting them to keep 
their mouths shut in future. And the fact 
that Mr Fogh Rasmussen had had, and 
used, a right to censor certain passages 
before broadcast heightens their discom- 
fort. Yet he is unrepentant. “We must be- 
come accustomed to greater openness 
about what goes on in politics,” he said, 
adding that he would not rule out fur- 
ther initiatives to cast more light on the 
inner workings of policy-making. 
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The United States has unfamiliar doubts about the merit of European integration 





SENIOR official from the Bush administration was recently 

asked by some visitors from the European Union to define 
American policy towards Europe. The word he came up with 
was “disaggregation”. To the Europeans it came as a shock: their 
interpretation of his jargon was that the Bush administration is 
increasingly tempted to junk the United States’ long-standing 
support for European integration and to move instead towards a 
policy of “divide and rule”. 

If that is so, it would mark an historic shift. Ever since the sec- 
ond world war, the United States has promoted the idea of an 
“ever closer union” in Europe, often with considerable energy. In 
1948 an American Committee for a United Europe was formed, 
boasting such luminaries as Allen Dulles, an early head of the 
Central Intelligence Agency, on its board. Throughout the 1950s 
this committee funnelled money towards individuals and orga- 
nisations in Europe that were bringing the fledgling European 
Economic Community, forerunner of today’s EU, into being. 

Like many of the Eu’s own founding fathers, Americans in 
the 1950s thought that European integration might prevent the 
continent lapsing back into war. As the cold war developed, it 
also looked a good way of strengthening western Europe against 
the Soviet block. Even when that struggle was won, American 
support for European integration continued. The Clinton admin- 
istration supported the creation of the euro, despite suggestions 
from some Europeans that their single currency might rival the 
dollar. President Bush said in Berlin last year that “when Europe 
grows in unity, Europe and America grow in security.” 

Has Mr Bush now changed his mind? Many European politi- 
cians think so: indeed, the idea that the United States is now ac- 
tively undermining European unity crops up regularly in the 
reflections of Europe’s great and good. Talking at Harvard re- 
cently, Javier Solana, the Eu’s foreign-policy chief, warned the 
Americans not to try to “cherry-pick” among their European al- 
lies, arguing that this would only encourage those in Europe who 
want the Ev to define itself in opposition to the United States. 
Carl Bildt, a former prime minister of Sweden, writing in the Fin- 
ancial Times this week, scolded “some in Washington” who 
“now gloat over the divergences we see in Europe”. 

It is tempting, particularly for Europeans, to argue that Ameri- 
can “gloating” about new and old Europe simply reflects 


changes in the United States: a new militancy after 9/11 and a 
Bush administration influenced by the tenets of neo-conserva- 
tism. In fact, there have been changes on both sides of the Atlan- 
tic which feed on each other, increasing mutual suspicion. 

In Brussels the process of European integration has begun to 
touch on areas that are inevitably more sensitive for the United 
States than mere economics: in particular, defence and the idea 
of setting up a European military force. These ideas were first 
floated in the late 1990s, but American alarm was limited be- 
cause the British, notably, made it clear that the aim was to build 
up Europe’s ability to “burden-share” with the United States. 

But some European leaders are now saying, with increasing 
explicitness, that their goal is to build the EU up to the point 
where it can challenge the United States. Romano Prodi, the 
head of the European Commission, has for example said that 
one of the Eu’s chief goals is to create “a superpower on the Euro- 
pean continent that stands equal to the United States”. Jacques 
Chirac, the president of France, has said that “we need a means 
to struggle against American hegemony”. Given that the Bush 
administration’s security doctrine is explicitly aimed at preserv- 
ing that hegemony, itis hardly surprising that the United States is 
now a little warier of the process of European integration. 


And the consequences will be? 

One practical effect of such wariness may be that the United 
States becomes less inclined to suggest that it would be a good 
thing if the EU were to get its act together, and speak with one 
voice. Henry Kissinger’s famous complaint about not having 
one single number to ring in Europe is likely to be made less fre- 
quently. After all, on a range of issues, from global warming to 
the International Criminal Court, a single European voice would 
be liable to say things that Washington does not want to hear. 

Instead, the United States will seek to build up “coalitions of 
the willing”, cultivating relations with individual European capi- 
tals and by-passing Brussels. The way in which America rallied 
support for its policy on Iraq from Britain, Spain and across east- 
ern Europe is one obvious example. This process, call it disag- 
gregation or cherry-picking, is continuing after the Iraq war. 

At last week’s European Union summit in Athens, the predict- 
ably painful process of trying to fashion a common European ap- 
proach to Iraq was subtly undermined by almost simultaneous 
announcements from Denmark and Italy that they had decided 
to contribute troops to the reconstruction of Iraq. Following ear- 
lier likeminded promises by Spain and a bevy of central Euro- 
peans, these announcements seemed to come as an unpleasant 
surprise to some of their European partners. Nor is Iraq alone ex- 
ample of the way in which the United States can divide the Euro- 
peans. It also tried, albeit with limited success, to undermine EU 
opposition to exempting Americans from the proceedings of the 
International Criminal Court—and sought bilateral undertak- 
ings to that effect from would-be EU countries. 

Few people who know anything about America subscribe to 
the idea that all this is part of a deep, dark Bush administration 
plot to stop the Ev in its tracks. The process of “building Europe”, 
which preoccupies so many in Brussels, does not crop up on 
many radar screens in Washington. But as the United States 
seeks to build up support for controversial policies, it is keen to 
find friends and allies where it can. In the process—deliberately 
or otherwise—it is cruelly exposing Europe’s pretensions to a 
unified European approach to the world. m 
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Britain 


Murder 





Keeping up the old traditions 


Gangland shoot-outs get plenty of publicity, but they’re not why Britain’s murder 


rate is rising so fast 


HE past year’s most important murder 

was not that.of Jane Longhurst, whose 
partially burned body was discovered last 
Saturday in West Sussex. Nor was it the 
murder of two Cambridgeshire school- 
girls, Jessica Chapman and Holly Wells. 
Horrific though these crimes were, they 
are unlikely to have a lasting effect on po- 
lice procedures, sentencing, or public per- 
ceptions of crime. The murders of Letisha 
Shakespeare and Charlene Ellis have al- 
ready done so. 

_ Shakespeare and Ellis died on January 
n\d, when a group of revellers were 
spayed with submachinegun fire outside 
a Bi.mingham hair salon. Two other girls 
were ‘wounded in the attack, which re- 
mains ‘unsolved. It is widely believed, 
howeve\ that the victims were caught up 
in a turf vrar between two rival gangs, the 
Johnson C1 w and the Burger Bar Boys. 

The muraers were compelling for sev- 
eral reasons. “he girls’ race (both were 
black) and the manner of their deaths con- 
jured up images cf the American ghetto. 
The behaviour of thagunman—at once cal- 
culated and indifferent, not seeming to 
care who ended up dvad-—hinted at the 
evolution of a brutal hor.our code. Many 
blamed the murders on a burgeoning in- 
ner-city “gun culture”. Quickly, a firearms 
amnesty was declared—the first since the 
1996 Dunblane massacre. Tough new sen- 
tences for firearms possession will be in- 
troduced shortly. 

Murder is declining in the countries 
Britain likes to compare itself with. The 


number of homicides in America fell from 
24,700 to around 16,000 between 1991 and 
2001, with lawless cities like New York 
leading the way. In France and Germany, it 
is down by more than a quarter since 1995. 
Yet Britain’s homicide rate has risen 
steadily (see chart). 

Fears that the South Bronx has some- 
how migrated to Britain are, however, mis- 
placed. Gun crime and black-on-black kill- 
ings are both on the increase, but neither 
can fully explain the rise in the murder 
rate. Over the past three years, there have 
been 230 victims of shooting, compared 
with 345 who died after being hit or kicked. 
Stabbing was by far the most common 
method of killing, accounting for 693 
deaths—a fact now being stressed by vic- 
tims’ families, some of whom have criti- 
cised the current gun amnesty. 


4 The rise of man EPSA — 





he Economist April 26th 2003 


Also in this section 
48 George Galloway 
48 Asylum-seekers’ Mecca 
49 Spitting 
49 Emigration 
50 Bagehot: Iain Duncan Smith 


More articles about Britain a are -available to subscribers at 


e a eae 





Murder also remains an overwhelm- 
ingly white crime. London is the only area 
where white victims (and perpetrators) are 
in a minority. The capital has a long his- 
tory of “outsider” killers, with the current 
panic over Uzi-toting Yardies echoing early 
2oth-century fears of Sicilian gangsters 
and East European anarchists. Yet the capi- 
tal’s murder rate has been one of the few 
criminological constants of the past two 
decades, having held steady at around 200 
per year. 

The big growth area of recent years has 
been in young working-class men killing 
one another in provincial towns and cities. 
Although some of these men have fallen 
victim to drug-fuelled turf wars, alcohol 
appears to be a more important trigger. 
Fiona Brookman, who wrote a recent 
Home Office study, believes that the killer 
or the victim (or both) are drunk in about 
half of all male-on-male murders. The gov- 
ernment takes what it sees as the rising 
tide of yobbishness very seriously: a new 
bill will soon go before Parliament giving 
the police and the courts new powers to 
deal with the anti-social behaviour that of- 
ten leads to something worse. 

Alcohol is also important in Scotland 


and Ireland. Murderousness is rife in Scot- >> 
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> land, with more than a 100 killings in each 
of the past two years. Strathclyde’s estates 
are the epicentre: five Glaswegians were 
killed in one 48-hour spell last month. The 
Republic of Ireland used to be more peace- 
ful, although its murder rate has trebled in 
the past ten years and now stands at 62. Ian 
O’Donnell, of University College Dublin, 
blames the increase on migration (labour- 
ers coming back from London), growing 
social inequality, and a rapid increase in 
beer consumption. 

Still, rising murder rates ought to be 
kept in perspective. Ireland’s death toll last 
year was the worstin living memory, butit 
was lower than at any time in the 19th cen- 
tury. As the country turned from a lawless 
colony into a viable state, people stopped 
resolving disputes through violence—at 
least for a while. The same happened ear- 
lier in England. In Southwark, the murder 
rate dropped from 8.1 to 0.9 per 100,000 
people between 1660 and the late 18th cen- 
tury (the current rate for England and 
Wales is around 1.6 per 100,000). And 
what sort of murders took place? Accord- 
ing to J. A. Sharpe, a York University histo- 
rian, it was “mostly two guys getting drunk 
and having a fight”. In short, the same sort 
of stuff that is so common today. m 


George Galloway 


For love or 
money? 


The curious career of George Galloway 


ITH a taste for the high life and un- 
popular causes, George Galloway, a 
Labour mp, has long lived dangerously. 
Boasting a permanent sun-tan and an eye 
for the girls, “Gorgeous George” has drifted 
round the Middle East for years, visiting 
Iraq and paying court to Saddam Hussein. 

The aftermath of the Iraq war was al- 
ways going to be difficult for a politician 
who had attacked Tony Blair and George 
Bush as “wolves” and had hailed Sad- 
dam’s “courage and strength”. But until 
this week nobody had dared to suggest 
that Mr Galloway was in Mr Hussein’s 
pay. Then the Daily Telegraph published 
documents it said it found in the Foreign 
Ministry in Baghdad, which it claimed 
showed that Mr Galloway received secret 
payments of at least £375,000 ($560,000) 
from the Iraqi regime, and that, in Decem- 
ber 1999, he met an Iraqi intelligence offi- 
cer and demanded more money. 

Mr Galloway denies the charges and 
says the paper is “the sewer of choice” for 
forged documents by western intelligence 
agencies. Though he admits he was in 
Baghdad at the time of the alleged meet- 





Smoke without fire? 


ing, he says he has never solicited or re- 
ceived money from the Iraqi regime. He in- 
sists that the only money he ever got came 
from the United Arab Emirates, Saudi Ara- 
bia and a Jordanian businessman. 

If Mr Galloway is telling the truth, he 
may do well out of it. Previous libel suits 
have earned him an estimated £250,000, 
including £100,000 plus £50,000 costs 
from the Daily Mirror, part of which he 
used to buy a red Mercedes convertible. It 
is possible that he is, as he says, a victim of 
an intelligence plot, but not likely. Forged 
documents are usually quickly exposed, 
and he isn’t important enough for a west- 
ern intelligence agency to take such a risk. 
But until he opens up the books of the 
organisations which have helped finance 
his foreign travel, it is hard to be sure. 

In the register of MPs’ interests, Mr Gal- 
loway noted that in September-November 
1999 he had visited 11 countries as chair- 
man of the Mariam Appeal, which was ini- 
tially launched to fly a sick Iraqi girl to Brit- 
ain for treatment. Another organisation, 
the Great Britain Iraq Society, which he 
also chairs, paid for visits to Iraq, Jordan, 
Syria and the Lebanon. Neither is a regis- 
tered charity so no accounts are published. 
One possibility, which Mr Galloway has 
not denied, is that it has received money 
from Iraq unwittingly. He has admitted 
that the Mariam appeal received £200,000 
from a Jordanian businessman, Fawaz Zu- 
reikat, whom he had appointed as his rep- 
resentative in Baghdad. 

The Labour Party, as well as the press, is 
after Mr Galloway. The party executive 
has begun an inquiry into his attacks on 
the prime minister and his financial affairs. 
Anyway, his Glasgow seat is about to dis- 
appear in a boundary redistribution. 
Whatever happens between him and the 
Daily Telegraph, his career as a Labour MP 
may be nearing its end. = 





Asylum-seekers 


The place to be 


An accolade Britain doesn’t want 


peda aah, but troubling too: new fig- 
ures from the United Nations High 
Commission for Refugees show that Brit- 
ain is the most popular destination in the 
industrialised world for asylum-seekers. It 
gets even more than America, and its share 
of the European Union (Ev) total has risen 
from 5% in 1992 to 29% now. 

Part of the reason for the growth in Brit- 
ain’s share of EU asylum-seekers is that 
Germany’s was so high in the years after 
the collapse of the Berlin wall, and has 
since fallen. But it is also because other 
countries have been toughening their 
laws—speeding up deportations, holding 
applicants in unpleasant conditions, and 
turning the evidently bogus back at the 
border. British judges make it harder to 
take such measures here. 

The influx brings benefits, such as 
cheap labour, but also costs—for example 
in the taxpayer-funded treatment of dis- 
eases such as tuberculosis and HIV/AIDS. 
Most importantly, it is more than the pub- 
lic feels comfortable with. Hence Tony 
Blair’s rash and probably impossible pro- 
mise in February, to halve asylum applica- 
tions by this September. 

One option is just to be nastier to appli- 
cants. This has worked in Australia, which 
started sending asylum-seekers to inhos- 
pitable holding camps last year. Since 
then, application numbers have halved. 
British immigration hawks want some- 
thing similar, including withdrawal from 
two international conventions that rule 
out such tough measures. 


The government is trying to tweak the »» 
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> system to make it work better. It has im- 
posed visa regimes on ten countries, in- 
cluding Jamaica, that were the source of 
lots of dodgy-looking applications. It has 
shortened the period during which people 
can apply for asylum. And, since April st, 
it has replaced “exceptional leave to re- 
main”, which allowed failed asylum-seek- 
ers to stay when they could not be sent 
home, with a smaller loophole. 

The Home Office says all this has al- 
ready dented the numbers arriving, and 
tougher deportation procedures will make 
the system less leaky. In the longer term, 
the government is thinking of paying 
countries like Albania to run holding-cen- 
tres to keep the problem offshore. It is hard 
to see that working, though: if the camps 
offer a realistic chance of getting to Britain, 
they will be swamped; if not, refugees will 
try other routes. 

The only long-term solution is to make 
conditions better in the countries that asy- 
lum-seekers come from. There has already 
been a sharp drop in claims from Afghani- 
stan, and officials now expect the same 
from Iraq. m 


Cultural differences 


A spat over spit 


The problem of gobbing yobs 


OR some years, the English and Scot- 

tish football Premier Leagues have 
been a beacon of cosmopolitan enlight- 
enment. On any given Saturday, about 
half the players plying their trade are 
likely to be from overseas. But this ad- 
mirable diversity has given rise to a trou- 
bling cultural conflict. 

The problem is spittle, which has re- 
cently been flying in all directions. In the 
last few weeks, Lorenzo Amoruso of 
Glasgow Rangers has been suspended 
for four games after video evidence con- 
victed him of spitting at an opponent in 
a cup tie; Christophe Dugarry, Birming- 
ham City’s French international striker, 
has been charged with “indecent con- 
duct” after letting fly with well-aimed 
gob at an Aston Villa player; and El Hadji 
Diouf, Liverpool’s Senegalese star, who 
sprayed some Celtic supporters with the 
contents of his mouth, was fined 
£58,000 ($92,000) by his horrified club. 

The old pros who scratch a living by 
appearing as “analysers” on television 
footie programmes explain that what 
these benighted foreigners don’t see is 
that “in our culture” spitting at someone 
is absolutely the worst thing you can do. 
Much worse, apparently, than a punch 
or a career-threatening tackle. 

Indeed, a few seasons ago, Patrick 
Vieira, currently captain of Arsenal, was 


Emigration 


The pull of 
Provence 


Emigration is at a peak, as Britons flood 
into Europe 


HILE asylum-seekers are scrabbling 
to get in to Britain, Britons, it seems, 
are desperate to get out. Nearly 300,000 
people emigrated from Britain in 2000, the 
most recent year for which figures are 
available—more than at any point over the 
past 20 years, and, as far as the Office of 
National Statistics can tell from its patchy 
records, the highest number ever. The idea 
of moving elsewhere is so popular that the 
BBC is currently screening a programme 
called “Get a New Life” which sees wan- 
nabe migrants given a helping hand with 
making a go of things abroad. A recent 
YouGov survey found that 54% of people 
would like to settle in another country. 
What’s unusual is that this should be 





Great expectorations 


suspended for a record six games and 
fined £45,000 after spitting at Neil “Ra- 
zor” Ruddock. Mr Ruddock, speaking 
later on television remarked emolliently 
that he “could still smell the garlic”. 

Sadly, the idea that spitting is the pre- 
serve of nasty frogs and wops came a 
cropper last weekend when the best 
young English player for years, Everton’s 
Wayne Rooney, launched a mouthful of 
phlegm roughly in the direction of some 
Liverpool supporters who had been bar- 
racking him. Merseyside police said no 
action would be taken against the 17- 
year-old, but they would be talking to 
him about his disgraceful behaviour. 
Hasn’t the boy got fists? 
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happening when unemployment is so 
low. In the past, harsh economic times 
have been the motor for mass emigration. 
Previous peaks were in 1981 and 1991, 
when the economy was in recession and 
unemploymentrising. 

So why do so many want to get out? 
Some three-quarters of wannabe migrants 
believe that the quality of life in Britain is 
deteriorating, according to a recent survey 
in Emigrate magazine. For deteriorating 
quality of life, read: the relatively high cost 
of living; the rise in crime; traffic on the 
M25 often at a standstill; council taxes soar- 
ing; lack of space. Such is the pressure in 
the south-east that Kent county council is 
urging people to move across the Channel 
to France. “Is it any wonder that the 
thought of emigrating lurks in so many 
people’s minds?”, asks Susan Crook, pro- 
ducer of “Get a New Life”. 

But while discontent with life in Britain 
may have increased, the main reason for 
the rising numbers of emigrants is proba- 
bly less to do with their origin than their 
destination: mainland Europe. Until rela- 
tively recently, most emigrants headed for 
the big five—Canada, Australia, New Zea- 
land, South Africa and the United States— 
but the past 20 years has seen a sharp rise 
in the number of people heading across 
the Channel (see chart). 

Being able to work without a permit is 
among Europe’s main attractions, says Pe- 
nelope Rance, who edits several publica- 
tions aimed at migrants. So are the 
weather and the relative cheapness of 
property—both big attractions among 
those planning to join the large ex-pat re- 
tirement colonies in places like the Costa 
del Sol. Then there is the relaxed lifestyle 
and the endless cheap plonk on tap in Brit- 
tany and Provence. The growing ease of ac- 
cess and greater familiarity with the Conti- 
nent, fuelled by the massive growth in 
low-cost air travel, is also important. 

Whether or not the grass really is 
greener is a moot point. Life for the emi- 
grants portrayed on “Get a New Life” was 
no breeze. Ms Crook says that their resil- 
ience determined their ability to cope— 
much as it does athome. m 
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Bagehot | The strange resurrection of IDS 


Shock news: Iain Duncan Smith to keep his job 


ATRI f — 
a fd Ue f 


HIS was to have been the great test. A bad result in next 

week’s local government elections and Iain Duncan Smith 
would be left hanging by his fingernails, while a disorderly 
queue of Tory MPs formed to pitch their hapless leader into the 
abyss. All Kenneth Clarke had to do was wait for the call from a 
grateful and repentant party. 

Only a few months ago the idea that these elections could fin- 
ish the Conservative leader had almost achieved the status of re- 
ceived wisdom at Westminster. So much so that those around 
Mr Duncan Smith have tried to manage expectations downward 
to a point of near-absurdity. A net gain of only 50 seats (out of 
10,379 the Conservatives are contesting) would be a vindication 
of Mr Duncan Smith’s leadership, proof that “the strategy” was 
on track. Anything more would be a triumph. A great deal was 
made of the difficulty of even matching the results of four years 
ago, as if 1999 had marked some kind of never-to-be-repeated 
apotheosis of Conservatism. 

Never mind that to make even a fight of the next general elec- 
tion, the Tories would need to gain, according to Colin Rallings, a 
psephologist, at least 500 seats. For the embattled Tory leader, 
the definition of success would be survival. 

Its funny how things can change. Mr Duncan Smith’s per- 
sonal poll ratings may not have enjoyed a Baghdad bounce (ac- 
cording to the latest 1cm poll in the Guardian, despite his 
principled support for Tony Blair’s now quite popular war, he 
has a minus rating of 17, while approval for the prime minister 
has shot up to plus 7). But, oddly, he is now safer than at any time 
in the past six months. 

Partly this is because the Conservatives’ private polling is 
suggesting that they should, against all odds, put up a fairly re- 
spectable performance next Thursday. Although most polls give 
the government a lead of around ten points over the Tories, 
wider than in the past couple of months, the disillusionment of 
Labour’s predominantly anti-war activists will hinder getting 
the vote out. At the same time, while local issues, especially the 
performance of individual councils, are expected to dominate 
the local elections, the boost the Liberal Democrats received 
from their opposition to the war has evaporated. Stefan Shake- 
speare, the Tories’ new polling guru, has told Mr Duncan Smith 





that the expected differential turn-out between Labour and Con- 
servative voters could mean a gain between 200 and 300 seats— 
good enough to sell as a success. 

Another reason for Mr Duncan Smith’s new-found security is 
the peculiar implosion of Mr Clarke. After Michael Portillo con- 
firmed in both word and deed what most people already sus- 
pected—that he is quite happy to undermine Mr Duncan Smith 
whenever the opportunity arises, but he no longer has the stom- 
ach to be a serious player—Mr Clarke was the only figure left 
around which potential rebels could easily coalesce. However, 
since his extraordinary intervention in the debate over Iraq, Mr 
Clarke has in effect destroyed whatever chances he might have 
had of leading the party. 

Quite why Mr Clarke did what he did remains a mystery. But 
instead of making the kind of coolly sceptical speech that would 
have positioned him well whatever had happened, Mr Clarke 
delivered an absolute no-going-back, rip-snorter of an attack on 
the Iraq policy of both front benches that was every bit as termi- 
nal as Robin Cook’s resignation statement. It wasn’t just because 
of what Mr Clarke said about going to war with Iraq, intemper- 
ate though that was; it was the feeling that he was very deliber- 
ately siding with the French and the Germans that did him the 
most damage. Given the already grave doubts about whether he 
could temper his Europhile instincts sufficiently to lead the Con- 
servative Party, it was an act of political self-destruction. 


Why breaking up is hard to do 

Mr Clarke’s effective disappearance has left David Davis as the 
only semi-realistic threat to Mr Duncan Smith. However, Mr Da- 
vis, shadow to the deputy prime minister, is held back by his 
lack of support among mes. He is not widely trusted and has so 
far made little effort to build bridges with Mr Duncan Smith’s 
most pertinent and numerous critics, the modernising social lib- 
erals abandoned by Mr Portillo. Few doubt that Mr Davis is am- 
bitious and disaffected enough to wield the assassin’s knife, but 
his currently rather slim chances of being the ultimate benefi- 
ciary should stay his hand. 

Without a plausible challenger to Mr Duncan Smith, it is diffi- 
cult to see how he can be shifted. Before any more attractive al- 
ternatives could be brought into play, such as Oliver Letwin, the 
shadow home secretary, or a capable old warhorse like Michael 
Howard, the shadow chancellor, 25 MPs must sign a motion de- 
manding a vote of no confidence within the parliamentary 
party. Such a public blood-letting followed by a series of ballots 
at Westminster and finally a poll of all the party’s members in 
the country, with its many attendant uncertainties, is enough to 
make the most recklessly disloyal Mp pause. 

The one thing that might make Conservative MPs desperate 
enough to act would be a couple of polls putting the Liberal 
Democrats in second place. There are not many existing Tory 
seats in which Labour can expect to make further inroads, but a 
lot of MPs would be vulnerable to that kind of Lib Dem break- 
through. Under those, not very likely, circumstances, anything 
could happen. 

But for now, while very few Conservative mrs believe they 
have a leader who will maximise the Tory vote at the next elec- 
tion, thereby creating the kind of electoral platform from which 
to mount a credible challenge to Labour in 2010, most are re- 
signed to the leader they’ve got. Unhappily for both of them, Mr 
Duncan Smith and his party are stuck with each other. m 


Business 


The drugs industry 


Where the money is 


NEW YORK 
Is Big Pharma the next target for attack? 


IG Tobacco, Big Banking—and now Big 
Pharma? It seems fanciful to speculate 

during a week in which Pfizer reported 
profits, for its latest quarter, of $4.7 billion, 
that America’s mighty pharmaceuticals gi- 
ants might find themselves vulnerable to 
the political attacks that have tormented 
some of America’s other large industries. 

Yet the parallels mount. Like the to- 
bacco firms and investment banks before 
them, drugs firms face a dynamic, grass- 
roots movement, centred on the states and 
driven by powerful economics, that by- 
passes their well-financed defences in 
Washington, pc. Disarmed of their lobby- 
ists and friends in Congress, they appear to 
have no compelling answer to these at- 
tacks. And their billions of dollars in pro- 
fits, of course, are precisely what makes 
them such tempting targets. 

The attack on the tobacco industry 
(worth $22 billion in settlement payments 
so far to the states alone) focused on smok- 
ing’s harmful effects, and made full use of 
the courts. The post-bubble assault on in- 
vestment banking is highlighting sales and 
marketing practices, and is using the court 
of public opinion as much as lawsuits. 
(New York’s attorney-general, Eliot Spitzer, 
won a $1.4 billion settlement without ever 
bringing formal charges against banks, nor 





hinting at what such charges might be.) 

The campaign against Big Pharma bor- 
rows some of these earlier tactics. States 
such as Connecticut and (inevitably) New 
York, thanks to Mr Spitzer, are filing suits 
against drug firms that challenge sales and 
marketing practices which the industry 
says have gone on for years. Connecticut’s, 
for instance, claims that the state “has been 
scammed by drug companies seeking to 
make a profit off our neediest citizens”. But 
so far, these lawsuits seem designed more 
to harass and distract the drugs industry 
with bad publicity than to deliver a knock- 
out punch—though that may change. The 
real battle involves state governors and 
their budget officers, and centres on the 
vexed question of drug pricing. 

America spends more money on drugs 
($149 billion in the year to February, ac- 
cording to 1Ms Health, a research firm) 
than Britain, Canada, France, Germany, It- 
aly, Japan and Spain put together. This is 
partly because Americans consume more 
drugs. But prices in America are also much 
higher. The market has more freedom to 
set prices than governments allow in Can- 
ada, Europe or Japan. 

For the drugs companies, the politics of 
these arrangements have become increas- 
ingly toxic. One problem is that voters per- 
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sonally bear more and more of the cost of 
expensive, branded drugs in America— 
and hence feel those high prices directly. 
The lack of a comprehensive prescription- 
drug benefit for the elderly means that 
nearly half of elderly Americans lack pre- 
scription-drug coverage at some point in 
the year, according to AARP, alobby group. 
Private health insurers, such as Blue Cross 
Blue Shield, are increasingly shifting the 
cost of expensive new drugs on to con- 
sumers, by introducing higher “co-pay- 
ments” for branded drugs. Fewer and 
fewer employers, meanwhile, offer pre- 
scription-drug benefits to retired workers. 
The uninsured tend to pay particularly 
high prices for their drugs. 

At the same time, the internet is making 
more Americans aware of the high prices 
they pay for drugs compared with shop- 
pers in other countries. Some have begun 
to shop for cheaper drugs online from Ca- 
nadian internet pharmacies which have 
sprouted along the border. 


What cure? 
The states, which face the biggest hole in 
their budgets since the second world war, 
are finding ways to harness this anger. Al- 
though they do not contribute to Medi- 
care, a federally-financed health-care 
scheme for elderly Americans, the states 
pay a large chunk of the costs of Medicaid, 
which provides coverage for the poorest. 
Medicaid also foots much of the bill for 
drugs for the elderly because Medicare 
does not cover prescription drugs. 

Some states are following Michigan’s 
pioneering use of approved-drug lists to 
wring discounts from drugs firms. (Be- 


cause exclusion from such lists means that >> 
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> doctors must obtain special, hard-to-win 
approval to prescribe a drug, the industry 
argues that such tactics amount to holding 
patients hostage.) Michigan says it saved 
$45m on its drugs bill last year by demand- 
ing discounts from the “average wholesale 
price” (a reference price for bureaucrats) in 
order to be included on its list. 

Michigan now says it wants the same 
discount of up to 70% (partly government 
mandated) enjoyed by the Veterans Health 
Administration, another big, public-sector 
buyer, and is inviting other states, such as 
Wisconsin, South Carolina and Vermont, 
to join hands. Vermont and Maine, mean- 
while, hope to extend the benefits of dis- 
counted purchases beyond Medicaid to 
state employees and other beneficiaries. 

So what are the drugs firms to do? The 
industry used to thwart such tactics by cit- 
ing “patients’ access”: everyone has aright 
to the best drugs, and doctors must remain 
in charge of prescribing. But as the politics 
sour, the industry increasingly finds itself 
having to justify, in more fundamental 
ways, the prices it charges Americans. Its 
answers are not wholly convincing. 

One handy appeal is to the benefits of 
the free market. Thus, Big Pharma main- 
tains that America’s liberal pricing system 
stimulates world-beating innovation, as 
firms spend their R&D dollars more freely 
in the hope of winning the fatter profits 
that America offers. Thus, the creeping 
price controls pursued by the states harm 
innovation and new-drug development. 

Several things undermine this defence. 
For a start, even America’s system is a hy- 
brid mix of free-market liberalism and 
price controls. The worst-off sometimes 
get the worst deal because bulk purchasers 
can negotiate discounts. That may be a po- 
litical problem, but the industry offers 
apologetic programmes that dish out free 
drugs to impoverished Americans. Like- 
wise, many people regard it as unfair that 
Canadians pay much less money for the 
same drug than Americans do. American 
consumers, in effect, subsidise Canadian 
ones—another political problem that the 
drugs firms can do little about. 

Another problem is the perception that 
drugs firms somehow rig the market, by 
bribing doctors with free, or cheap, drugs 
and spending billions of dollars on ad- 
vertising to persuade consumers of the vir- 
tues of expensive and unnecessary thera- 
pies. Connecticut’s lawsuit claims that 
seven drugs firms sold their drugs to doc- 
tors and pharmacies at prices well below 
the rates at which the state reimbursed 
these customers—and that the drugs firms 
marketed the “spread” between the two 
sets of prices as an inducement to buy. 

The industry argues that such practices 
are a way of reimbursing doctors for costs 
they cannot claim from the states, and that 
free samples go to the poor. But “the public 
used to think of us as the men in white 
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Making straight the furrow 


Can Fred Hassan cure Schering-Plough? 


F ANY firm deserves the dubious title 

of model for the drug industry’s Amer- 
ican woes, it is Schering-Plough. In the 
past two years, its earnings per share 
have fallen by roughly half on the back 
of internal problems and external pres- 
sures. This week, the firm took a step to- 
wards self-help by appointing a new 
chief executive, Fred Hassan, formerly 
head of a rival, Pharmacia, which Pfizer 
bought last year. 

Treating Schering-Plough will be a 
tough challenge. As Anthony Butler, a 
pharmaceuticals analyst at Lehman 
Brothers, puts it, “To fix Pharmacia, all 
Mr Hassan had to do was change a light 
bulb. At Schering-Plough, he’s going to 
have to rewire the entire company.” 

Several government agencies have 
their eye on the firm. The state attorney’s 
office of Massachusetts is investigating 
its sales and marketing practices. The Se- 
curities and Exchange Commission is 





Hassan, the new ploughman 


coats,” says one lobbyist. Now, he says, 
they are seen as ugly, sales-and-marketing 
giants that use lawyers, lobbyists and ad 
men to profit from the public. 

In fact, as a percentage of sales, drugs 
firms spend no more on marketing (10.6%, 
according to PhRMA, an industry lobby) 
than they did in 1997. (Spending on R&D is 
also unchanged, at about 18% of sales.) 
What has changed is direct-to-consumer 
advertising, which rose from $1.1 billion in 
1997 to $3 billion in 2001. It is this sharp in- 
crease that seems to be changing the way 
Americans regard drugs firms. 

If that is right, the industry’s problems 
could become much worse. As the strains 
on state, federal and corporate budgets 


preparing to bring a lawsuit alleging that 
the firm’s then chief executive violated 
new fair-disclosure rules by warning cer- 
tain investors, but not others, of bad fi- 
nancial news late last year. 

Then there is the firm’s manufactur- 
ing. Last year, it agreed to pay a $500m 
fine to America’s Food and Drug Admin- 
istration for failing to meet the agency’s 
quality standards. Upgrading facilities 
will be one of Mr Hassan’s most press- 
ing engagements. Indeed, he says that 
the firm will have to change its culture of 
manufacturing to be as responsive to the 
regulators as it is to customers. Mr Has- 
san is good at cultural re-engineering: at 
Pharmacia, he was widely credited with 
smoothing feathers ruffled by an earlier 
transatlantic merger and bringing a 
sense of unity to the firm. 

Whether Mr Hassan can boost the 
firm’s profits remains to be seen. Its 
homegrown pipeline of new drugs is 
rather thin, and competition to fill these 
gaps with drugs from biotech firms is 
fierce. Moreover, its best-selling anti-al- 
lergy drug, Claritin, lost patent protec- 
tion last year and the firm’s various 
strategies to maintain market share have 
yet to show results. 

Among its assets are a strong sales- 
force and Zetia, a cholesterol-lowering 
medication that could yield $8 billion in 
annual sales, says Lehman’s Mr Butler. 
But Schering-Plough will have to share 
those revenues with Merck, its market- 
ing partner, which also has the option to 
buy the entire joint venture should 
Schering-Plough ever merge. So how 
about a merger with Merck? Mr Hassan 
demurs, “I’m a builder, not a seller,” he 
says. Maybe. But at Pharmacia he was in- 
volved in two mergers. 


grow heavier in the next year or two, these 
bulk purchasers will want to shift even 
more of the cost of branded drugs on to the 
shoulders of consumers—or simply dis- 
courage their use altogether by promoting 
cheap generic alternatives. Big Pharma 
will no doubt respond by increasing its 
own advertising to consumers. 

The industry still thinks it has a good 
story to tell: using more drugs, it says, low- 
ers the overall health-care budget by reduc- 
ing more costly outlays, such as surgery, as 
well as getting people back to work faster. 
But why should politicians such as Mr 
Spitzer care about the long-term econom- 
ics, when the short-term opportunities are 
so enticing? m 
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Hollywood blockbusters 


Mutating 


Coming sooner to a screen near you 


HEN the comic-book mutants return 

to the big screen next week in “x2: X- 
Men United”, it will be the biggest simulta- 
neous global film-release ever. 20th Cen- 
tury Fox will unveil the movie over a per- 
iod of 48 hours—between April 30th and 
May 2nd-—in 93 territories, from Lebanon 
to Lithuania. In America alone, it will be 
launched in 3,500 cinemas. While this blitz 
reflects a change in marketing strategy for 
blockbuster films, it is also part of Holly- 
wood’s efforts to thwart film piracy. 

With a rash of other sequels and comic- 
book remakes due for release—“The Ma- 
trix Reloaded”, “The Hulk”, “Charlie’s An- 
gels: Full Throttle’—Fox wants x2 to mark 
the first “event” film of the summer, a sea- 
son traditionally unburdened by artistic 
ambition. In the past, studios tended to 
leave a gap before opening a big film 
abroad, relying on the publicity of a nice 
box-office figure at home. Now, however, 
thanks to the instant exchange of gossip 
and news online, the marketing spend for 
a movie at home can reach further if the 
film is released at the same time abroad. 

There is, though, another impulse for 
X2’s simultaneous global release: beating 
the pirates. “It isn’t the only reason,” says 
Paul Hanneman, head of international 
sales and strategy at Fox, “but it is a re- 
sponse to piracy levels, which have been 
rising very fast in Europe in particular.” 

As with music, film piracy comes in 
two forms: online file-sharing, and the sale 
of contraband recordings. An estimated 
500,000 movies are now being illegally 
downloaded every day. Within days of a 
film’s American release, a good-quality 
Dvp-—often a retouched version of a clan- 
destine camcorder copy made at an Amer- 
ican preview screening—is available on 
street markets abroad, and a fuzzy copy be- 
fore that. While film piracy has long beena 
headache in Asia, it is now spreading into 
markets, such as Britain and Australia, not 
previously seen as a problem. 

The “Napsterisation” of film is haunt- 
ing Hollywood. “It’s the biggest problem 
facing our industry,” says one studio exec- 
utive: “If what happened to music hap- 
pens to film and Tv there’s going to be 
Armageddon.” The average Hollywood 
film costs $80m to make and market, asum 
that will be hard to justify if revenues col- 
lapse. The Motion Picture Association of 
America estimates that piracy robs Ameri- 
can studios of over $3 billion a year—ex- 
cluding potentially huge losses caused by 
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Can X-man Wolverine beat the pirates? 


online file-sharing. 

Will simultaneous release solve the 
problem? It may remove one reason peo- 
ple buy contraband DvpDs: impatience. 
Back in 1999, for instance, pirated copies of 
“Star Wars: Episode 1” flooded markets in 
Asia while the film was on American 
screens. When the film was released in 
Asia, attendance levels were disappoint- 
ing. But by itself, it will not halt online film 
file-sharing. As the music industry has 
found, it is difficult to wean consumers off 
the idea that content can be free. The lon- 
ger the film industry takes to devise a com- 
mercial model that allows people to 
download films legally, the harder the pro- 
blem will be to overcome. m 


Fiat 


Seeking help 


TURIN 
Fiat’s latest efforts to save itself 


ARLY next month the new chairman of 

Fiat, Umberto Agnelli, and its even 
newer chief executive, Giuseppe Morchio, 
will fly to New York for a crucial meeting 
with Rick Wagoner, boss of General Mo- 
tors (GM), and with John Devine, GM’s 
chief financial officer. Their goal: to per- 
suade the world’s biggest carmaker to in- 
vest up to $1 billion more in Fiat, on top of 
an existing investment of $2.4 billion that 
secured it a 20% stake in Fiat Auto. 

On paper, the Italian company does not 
have to ask. It has a “put option” to sell the 
remaining 80% to the Americans from Jan- 
uary next year. But Fiat bosses privately ac- 
knowledge that forcing GM to buy the rest 
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of Fiat Auto would simply resultin acrimo- 
nious litigation, as GM would be certain to 
resist taking over a car company that lost 
€1.3 billion ($1.2 billion) last year. So the 
put option has now been removed from 
the agenda: there is no longer any question 
of GM being landed with Fiat Auto. In- 
stead Fiat bosses are grimly determined to 
work out their own salvation, returning 
the group to basics and trying to revive the 
fortunes of its core car division. 

Yet they still want some help from their 
American chums. Messrs Agnelli and Mor- 
chio want GM bosses to stump up their 
20% share of the roughly €5 billion recap- 
italisation that Fiat intends. Full details of 
Fiat’s financial needs and recovery plan 
will not be given to bankers until June. 

The biggest obstacle is Gm’s own far- 
from-robust financial condition. Already it 
has had to take a big charge to write down 
its stake in Fiat from $2.4 billion to a mere 
$220m in recognition of the Italian firm’s 
declining fortunes. And GM reckons it 
could take closer to €7 billion to make Fiat 
roadworthy again. 

But there is clearly some debate taking 
place inside GM. Mr Wagoner is keen on 
helping Fiat, not least because it is the most 
ambitious expression of his strategy of 
building a GM federation, through which 
small stakes in companies such as Fuji, Su- 
zuki and Daewoo produce synergies in 
terms of shared product development. Mr 
Devine, on the other hand, is leery of such 
vague investments. 

Mr Agnelli, who took the reins earlier 
this year after the death of his older 
brother Gianni and the resignation of his 
appointed successor, Paolo Fresco, now 
has a clear strategy. He is selling off va- 
rious peripheral pieces of the sprawling 
Fiat empire to safeguard the core, which 
will consist of Fiat Auto, its lorry business 
(Fiat Iveco), and CNH, its farm- and con- 
struction-equipment arm. 

For Fiat Auto, the plan is to blitz the 
market with a variety of new models. One 
of Fiat’s big errors in the 1990s was to stop 
doing facelifts halfway through the con- 
ventional seven-year life of a model. The 
result was that decent market share for 
some models quickly faded. With a pleth- 
ora of facelifts and new models scheduled 
for the coming year, Fiat seems to have 
learned something from errors past. 

Most ambitiously, it plans a range of 
Alfa Romeo sports cars designed, with the 
help of GM, to get it back into North Amer- 
ica. Fiat has revived the Alfa Romeo brand 
with smart new products such as the Alfa 
156 sports saloon. It has in the works a se- 
lection of high-performance cars, all 
aimed at the lucrative American market, 
which its financial woes led it to abandon 
in the mid-1990s. With a little help from 
GM and its distribution networks, Alfa 
hopes to be back in America by 2007. But 
will that be enough to save Fiat? = 
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The Economist Books in Hardback 


Dictionary of Business - NEW TITLE 


This dictionary provides a 

thorough grounding in the language 
and concepts that lie at the heart of 
all business. As well as entries from 
Abilene paradox to Zero sum games it 
includes insights into leading 
business thinkers and institutions. 





Price £25.00 


china’s Stockmarket - NEW TITLE 


China’s success on the international 


= 
China's stage depends on its ability to 
Stockmarket! develop a well-run stockmarket. 


A hate u n h faan ent ga 
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The book’s seven chapters deal in 
detail with the Chinese stockmarket’s 
history, institutions, players and 
policies as well as likely future 
developments. 





»rice £20.00 


Numbers Guide - NEW EDITION 
If you deal in figures as well as 
Numbers words, then you cannot afford 
uide 





to be without this book. There 

are chapters on Finance and 
Investment, Forecasting techniques 
and Decision-making. The A-Z section 
provides a clear explanation of most 
numerical terms. 





Price £20.00 


style Guide - NEW EDITION 


Developed from the style guide 
used by Economist journalists, 

this best-selling guide, which is 
now in its eighth edition, will 
enlighten and amuse, while helping 
you to write clearly and succinctly. 





"rice £16.99 


3uide to Economic Indicators 
NEW EDITION 


am This practical and comprehensive 


Guide to. guide provides the keys to all the 
foe major and many minor economic 


naito onmia indicators: growth, trends and 
cycles, GDP and GNP, investment and 
savings, industry and commerce, the 
balance of payments and exchange 


rates, money and financial markets. 





"rice £20.00 


International Dictionary of 

Finance - NEW EDITION 

The words commonly used 

| in international finance are colourful 
and confusing and draw on several 
languages. This comprehensive 

| reference book shows the way through 
| the maze. It brings together 

in one volume the terminology used 

m= in banking and insurance as well as in 
the money, commodity and securities markets. 

Price £25.00 


Finance 





Guide to Management Ideas 
- NEW EDITION 


This lively and authoritative 

guide explores the hundred 

ideas that have most influenced 
approaches to business management. 
Each idea is covered in a standard 
comprehensive way, with an 
explanation, a brief history of its 
development, and recommended 
further reading. 


Price £20.00 


Wall Street 

m= This detailed guide looks at every 

Wall aspect of Wall Street’s activities. 
street It reports on and analyses the highs 

and lows of Wall Street’s development 
and the regular occurrance of 
financial scandals, providing a 
complete overview of Wall Street's 
workings and its importance. 








Price £20.00 


Successful Mergers 

Like atomic reactions, M&As release 
bursts of energy within companies, 
some of which are creative and some 
of which can be destructive. This 
book examines how companies can 
make a success out of what has been 
shown repeatedly to be a course of 
action that is difficult, disruptive 
and unpredictable. 


Price £20.00 








Guide to the European Union 

This volume explains how the EU has 
developed, what the single market 
means for business and the 
implications of monetary and 
economic union since Maastricht. No 
other guide deals so comprehensively 
with how the EU operates—and why. 
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Price £20.00 


Globalisation - Making Sense 
of an Integrating World 

This book is a collection of surveys and 
| articles on globalisation that have 
Globalisation _ appeared in The Economist. 


Raker Heme ef on ontegiating soid 


_ They cover issues from migration, trade 
and the influence of multinationals, to 
the role of the IMF, the environment 
and how technology is helping the 
world's poorest countries. 





Price £20.00 


Guide to Financial Markets 

The introduction of the single currency 
makes this book especially relevant. 

It provides a clear guide to the complex 
world of financial markets that even 
those who work in it often find hard to 
understand. It is the definitive guide 
to why different financial markets exist 
and how they operate. 





Price £20.00 


Guide to Analysing Companies 


= | Guide to Analysing Companies 
Analysing examines financial reports measuring 


Companies profitability and efficiency, stock 

=e market performance, liquidity and 
solvency, capital, management and 
strategy structures. It is invaluable 
for anyone who wants to make an 
informal judgment about a company. 
Price £20.00 


E-commerce 

This guide provides a 
comprehensive analysis of 
the potential of e-commerce 
and the difficulties and 
pitfalls for companies around 
the world in this brave new 
business arena. 





Price £20.00 
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Guide to Business Modelling 


Guide to Business Modelling 

is a definitive book, full of 

practical help on how to build 

the best, most flexible and easy-to- 

use business models for analysing 

the upside or potential downside of 

anything from a small development 
: of an existing business to large- 

scale mergers and acquisitions. 





Price £25.00 
Successful Innovation 
= l Successful innovation is crucial 


to a business’s competitive 

edge. This book pinpoints the 
processes and capabilities required 
by organisations to foster creative 
thinking and, equally important, 
to capture and shape the 

resulting output. 





Price £20.00 





Improving Marketing Effectiveness 
Improving Marketing Effectiveness 
analyses marketing's so-called 
mid-life crisis. Examining the 
evidence, using case studies and 
reviewing marketing tools, this book 
shows how to create an integrated 
knowledge-based system for satisfying 
customer’s needs profitably. 

Price: £20.00 





E-trends - Making Sense of the 
Electronic Revolution 


= There can be no doubt that the 
E-trends | internet will permeate nearly every 
=== | aspect of our lives. This collection 
of surveys and articles from The 


Economist shows just how much 

the Internet has changed the world, 
and how much more it is likely to 
change it in the future. 

Price £20.00 
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The volume of unwanted e-mail, or “spam”, is soaring. Butis there an acceptable 


way to block it? 


EADING e-mails each morning used to 

be a relatively pleasant task for most 
people, at work or at home. Now it can be 
as delightful as sorting through the gar- 
bage. Offers of “prescription-free Viagra”, 
penis-enlargement treatments, pornogra- 
phy, cheap loans and get-rich-quick 
schemes are cascading across the internet, 
pouring billions of unwanted messages— 
universally known as “spam”—into e-mail 
in-boxes. The volume of spam has soared 
recently, threatening to cripple e-mail, the 
“killer application” that helped to popular- 
ise the internet and then became an essen- 
tial tool for businesses everywhere. 

Spam has suddenly become such a 
headache that pressure is growing for gov- 
ernment action to stop it. Next week Amer- 
ica’s Federal Trade Commission will hold a 
three-day meeting of regulators, business 
leaders and consumer activists to discuss 
ways to curb spam. America Online (AOL) 
and Microsoft have even joined forces to 
push for federal legislation to combat it. 
Earlier this month Aoz filed five lawsuits 
in Virginia, seeking $10m in damages 
against some of the biggest spammers. 

Unwanted bulk e-mail jumped by 
about 4% in March and now accounts for 
45% of overall e-mail traffic, up from only 
8% in September 2001, according to Bright- 
mail, a firm that specialises in anti-spam 
filtering software. Brightmail has an obvi- 
ous interest in highlighting the problem, 
but its estimates make sense. Most e-mail 
users can testify to spam’s growth. Using 
software filters and tips from its own cus- 
tomers, AOL is now blocking an average of 
780m junk e-mails daily, or about 100m 
more e-mails than it actually delivers. 


The cost of enlargement 

Spam has become more than a nuisance. It 
is also costly. As well as the storage, trans- 
mission and computing costs imposed on 
internet service providers (1sps), there is 
the cost of the time which millions of peo- 
ple spend sifting through and deleting un- 
wanted messages. Ferris Research, a con- 
sulting firm, estimates that spam will cost 
American organisations alone more than 
$10 billion this year in lost productivity 
and extra spending to combat it. World- 
wide costs are much larger. 

So far every attempt to curb spam has 
also imposed costs, in terms of lost conve- 
nience or added expense, which most peo- 
ple are not yet willing to pay. If spam con- 
tinues to grow at such a rapid pace, 


however, that could change. 

Why has spam taken off? The answer 
seems to be a matter of simple economics. 
Sending an e-mail incurs no direct cost. 
Even the cost of sending bulk e-mails is so 
small that a response rate as low as one in 
100,000 justifies many bulk mailings 
(senders of physical junk mail usually 
need a response rate of one in 100). E-mail 
addresses on cps sell for about $5 per mil- 
lion, and spamming software can be 
downloaded free from the internet or pur- 
chased for just a few hundred dollars. 

Spammers have used increasingly so- 
phisticated techniques to get past software 
filters and to reach ever larger numbers of 
people. Some spam software scours the 


a You've got spam 
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web, “scraping” anything that looks like an 
e-mail address from websites, news 
groups, chat rooms and subscriber lists. 
“Dictionary attacks” use software to gener- 
ate huge lists of made-up e-mail addresses, 
mostly at big isps and web-based e-mail 
sites, and then spam them. Any message 
that does not bounce back as undeliver- 
able has reached a real e-mail address. 
Anti-spammers are pursuing both legal 
and technological remedies. So far, neither 
has done much to stem the rising tide. 
Anti-spam legislation of one sort or an- 
other has been enacted in 28 American 
states. Early in April two senators reintro- 
duced anti-spam legislation that failed to 
pass Congress last year. The bill would im- 
pose criminal penalties on bulk e-mailers 
who disguise their identities or do not pro- 
vide a genuine “unsubscribe” link to any 
message (many such links now merely in- 
vite more spam). The European Union has 
gone much further. Last July it passed a di- 
rective banning the sending of e-mail un- 
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less the recipient has specifically “opted 
in” to receive it. All EU countries have until 
October to pass national legislation imple- 
menting these severe new rules. 

Despite all this legal effort, doubts re- 
main about its effectiveness. Many spam- 
mers are difficult to locate and to prose- 
cute. Many others run such small 
businesses that they are hardly worth su- 
ing. On the internet, they can easily oper- 
ate across borders, making legal pursuit 
difficult or even impossible. 

Moreover, the business community it- 
self is divided about how restrictive laws 
should be. Large direct-marketing firms 
which also send unsolicited e-mails 
would like to see an end to mass mailings 
by pornographers and other unsavoury 
types, but are nervous about how far any 
anti-spam crackdown will go. They are ap- 
palled at the Eu’s “opt-in” scheme, fearing 
that it will destroy a promising new mar- 
keting and advertising medium. Legiti- 
mate businesses will be damaged, they 
say, while those pushing bogus products 
will simply flout the law. 

Others are trying to fight spammers 
with more sophisticated anti-spam filters. 
So far, most such filters are based on “black 
lists” of senders’ addresses to be blocked. 
Many of these run on the computers of 
ISPS or the main servers of corporate net- 
works. But they fail to block many spam- 
mers, who can change their own ad- 
dresses frequently, and they produce too 
many “false positives”, blocking genuine 
messages that the recipient wants. 

The most reliable, though extreme, fil- 
tering approach is that offered by Micro- 
softs Hotmail and other web-based e-mail 
services, which can be set to accept only e- 
mails from a specific “white list” of ap- 
proved senders. But for most people this 
destroys one of the joys of e-mail—receiv- 
ing unanticipated messages—and takes 
more time than they want to devote to 
managing their e-mail. One start-up, Iron- 
Port, is offering a system which employs a 
white-list of firms who post a financial 
bond guaranteeing good behaviour. 

One new idea is “challenge and re- 
sponse” filters which bounce messages 
back to the sender, asking for a confirma- 
tion before accepting the message. Some 
spammers have already countered this 
ploy with auto-response software. An- 
other new idea is software that statistically 
analyses the content of incoming e-mails 
to find spam, but this has yet to be widely 
tested and may also be vulnerable to coun- 
ter-measures by spammers. 

There probably is no single solution to 
spam. Both technology and new laws will 
be needed—although these might easily 
impose more costs than they remove. Or 
perhaps people will take a more active in- 
terest in managing their e-mail settings, or 
simply resign themselves to spending 
more time using the delete button. m 


The Economist April 26th 2003 
Russian energy 


More power to 
them 


MOSCOW 
Who exactly is the latest Russian oil 
merger meant to benefit? 


UST two weeks ago, rumours abounded 
Fay a big international oil company 
would buy Sibneft, a medium-sized Rus- 
sian firm—taking a lead from BP, which ac- 
quired 50% of Tyumen Oil Company in 
February. But on April 22nd Yukos, Rus- 
sia’s biggest producer of oil, and Sibneft 
announced that they would—minority 
shareholders willing—be tying the knot. 

Rather cheekily, they describe their 
new firm, YukosSibneft, as a “new interna- 
tional super-major”. In terms of reserves 
or crude-oil production, that is true: it will 
probably top both ChevronTexaco and To- 
talFinaElf. But it will be no match for firms 
such as BP and Exxon Mobil that are much 
more diversified, bothin business and geo- 
graphical terms. YukosSibneft will still 
make most of its money from pumping out 
and exporting crude. 

That, to some analysts, makes the busi- 
ness logic behind the merger a little shaky. 
Both firms could arguably have done bet- 
ter by joining forces with a globally inte- 
grated foreign firm than with a Russian 
one. Russian oil firms are relatively cheap 
partly because they are so focused on 
crude. And they have more than enough 
oil already—their problem is getting the 
stuff out of the country. The state-owned 
pipeline system is overstretched, and there 
has been no louder critic than Mikhail 
Khodorkovsky, Yukos’s boss, of the Rus- 
sian government's stubborn refusal—until 
recently—to allow private hands to build 
and own more pipelines. 

The terms of the deal, announced hur- 
riedly and with little detail, also raise some 
suspicions. Yukos, says James Fenkner at 
Troika Dialog, a Moscow investment bank, 
has a history of buying cheap. Yet it paid a 
premium for Sibneft, already the most ex- 
pensive firm on the market per barrel of re- 
serves. (It generates more cash per barrel 
than its rivals, counters Adam Landes of 
Renaissance Capital.) And the proposed 
terms of the deal look pretty cushy too: $3 
billion in cash to the main Sibneft share- 
holders, Roman Abramovich and his asso- 
ciates, for a 20% stake (the rest to be con- 
verted by a share swap), plus extra-large 
dividends to Yukos shareholders before 
the deal is completed. “The smart money 
may be getting out,” says Mr Fenkner. The 
goal, at best, may be to prevent the main 
shareholders losing out from a future drop 
in oil prices, as well as to allow Mr Abra- 
movich—never an oilman at heart—a 
graceful and well-cushioned exit. 


The merger’s other result, though, will 
be to prevent foreign firms from snapping 
up a large Russian oil stake for the time be- 
ing. YukosSibneft will probably be too big 
to devour in the foreseeable future, and 
there are no other likely candidates. “A 
barrel of Russian oil in the ground,” points 
out Eric Kraus at Sovlink, another invest- 
ment firm, “is worth about a quarter of 
what it would be on the books of a glob- 
ally integrated firm.” There are rumours 
that the Kremlin put pressure on Mr Abra- 
movich not to sell to a foreigner. Whether 
or not that is true, the powers-that-be are 
undoubtedly happier for Russian firms, 
rather than foreign ones, to control the na- 


Asian aviation 


Grounded? 


HONG KONG 
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tion’s cheap oil. 

And Mr Khodorkovsky too is bound to 
be pleased. Just a week earlier the govern- 
ment reversed its position on pipeline 
ownership, giving him and his peers a pro- 
visional green light to build a 2m-barrel-a- 
day link from the oilfields of Western Sibe- 
ria to the northern port of Murmansk. 
Now he will be the boss of a company 
worth around $35 billion, some 30% of the 
Russian stockmarket, and with more po- 
litical clout than ever. He has said he will 
retire in 2007 and has been giving money 
to various political parties. Whatever his 
ambitions may be, he is now better placed 
than ever to realise them. m 


The plan was to make Hong Kong the hub for all of Asia. Then came SARS 


HE SARS crisis is inflicting such pain 

on Asia’s airlines that airports in Sin- 
gapore and Taipei are lowering landing 
fees in solidarity. But Hong Kong, the air- 
port that is home to the worst hit carri- 
ers, Cathay Pacific and Dragonair, has so 
far done nothing. The Association of 
Asia-Pacific Airlines (AAPA), to which 
both carriers belong, is outraged. Hong 
Kong’s airport executives, says Richard 
Stirland, AAPA’s head, “will look not 
only unreasonable, but ridiculous in the 
eyes of the aviation world the next time 
they talk of creating a world-class avia- 
tion hub in Hong Kong.” 

That hurts. Since its return to Chinese 
sovereignty and the Asian financial cri- 
sis in 1997, Hong Kong has wallowed in 
an identity crisis. Now that next-door 
Guangdong province beckons with 
much cheaper labour and property, how 





A hub without the hubbub 


would this high-priced city make a liv- 
ing? The answer: become a world-class 
hub for its new industrial hinterland, the 
Pearl River delta, and all of Asia. 

Hong Kong’s beautiful new airport 
plays the lead role in this plan. Built by 
the British architect Sir Norman Foster, 
Chek Lap Kok, as it is known colloqui- 
ally, opened in July 1998, and it has been 
widely assumed ever since that the gov- 
ernment intends to privatise it. Already 
the world’s largest cargo airport and one 
of its busiest overall, cLK can handle 
45m passengers a year and its capacity 
will eventually reach 87m. Government 
policy toward foreign airlines is fairly 
liberal. The idea is to make CLK the main 
stopover for flights to, from and within 
Asia. 

SARS is therefore awkward. As one of 
the global hotspots of the outbreak, 
Hong Kong has, in one month, become a 
pariah instead of a hub. On a normal 
day, close to 100,000 passengers pass 
through CLK. On April 10th, to pick one 
recent day, 31,700 did. “We’re in the 
flow- management business,” says Da- 
vid Pang, its chief executive, but “when 
the flow becomes a trickle, our core busi- 
ness is under threat.” 

So is this the end of Hong Kong’s hub 
aspirations? Ridiculous, says David Dod- 
well, a consultant with interests in Hong 
Kong aviation. Yes, SARS is a reminder 
that Hong Kong is in a region that pro- 
duces nasty bugs. And yes, times are 
tough. But London recovered from foot- 
and-mouth disease, and New York from 
the West Nile virus and terrorism, to re- 
main hubs. In the long run, nothing can 
change the fact that Hong Kong has the 
only classy airport that is within five 
hours’ flying time of half the world’s 
population. Hard to argue with that. 
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Face value | Regime change for OPEC? 


The fall of Saddam Hussein is already spelling trouble for OPEC and its leader, Ali Naimi 





ILL the defeat of Saddam Hussein bring about regime 

change in the world’s oil market? Ever since the inflation- 
ary oil shock of the early 1970s, overseen by Zaki Yamani, a 
Saudi Arabian sheikh, gas-guzzling Americans have dreamed of 
smashing the OPEC cartel. Some of the oil men close to George 
Bush privately fantasise about how a pro-American and priva- 
tised Iraqi oil sector might, within a decade or so, crank out so 
much oil that Saudi Arabia, which in effect runs OPEC, would 
lose its market power. The world would be awash in cheap oil, 
priced by the forces of supply and demand, not by the anti-west- 
ern price-fixers now led by Ali Naimi, the Saudi oil minister and 
de facto boss of Saudi Aramco, a state-owned firm with more 
than 20 times the oil reserves of Exxon Mobil. 

Such fantasies may not be far-fetched, judging by the ructions 
in the oil market since the end of war in Iraq. For a start, OPEC 
called an emergency meeting in Vienna on April 24th to deal 
with the fact that the Iraqi war went so swiftly. In anticipation of 
huge supply disruptions, members of the cartel had flooded the 
market with oil—which now threatens a price collapse. Two days 
earlier, Yukos, a big Russian oil firm, said it would buy a local ri- 
val, creating an oil giant bigger than France’s TotalFinaElf. So it is 
not just Iraq that may threaten the Saudis; Russia is also becom- 
ing a contender. A final blow seemed to come from within Saudi 
Arabia: well-sourced rumours this week suggested that Mr 
Naimi is about to be forced out of office. 

If this week’s OPEC meeting is Mr Naimi’s last, the oil world 
will lose its biggest hitter since Mr Yamani. Mr Naimi’s influence 
has derived not from royal blood—the Saudis prefer a non-royal 
as oil minister—but from his technical expertise and his canny 
management of the oil market. When a price plunge in the late 
1990s shocked and (relatively) impoverished OPEC, Mr Naimi 
worked with Venezuela’s then-new leader, Hugo Chavez, to re- 
vive the cartel with concerted production cuts. That lifted prices 
from around $10 a barrel in 1998 to nearly $30 a year later, saving 
Saudi Arabia from financial disaster. The kingdom earned over 
$80 billion from oil in 2000, its second-highest amount ever, esti- 
mates Nawaf Obaid, an expert on Saudi oil. 

If Mr Naimi is now on the way out, it is unlikely to be as pun- 
ishment for the short-term miscalculations that have produced 


the present glut of oil in world markets. Indeed, reducing that 
glut will require just the sort of political skills of which he is a 
master. The trick is not merely to win agreement among OPEC 
members in Vienna to cut production, but to get them to make 
the cuts when they go home. Saudi Arabia is the only country 
that can usually enforce cartel discipline. If the oil market 
tightens in the next few weeks, it will be because Mr Naimi—or a 
successor—has cajoled or bullied smaller cartel members into 
meeting their quotas. However, in this instance, ensuring that 
cuts happen should be even easier, as most of the recent increase 
in output is the responsibility of the Saudis themselves. As Mi- 
chael Lynch of Strategic Energy & Economic Research, a consul- 
tancy, puts it: “The market is in the hands of the Saudis, who are 
over-producing like crazy and should have no problem cutting 
back to ‘normal’ at the first sign of weakness.” As if to prove the 
point, Mr Naimi ensured that Saudi Aramco started to reduce its 
output even before this week’s meeting in Vienna. 

It is this ability and willingness to turn supply on and off 
quickly that may enable Saudi Arabia to continue to be the dom- 
inant price-setter in the global oil market, whatever American 
fantasists hope. As Mr Naimi has pointed out, Saudi Arabia 
maintains an expensive cushion of excess capacity so that it can 
manage the market. It was this buffer, rather than any non-OPEC 
production, that came to the rescue when supply was disrupted 
by events such as the Iranian revolution, the Iran-Iraq war and 
the first Gulf war. And, as recent weeks made clear, Mr Naimi 
has used his buffer once again. Neither Iraq—nor, for that matter, 
Russia—seems likely to develop a similar buffer, despite the mar- 
ket power it brings. To do so would require the investment of 
many billions of dollars to develop wells that must then be kept 
largely idle. Russia’s mostly private oil firms seem unlikely to 
waste capital in this way, and Iraq will not be able to do so for 
many years. Saudi Arabia has the world’s largest reserves, and 
production costs well below Russia’s—wags joke that you need 
only stick a straw in the ground to strike oil. So it could outlast 
any rival, albeit not painlessly, in a prolonged price war. 


Sheikh out 

So, why might the Saudis even think of firing Mr Naimi, who has 
been their oil minister since 1995? The most plausible explana- 
tion is that he has lost a power struggle over the role of foreign in- 
vestment. For years, a faction led by the foreign minister has 
been pushing to open up the country’s natural gas and power 
sectors to foreign money. Even though this would certainly not 
involve the full privatisation of Saudi oil into foreign hands, Mr 
Naimi saw this proposal as an attack on his beloved Aramco and 
fought it tooth and nail. 

He may have lost this battle soon after Saddam lost his. It 
seems that Exxon Mobil’s formidable boss, Lee Raymond, who 
has long had a testy relationship with Mr Naimi, recently com- 
plained via back-door channels to the powers in the House of 
Saud about the oil minister’s obstructionism on the gas deals— 
suggesting that investment dollars might flow instead to newly 
liberated Iraq. If the rumours are indeed true, this prospect ap- 
pears to have worried the Saudi royals enough for them to move 
against Mr Naimi. Although letting in foreign capital would 
surely benefit Saudi Arabia—keeping it out never made much 
sense—it would also be evidence of growing nervousness in the 
kingdom. That hardly amounts to the end of Opec. But President 
Bush’s oily friends would be delighted. m 





Special report The future of accounts 
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True and fair is not hard and fast 


For accounts to reflect reality, they need to be more volatile and less precise 


T procession of companies admitting 
to having lied in their reported ac- 
counts has undermined faith in corporate 
numbers and put the accounting profes- 
sion under pressure to change its ways. In 
the 1990s, accountants clearly failed to 
keep up with the tricks that were devised 
to help companies inflate their profits. The 
first priority for those who set accounting 
rules has been to try to choke off the most 
obvious loopholes. 

Looking further into the future, how- 
ever, some see the crisis in accounting as 
an opportunity to change the shape and 
content of accounts more fundamentally. 
The growing use of market values for as- 
sets and liabilities (instead of the acciden- 
tal “historic cost” at which they were ob- 
tained) is going to make shareholders’ 
equity and profits swing around far more 
than in the past. Under such circum- 
stances, profits may come to be stated as a 
range of figures, each of them arrived at by 
using different accounting assumptions. 

This may sound worryingly uncertain, 
butit might be better than trying to rely on 


a brittle illusion of accounting exactitude, 
which is liable to collapse during times of 
economic strain. For the moment though, 
the efforts of regulators and standard-set- 
ters are focused on five main areas: 

e Pro-forma accounts. These are the first 
sets of results produced by companies in 
America: they are unaudited and do not 
follow America’s GAAP (Generally Ac- 
cepted Accounting Principles). In the years 
of the stockmarket bubble they were 
shamelessly abused. Companies regularly 
reported huge profits in their pro-forma 
earnings statements, only to register even 
larger losses in their official filings with the 
Securities and Exchange Commission 
(SEC). Since the end of March this year, 
companies have been compelled to show 
how they reconcile their pro-forma figures 
with the numbers subsequently produced 
according to GAAP rules, of which there 
are hundreds. 

e Off-balance-sheet vehicles. These in- 
clude the “special-purpose entities” made 
famous by Enron, which gave them the 
names of suitably fanciful characters in 
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the Star Wars movies. They allowed the 
Houston oil trader to hide hundreds of 
millions of dollars of liabilities from inves- 
tors’ eyes. The Financial Accounting Stan- 
dards Board (FASB), America’s private-sec- 
tor standard-setter, issued guidance on 
these vehicles in January, which Ford and 
General Motors say will have a material 
impact on their profits this year. But some 
think that the new rules are weak because 
they allow exemptions for “qualifying” 
special-purpose entities. 

è Stock options. Most significant of all, 
perhaps, is the attempt to force companies 
to account for stock options granted to 
their employees. This week, FASB agreed 
that the cost of employee stock options 
should be treated as an expense. The ques- 
tion is, how to value them. The standard- 
setters may yet have a fight on their hands. 
In 1994, Congress threatened to take away 
FASB’s standard-setting powers if it didnot 
abandon its attempt to make companies 
“expense” their stock options. Opposition 
is gathering once more, although this time 
recent accounting scandals should lend 
support to FASB’s position. 

e Pension funds. Another controversial 
aim is to make companies change the way 
they account for their employee pension 
schemes. Britain’s new standard on pen- 
sions, FRS17, forces them to measure pen- 
sion assets at market value. In future, if a 
company’s pension fund owes its mem- 
bers more than it owns in assets, the differ- 


ence will be shown on the balance sheet. >> 






> Outside Britain, such gaps can be 
smoothed out over years, with the result 
that some companies are still recording 
profits from their pension schemes despite 
the fact that the schemes themselves are in 
deficit. Britain’s approach will spread: in 
March, FASB said it would start examining 
ways to improve accounting for employee 
pension plans, with the aim of publishing 
a new standard on pension accounting in 
America next year. 

e Revenue recognition. This is the vexed 
issue of when precisely to include revenue 
in the accounts—for example, when an or- 
der is made, when it is shipped, or when 
payment is received. Revenue recognition 
has been the main reason for restatements 
of accounts by American companies in re- 
cent years. Sir David Tweedie, chairman of 
the International Accounting Standards 
Board (IAsB) in London, and his equiva- 
lents around the world want to lay down 
new rules on when a company can recog- 
nise revenue. Again, the effect could be far- 
reaching: companies could be made to 
look far smaller if they are prevented from 
pulling revenue forward from future peri- 
ods, as many do now. 


Future standards 

Standard-setters hope that today’s mood 
of financial conservatism will allow them 
to tighten up other areas of accounting too. 
For example, Sir David wants all leases— 
contracts in which a company is commit- 
ted to pay for the use of an asset over along 
period of time—to be recorded on compa- 
nies’ balance sheets as debt. The result 
would be to make balance sheets larger 
and debt ratios higher. 

Yet another goal is to shift the world’s 
body of accounting standards away from 
rules (the approach favoured in America) 
towards principles (more influential in 
Britain). The hard rules embedded in 
America’s GAAP have helped devious fi- 
nanciers to design structures that obey the 
letter of the law butignore the spirit. 

But Bob Herz, the new chairman of 
FASB, is not optimistic about his ability to 
move GAAP towards principles and away 
from rules. Because companies and audi- 
tors demand certainty in America’s liti- 
gious market place, the most he can do, he 
says, is to steer somewhere in between the 
two approaches. 

Standard-setters may find it a struggle 
to bring in tough new measures. But they 
have a wider agenda that finance directors 
will eventually find it hard to resist. They 
want to stop companies using accounting 
rules to create the impression that profits 
rise remorselessly every year—by, in effect, 
smoothing out their earnings. “We are 
stripping away management's ability to 
massage their numbers,” says Sir David. 

Peter Holgate, the head technical 
partner at PricewaterhouseCoopers in 
London, asks how it is that corporate earn- 


ings move upwards in a straight line while 
the drivers of those results—consumer de- 
mand, stockmarkets, interest rates and for- 
eign-exchange rates—bump around much 
more unevenly. 

Clamour for reform began in the 1990s. 
As share prices soared, people pointed to 
the growing gap between the book value 
of companies (what appeared in their ac- 
counts) and their market capitalisation 
(valued on stock exchanges) as evidence of 
the irrelevance of accounts. The way to 
make them more relevant (and to stop ex- 
ecutives from fiddling them) is, standard- 
setters believe, to force companies to value 
more of their assets and liabilities at mar- 
ket prices, to “mark them to market”. 

Instead of holding assets and liabilities 
at historic cost, and depreciating assets by 
a set amount each year, they maintain that 
companies should in future be required to 
mark them to market at the end of each re- 
porting period. Big swings in values will 
then be passed quickly through the profit- 
and-loss account or through the share- 
holders’ equity. Inevitably, profits will be- 
come far more volatile. 

Sir David Tweedie argues that market 
value is obviously superior to historic cost. 
When he was an accounting lecturer at the 
University of Edinburgh in Scotland, he 
conducted an experiment with a group of 
120 18-year-old students. He sent out of the 
room the few who were already trained in 
the historic-cost convention, and found 
that 95% of the remainder, allowed to 
think from scratch, said that they would 
value assets and liabilities at their market 
value, not according to how much a com- 
pany had paid for them at some arbitrary 
moment in the past. 


Derivative issues 

Using market value for all assets and liabil- 
ities will make some difference to how 
fixed assets are valued. But by far the larg- 
est impact of “fair-value accounting”, as 
the use of market value is called, will be to 
bring the volatility of financial markets 
into companies’ results. Fair-value ac- 
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counting, therefore, will affect banks and 
insurance companies far more than others, 
because they have the highest proportion 
of financial assets. 

Under a new rule from the 1AsB— 
1AS39—derivatives and all financial instru- 
ments held for trading purposes will have 
to be recorded at fair value from 2005, 
when the IAsB’s rules become mandatory 
for all listed companies in the European 
Union. Eventually, says Sir David, all as- 
sets and liabilities should be recorded at 
fair value. In the meantime, 1As39’s half- 
way house creates a particular problem for 
banks, or so they claim. 

French banks, together with German 
and British ones, are fighting it hard. Phil- 
ippe Bordenave, finance director of BNP 
Paribas, France’s largest bank, says that asa 
result of having to mark its hedging deriv- 
atives to market—but not the underlying 
assets being hedged—its shareholders’ 
equity will become far more volatile. The 
bank’s equity of €40 billion ($44 billion), 
he says, could swing around by as much as 
€1 billion from one year to the next, just 
because of the new rule. “This is artificial 
volatility with no economic substance,” 
he argues. 

One solution, says Mr Bordenave, 
would be to use market values for every- 
thing, but that might have a graver conse- 
quence. Investors may come to have less 
confidence in accounts because many of 
the “fair” market values would be unreli- 
able. Indeed, Enron notoriously made use 
of fair-value accounting to manipulate the 
worth of its energy contracts. Insurance 
companies, which are also facing new 
rules from the 1AsB forcing them to mark 
their assets (but not their liabilities) to mar- 
ket, similarly fear that their earnings will 
become far more volatile and that inves- 
tors will shun them. 

The slow march to market value is 
probably unstoppable in the long run, be- 
cause so many accountants now believe 
that it is the most intellectually valid way 
to value assets. But nobody knows what 
will be the consequences of the volatility 
that would inevitably follow. In the worst 
case, large numbers of investors could be 
frightened away from equities. 

In future, accounts are likely to become 
more volatile, more complex and more 
subjective. Overall, standard-setters admit 
that people who are not trained in how to 
read them will have to rely more than ever 
on experts. But to help readers cope with 
the complexity of fair value, they intend to 
introduce a new way of showing compa- 
nies’ income—instead of a single column 
with turnover and so on, the profit-and- 
loss statement will be presented in the 
form of a matrix, in three columns. One 
column will show gains and losses from 
changes in fair value, another would show 
old-fashioned costs and revenues, and the 
last would show the total of the two. 
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Standard-setters also hope to make 
things a bit easier by simplifying the lan- 
guage usedin financial statements. Instead 
of “debtors”, for example, they would like 
to have “people who owe us money”; in- 
stead of “current assets”, “assets we have 
at the present time”; and instead of “liabil- 
ities”, “where the money came from”. 


Try revolution, not evolution 

Closing up some obvious loopholes, 
bringing in more market valuation and 
taking away some jargon—these are all im- 
portant changes. Together, though, they 
amountto patching up the existing system. 
It is not surprising that accountants have 
decided to fix what is there already: they 
are on the whole a conservative bunch 
and not given to experimentation. Some of 
them, however, would like to see a far 
more radical rethink of accounts. 

To start with the basics, what are ac- 
counts for? Most accountants would prob- 
ably reply that they are there to give a true 
picture of a company’s performance dur- 
ing a particular period of time. Investors, 
however, want far more than that: they 
wanta sense of the company’s future pros- 
pects. In this, though, they are asking ac- 
counts to do things that they have never 
done before, says Robert Merton, a profes- 
sor at the Harvard Business School. It is a 
bit like “asking a plough horse to gallop on 
a racetrack,” he says. 

In particular, he believes that users of 
accounts want them to highlight risks, and 
he thinks that they should include some- 
thing similar to banks’ value-at-risk (VAR) 
measures, which show the amount of 
money that a bank could lose from its trad- 
ing at any moment in time. VAR systems 
aim to provide a range of gains and losses 
under various scenarios. An accounting 
version would show investors the likeli- 
hood of big swings in a company’s assets. 

Regulators also believe that companies 
should be obliged to give out new sorts of 
information. There should be new sec- 
tions in annual reports on companies’ in- 
tangible assets and on “key performance 
indicators”—such as employee turnover, 
customer acquisition cost or inventory 
turnover. The single most important thing 
that regulators could do to improve ac- 
counts, says Lynn Turner at Colorado State 
University and a former chief accountant 
at the sec, would be to make companies 
report audited key performance indi- 
cators. Proper insights into a company’s 
business, he says, can highlight accounting 
shenanigans. Harvey Goldschmid, a com- 
missioner at the SEC, says that the regula- 
tor will consider how to get companies to 
publish key performance indicators “as 
soon as we realistically can”. 

In 2000, at the height of the stockmark- 
et bubble, the sec asked Jeffrey Garten, 
dean of the Yale School of Management, to 
lead a task-force to look into intangible as- 


sets and new kinds of performance in- 
formation for companies. One of the task- 
force’s most provocative ideas was that 
companies’ accounts should include in- 
formation about their management and 
founding investors. There could be a re- 
cord of managers’ past successes and fail- 
ures, and asummary of employment con- 
tracts. On founding investors, the report 
suggests adding details of their track re- 
cord, the length of time that they have in 
the past held shares after an initial public 
offering (1P0), and their current intentions 
(if any) to sell shares in the company. 

None of this, however, will address the 
deepest flaw in accounts, says Baruch Lev, 
a professor of accounting and finance at 
the New York University Stern School of 
Business. This is the reality that most of the 
numbers in accounts are not facts but esti- 
mates. People are not good at estimating 
things, he says, and no amount of new ac- 
counting rules and auditing will change 
the fact that estimates are fragile and easy 
to manipulate. 

Mr Lev’s remedy is to separate com- 
pany accounts into two pieces: one “core” 
and one “satellite”. The core part would 
have the most reliable numbers, or the 
ones that rely the least on estimates—cash- 
flow would go here, for instance, and per- 
haps property. The satellite part would 
contain fair-value numbers and intangible 
assets, as well as other items. 

The company would then have to state 
in its annual report what percentage of its 
numbers derive from estimates and what 
portion are verifiable facts: analysts might 
choose to apply a discount, reflecting the 
increased risk, to companies with a high 
level of estimates. In subsequent years, the 
company would be obliged to go back and 
check how well its estimates had mea- 
sured up to reality, much as governments 
go back and revise GDP estimates. Over 
the long run, says Mr Lev, managers of 





companies would not be able to get away 
with repeated big misses. 

Although companies and their audi- 
tors pretend that they can work outa single 
profit figure and a single net-assets num- 
ber, the truth is that accountants do not 
know exactly how much money a com- 
pany has made, nor exactly how muchitis 
worth at any one moment. Realistically, 
the best they can hope for is a range—“x 
corporation made somewhere between 
$600m and $800m”—depending on, for 
instance, what assumption is made about 
the likelihood that its customers will pay 
all the money that they owe. 

Throughout the history of accounting, 
some folk have called for accounts to be 
presented in the form of ranges. Mr Hol- 
gate, for instance, a partner of the world’s 
largest accounting firm and by no means a 
wild-eyed radical, believes that presenting 
profits in this way would be much more re- 
alistic. For understandable reasons, 
though, the world has clung to the illusion 
of certainty and exactness. 

Mr Lev argues that the 1902 annual re- 
port for us Steel gives more useful in- 
formation to investors—monthly produc- 
tion data, for instance—than do many sets 
of accounts today. At the start of the last 
century, of course, there were no account- 
ing rules and no auditors. So companies 
could respond directly to what their share- 
holders demanded to know. 

Today, the weight of regulation and the 
ever-present threat of litigation leaves 
companies with little freedom to experi- 
ment with new information and new 
ways of presenting their numbers. Even 
though many chief executives say that 
they would like to show key performance 
indicators, for instance, they will probably 
not volunteer any for fear of the conse- 
quences. So, although accounts will proba- 
bly improve over time, do not expect any- 
thing radical too soon. m 
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Specialist help needed 


NEW YORK 


An investigation of the specialists at the heart of the New York Stock Exchange 


raises yet more concerns about Wall Street 


ARDLY a week goes by without an un- 

flattering light being shone into some 
corner of America’s securities industry. 
Caught in the beam now is Frank Quat- 
trone, once of Credit Suisse First Boston, 
who on April 23rd became the first invest- 
ment banker to face criminal charges 
linked to recent scandals. Caught also is an 
institution at the very centre of America’s 
financial markets: the New York Stock Ex- 
change (NYSE). On April 22nd, the NYSE is- 
sued an indignant response to press re- 
ports that the Securities and Exchange 
Commission (SEC) was investigating trad- 
ing violations by “specialists”, the middle- 
men who carry out trading orders on the 
floor of the exchange. 

The job of specialists is to buy and sell 
on their clients’ behalf. They are not sup- 
posed to buy shares for themselves know- 
ing that they can resell them to clients at a 
profit, a practice known as “front-run- 
ning”. If buyers are bidding more than sell- 
ers are asking, specialists are not allowed 
to trade for themselves and pocket the 
spread. They should merely bring buyer 
and seller together, and then stand aside— 
meeting, in the ugly language of the NYSE, 
their “negative obligations”. 

The press reports had said that special- 
ists were being investigated for front-run- 
ning. No, says the NYSE: the inquiry con- 
cerns the negative-obligations rule. To 


most people, the distinction is a fine one. 
The basic question is the same: did special- 
ists buy shares at a low price, aware that 
they could sell them immediately for a tiny 
profit? Fair play in most businesses, this is 
specifically prohibited by exchange rules. 

Experienced traders say the accusa- 
tions, if true, suggest a scheme so blatant 
that detection was inevitable. Prices, buy- 
ers, sellers and the times of transactions 
are all documented on trading tickets. 
Could anyone be so dumb? Surely there is 
more to it than this? After all, the firms be- 
ing questioned are sophisticated: Spear, 
Leeds & Kellogg, a subsidiary of Goldman 
Sachs; FleetBoston Financial; Bear Wagner, 
part-owned by Bear Stearns; and two orga- 
nisations less well known to the public but 
long established on the exchange, La- 
Branche and Van der Moolen. 

So far, Fleet Boston has acknowledged 
suspending a specialist who was responsi- 
ble for trading the shares of General Elec- 
tric. Todd Christie, head of Spear Leeds, 
who had been nominated to the board of 
the NYSE, was abruptly sacked in late 
March. The reasons were not made public, 
and Goldman Sachs says his departure 
had nothing to do with the investigation. It 
declined further comment on the probe. 

In another era, a hullabaloo such as this 
might have passed over quickly. Trading 
scandals are nothing new, and most have 
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been quickly forgotten. In 1999, for in- 
stance, the NYSE promised to improve its 
scrutiny of traders in a settlement with the 
SEC. One floor broker was banned from 
the securities industry and two other exec- 
utives pleaded guilty to criminal charges. 
The investigation involved activities dat- 
ing back to the early 1990s, when the NYSE 
was led by one William Donaldson— 
whose nomination as head of the SEC re- 
cently sailed through Congress. 

Times have changed. Wall Street is now 
the target of ambitious prosecutors as well 
as of lawyers seeking grounds for private 
litigation. Given Mr Donaldson’s own his- 
tory at the NYSE and the travails of his 
predecessor at the SEC, Harvey Pitt, when 
he was perceived to be protecting firms 
with which he had been associated as a 
lawyer, there is likely to be political pres- 
sure to pursue this case aggressively. 


Another unwelcome shaft of light 
Whatever the outcome, the investigation 
looks sure to shed more light on how the 
NYSE and specialists operate. This is un- 
likely to do either much good. It has never 
been entirely clear how the specialists 
make their money. They are obliged to pro- 
vide an orderly market. At times, they may 
therefore have to build an inventory of 
shares that are in demand, or otherwise in- 
tervene between buyers and sellers. To do 
that, though, they have to move before 
their customers—putting them in danger, 
at least, of front-running or breaking the 
negative-obligations rule. “Specialists 
make money based on proprietary knowl- 
edge of investor order flow,” says Benn 
Steil, a fellow at the Council on Foreign Re- 
lations. “This is not a by-product; it is what 
the exchange does.” 

The only sure way of ending trading 
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> transgressions, says Mr Steil, would be for 
the sec to require a change in how orders 
are handled, insisting that they be exe- 
cuted when they are received. However, 
that would undermine the value of spe- 
cialists. In effect, the market would be- 
come fully automated. 

Increased transparency atthe exchange 
has already had the unintended effect of 
making specialists’ clients—mainly, finan- 
cial institutions—disgruntled. Rules that 
came into effect last year, forcing special- 
ists to disclose their order books, have sup- 
plied clients with new information about 
how well, or poorly, their orders are being 
fulfilled. Some are deeply unhappy. Of 
course, they will stay with the exchange as 
long as itis cheap to trade shares there. But 
the cost of trading a share on the NYSE has 
risen by 30% in the past four years, accord- 
ing to Elkins/McSherry, a research firm. If 
that continues, upstart electronic ex- 
changes, which until now the floor-based 
NYSE has seen off fairly easily, will start to 
look more attractive. 

Still more openness would be wel- 
come. For example, investors are espe- 
cially keen to know exactly how the 
NYSE’s directors are selected, and how 
much they are paid. Transparency is vital 
for what is, in effect, a quasi-public institu- 
tion, says Charles Elson, a professor at the 
University of Delaware. Recent turmoil 
over the NyYSE’s directors has made a 
mockery of the exchange’s claims to be the 
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first line of investor protection. 

In the fairly recent past, departures 
from the board have included Linda 
Wachner, whose lingerie company went 
bankrupt; Martha Stewart, who has been 
under investigation for insider trading; Mi- 
chael Carpenter, replaced as the head of 
Citigroup’s investment bank in the after- 
math of various scandals; and Jean-Marie 
Messier, who had a disastrous reign at Vi- 
vendi, a French utility turned media em- 
pire. In March, the Nyse was forced to 
withdraw the nomination to the board of 
Citigroup’s boss, Sandy Weill, as a spokes- 
man for investors. Deposed from Spear 
Leeds, Mr Christie also stood aside. 

This sad list could easily grow. On April 
15th, the National Association of Securities 
Dealers filed a complaint against Invemed, 
an investment bank run by another NYSE 
director, Kenneth Langone, accusing it of 
mishandling initial public offerings. Mr 
Langone is a founder of Home Depot, a do- 
it-yourself chain, to whose board the 
NYSE’s chief executive, Richard Grasso, 
was recently appointed. The fashion in 
corporate-governance circles is to frown 
on such reciprocal relationships. Still, it 
could be worse: Mr Grasso’s last promi- 
nent directorship was at Computer Asso- 
ciates, a company plagued by dubious ac- 
counting and mismanaged stock options. 
Perhaps he believes that investors are best 
protected by those who have seen sharp 
practice at first hand. m 


A cosmetic attempt to repair those balance sheets 


IVE German banks have joined Kredit- 

anstalt für Wiederaufbau (xfw), a state- 
owned development bank, to create a joint 
venture that will securitise and sell bil- 
lions of euros-worth of their loans. The in- 
tention is three-fold: to shift loans off their 
balance sheets; to recycle the proceeds in 
new loans to the Mittelstand—credit-hun- 
gry, medium-sized companies; and to put 
some oomph into Germany’s laggard as- 
set-backed-securities market. 

All admirable goals, but the exercise 
smacks of rearranging the deckchairs on 
the Titanic. There were discussions re- 
cently between the German government 
and the banks about creating a “bad” bank 
as a repository for some of the mounting 
burden of impaired and non-performing 
loans (see chart). But the new initiative is 
emphatically for pooling good loans, not 
bad, and for creating securities that will 
command ratings as high as AAA. “This is 


definitely not the old bad-bank idea,” says 
Caio Koch-Weser, a senior official at the fi- 
nance ministry, which has put its weight 
behind the plan. 

Indeed. It is a new bad-bank idea. The 
bad banks will be the participants: having 
sold off their better loans, their books will 
look even worse. And then, apparently, 
they will have liberated more capital to ex- 
pend on more reckless loans to ailing com- 
panies. That at any rate is the worry of 
Vasco Moreno, head of European bank re- 
search at Fox-Pitt, Kelton, an investment 
bank: “This manoeuvre may only post- 
pone their readiness to take pain and im- 
prove their credit control.” 

The five—Deutsche Bank, Dresdner 
Bank, Commerzbank, HypoVereinsbank 
and pz Bank, a co-operative bank—believe 
that creating one securities pool will help 
to establish a brand and promote liquidity. 
The banks insist that the partnership with 
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Kfw is not an attempt to harness its AAA 
credit rating but to benefit from its exper- 
tise. kfw has run programmes for the past 
three years for securitising mortgages and 
Mittelstand loans. Now itis time to develop 
a proper market for asset-backed securi- 
ties. To date, Kfw’s securitisations have 
been constructed synthetically, using 
credit derivatives to avoid corporation tax. 
The government promises to change the 
tax law by the summer, to allow securitisa- 
tions that are a true sale of assets. 

German bankers expect that around 
€10 billion-11 billion ($11 billion-12 billion) 
might be securitised next year. The 
scheme will be open to other banks, say 
the five. Germany’s public-sector banks, 
for instance, are not excluded, but did not 
reach agreement in time to join at the out- 
set. They also have less incentive to hive 
off loans, because their capital is guaran- 
teed by the state. But the focus of the initia- 
tive seems unnecessarily narrow. Since 
Germany is part of the euro area, it would 
have looked better to throw the market 
open to all banks based in the zone. 

That might also have prevented the 
arousing of suspicion at the European 
Commission, whose competition watch- 
dog has already taken Germany to task 
over the cosseting of its banks. The in- 
volvement of the finance ministry and a 
state-owned bank may also offend Anglo- 
Saxon sensibilities: the American and Brit- 
ish treasuries tend to leave the creation of 
new markets to the private sector. 

German Officials insist there is no ele- 
ment of subsidy: state-owned Kfw is a 
commercial partner. What is more, there is 
no reason why the market, once estab- 
lished, should not securitise foreign assets 
too. “I see a potential in the wider single 
European market,” says Mr Koch-Weser. 

“This is just a way to kick-start the true 
securitisation of assets in Germany,” says 
a German banker. Maybe German consen- 
sus should not be underestimated, and 
this plan is exactly the push that Finanz- 
platz Deutschland needs. More probably, 
Germany’s banks and economy will stay 
depressed. Moving loans around may hide 
problems. It will not solve them. m 





Mexican pension funds 


Safety first 


MEXICO CITY 


Are Mexico’s successful funds too cautious? 


OU know the story about private pen- 

sion schemes, at any rate in Britain and 
America: suffering chronic shortfalls, 
thanks in no small measure to over-enthu- 
siastic investment in shares. Why, wail 
most pensioners-to-be, didn’t our fund 
managers put our money into something 
safer, like dear old government bonds? 

Mexico’s future pensioners seem rather 
more fortunate. Thanks to a mixture of 
regulation and caution, nearly 90% of their 
pension funds’ money is invested in gov- 
ernment bonds. Even by the standards of 
other Latin American countries, this is a 
high proportion (see chart). Too high, say 
some: Mexican companies and the econ- 
omy are suffering as a result. 

Since the pension funds (known as Sie- 
fores) were privatised in 1997, they have 
been hailed as a big success. Mexicans’ av- 
erage age is just 27, so there will be a lot of 
people earning and saving, and not many 
pensioners for years yet. (Contrast that 
with doddery old Europe, where un- 
funded, state pension systems are already 
buckling.) The Siefores have a big pool of 
money to invest: $33 billion under man- 
agement, equivalent to 5% of GDP; in 1997, 
the ratio was a mere 0.4%. By 2010, esti- 
mates the pension funds’ regulator, the ra- 
tio of the funds’ portfolios to GDP will dou- 
ble, and then double again by 2020. 

There are good reasons why the Sie- 
fores’ portfolios are skewed towards gov- 
ernment debt. The economic crisis of 1995 
exposed a plethora of bad investments. To 
safeguard pensioners’ money, severe re- 
strictions were placed on the Siefores. At 
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least 64% of their portfolios had to be in 
government bonds. Any corporate bonds 
they bought had to be rated at least AA, 
and they were barred from investing in 
property or shares, unlike pension funds 
in most other countries. 

The rules have produced a ready mar- 
ket for government debt. However, only 
about 20 Mexican companies have ever 
been able to issue bonds that the Siefores 
have bought. These are entities such as Ce- 
mex, a cement giant, or Telmex, a telecom- 
munications firm, which dominate their 
industries and have no problem raising 
money anyway. The rest of the private sec- 
tor, meanwhile, complains at being un- 
able to draw on a large and growing reser- 
voir of investment capital. To make 
matters worse, Mexico’s banks have been 
no more willing to lend to companies, pre- 
ferring instead to lend, like the pension 
funds, to the state. Between them, the gov- 
ernment, the pension funds and the banks 
risk crowding out private investment. 

The government defends itself by say- 
ing that in recent years, with memories of 
the 1995 crisis receding, it has been relax- 
ing the legal restrictions on the Siefores’ in- 
vestments. The requirement for a mini- 
mum investment of 64% in government 
paper was removed two years ago. The 
minimum acceptable rating for corporate 
bonds has been cut to A-. 

However, aggrieved companies hun- 
gry for finance point out that this has made 
little difference in practice to the invest- 
ment decisions of the Siefores. Big funds, 
such as Banamex, still have no corporate 
bonds in their portfolios rated below AA. 
Saul Escarpulli, who is director of financial 
planning at Corporación Geo, Mexico’s 
largest house-builder, argues that the Sie- 
fores are “too conservative”. His 30-year- 
old company has an A rating. He says he 
has to rely for financing on short-term 
bank loans at high interest rates instead of 
on longer-term bonds. 

The head of Banamex, Oscar Medina- 
Mora, says that the funds are not to blame. 
He argues that companies could do more 
to help themselves. They could be more 
imaginative in the type of bonds that they 
bring to the market, he says, for instance by 
offering shorter-term bonds if they have 
lower ratings. 

Perhaps the Siefores lack imagination 
too. Victor Herrera, the head of the Mexico 
City office of Standard & Poor’s, a rating 
agency, asserts that the situation is now 





Trusting the Siefores 


“really bad”. He argues that the Siefores are 
still devolving risk management to agen- 
cies such as his, when they “should be de- 
veloping their risk-management tools 
much more than they are today.” The test 
of the funds’ decisions, though, will be the 
financial health of future pensioners. In 
richer countries, a little more caution on 
the part of pension-fund managers would 
not have come amiss. Could Mexico do 
with alittle less? m 


Derivatives exchanges 


Clear for take-off 


CHICAGO AND LONDON 
The quest for bigger, better clearing 
produces a surprising alliance 


T SEEMS that clearing in the derivatives 

business has grown important enough 
to drive two Chicago exchanges, bitter ri- 
vals for many a year, into each other’s 
arms. Well, almost. The Chicago Mercan- 
tile Exchange (CME) and the Chicago 
Board of Trade (CBOT) said last week that 
they had agreed in principle to share the 
CME’s wholly-owned clearing house for 
the clearing of contracts traded on both ex- 
changes. The cCBoT has until the end of 
May to work out the details. By January it 
may have severed its present tie to the sep- 
arately owned Board of Trade Clearing 
Corporation (BOTCC). 

The consolidation of clearing is increas- 
ingly attractive to market participants for 
several reasons. It pleases regulators. It re- 
duces the operational risk of failed trades. 
Most important, it gets a lot of credit risk »» 
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> off traders’ balance sheets. Since the col- 
lapse of Enron and the deterioration of 
credit quality worldwide, traders of deriv- 
atives have been much keener to protect 
themselves from nasty surprises. Accord- 
ing to the International Swaps & Deriva- 
tives Association (ISDA), an industry 
body, the use of collateral to cover deriva- 
tives contracts traded outside exchanges 
has grown rapidly. A recent survey of 
ISDA members showed that 73 of the 
world’s biggest derivatives firms, includ- 
ing 59 banks and 11 broker-dealers, had 
$719 billion of collateral in circulation be- 
tween them to cover bilateral contracts. 
Last year the figure was $437 billion. Far 
less collateral would be needed if the con- 
tracts were cleared through a multilateral 
clearing house where more deals could be 
offset against each other. 

For years, derivatives exchanges have 


Japanese insurance 


Bulldozed 


TOKYO 
Yet another problem for Japan’s insurers 


ISING car theft used to be Japanese 

property-and-casualty insurers’ big- 
gest headache. Now there is anew men- 
ace: robbers who steal construction 
machinery, mostly hydraulic excavators, 
from building sites. 

Dealing with car thieves was bad 
enough. More than 63,000 cars were re- 
ported stolen in 2001, a record. This cost 
insurers some ¥60 billion ($490m), al- 
most 50% more than the year before, and 
20 times what they paid out in 1990. In 
response, a special task-force made up of 
the police, the transport ministry, cus- 
toms officials, car companies and insur- 
ers was Set up. Its first step was to raise 
public awareness. Japan is, after all, a 
country used to low crime levels, where 
many drivers still leave keys in the igni- 
tion when they park (and insurers pay 
out when the cars are then stolen). The 
insurance industry offered discounts for 
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sought to capture some of the fantastic 
growth seen in the over-the-counter (OTC) 
derivatives market. To some extent, this 
can be done by creating standardised, ex- 
change-traded contracts that mimic the 
commonest OTC products. The two Chi- 
cago exchanges have done this with five- 
year and ten-year interest-rate swap con- 
tracts with some success. But a greater 
prize is the creation of a multilateral clear- 
ing platform for all manner of complicated 
bilateral trades. The London Clearing 
House (LCH) did this in September 1999 
with SwapClear, which provides multilat- 
eral clearing for interest-rate swaps, rang- 
ing up to 30 years, in 12 currencies. Today it 
has over $10 trillion of swaps on its books. 
Success with SwapClear earned the LCH a 
Queen’s Award for innovation in Britain 
this week. 

There will be more attempts to harness 


cars with theft-prevention devices. Al- 
though the number of car thefts fell from 
its peak, it has been creeping up again 
since November. 

The task-force is now drawing up 
similar plans to fight construction-ma- 
chinery heists, which have also become 
more frequent in recent years (see chart). 
Insurers are particularly concerned 
about hydraulic excavators—called 
“power shovels” in Japan—the most pop- 
ular target for thieves. These are often 
used in further crimes, such as breaking 
open automated teller machines (ATMs) 
which have been stolen from outside su- 
permarkets and banks. This became 
popular last year: 26 ATMs containing a 
total of ¥335m in cash were stolen, com- 
pared with only one in 2001. 

The Marine and Fire Insurance Asso- 
ciation of Japan estimates that the indus- 
try paid out ¥1.7 billion in claims for 
stolen construction machinery in the 
year to March 31st, almost three times 
the amount of three years before. But 
insurers also have to pay out on stolen 
ATMS. The actual machines are thought 
to cost ¥2m-3m apiece. Insurance on 
their contents varies widely, but is usu- 
ally capped. 

As with cars, the task-force is trying to 
persuade construction companies not to 
leave hydraulic excavators unattended, 
with the key attached, at building sites at 
night. Unfortunately, that might not be 
enough. It turns out that there are only 
one or two types of key for many mod- 
els of hydraulic excavator. Manufactur- 
ers are making life easy for the thieves. 
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the OTC market. The LCH is looking at the 
forward foreign-exchange market, and, 
perhaps later, at the clearing of credit de- 
rivatives—in essence, promises to pay if a 
borrower defaults—which would be a 
mighty technical challenge. A new Lon- 
don derivatives exchange, EDx, being de- 
veloped by the London Stock Exchange 
and OM Gruppen of Sweden, aims to clear 
bilateral equity derivatives through the 
LCH. Werner Seifert, boss of Frankfurt’s 
Deutsche Börse, is keen to embrace more 
OTC products too. Eurex, Deutsche Bérse’s 
derivatives exchange, already facilitates 
the bilateral trading of bonds and bond-re- 
purchase agreements, cleared through Eu- 
rex Clearing. Mr Seifert sees eBay, an on- 
line auction house, as a model—after all, 
each item auctioned on eBay, from a china 
doll to a Sherman tank, is treated as a un- 
ique over-the-counter contract. 

There is a broad spectrum, from elec- 
tronic platforms that allow buyers and 
sellers to discover prices but not to trade 
automatically, let alone have their trades 
cleared and settled, to completely auto- 
matic exchanges that carry out every stage 
of a transaction at the click of a mouse. The 
world’s biggest exchanges are trying not to 
lose ground to one another or to smaller, 
opportunistic interlopers that serve only 
parts of the transaction chain. They have 
come to realise that the key to trouncing 
the competition is greater scale and effi- 
ciency in clearing. 

Hence the entente between the Chi- 
cago rivals. Hence also the search by Eurex, 
which has vowed to establish its own 
American derivatives exchange by the end 
of the year, for a clearing partner in the Un- 
ited States. Meanwhile, the LCH has ap- 
plied to extend its American licence be- 
yond clearing energy contracts for 
IntercontinentalExchange, an electronic 
exchange. With such fierce competition for 
their custom, the big trading banks, which 
mutually own BOTCC and BrokerTec Fu- 
tures Exchange, an electronic platform, 
may try to foster a market in which they 
can direct their trade to any clearing house 
they choose, in order to reduce their de- 
pendence on exchanges with captive 
clearing and settlement systems. m 
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Hamburgers should be an essential part of every economist’s diet 


HE past year has been one to relish for fans of burgernomics. 

Last April The Economist’s Big Mac index flashed a strong sell 
sign for the dollar: it was more overvalued than at any time in the 
index’s history. The dollar has since flipped, falling by 12% in 
trade-weighted terms. 

Invented in 1986 as a light-hearted guide to whether curren- 
cies are at their “correct” level, burgernomics is based on the the- 
ory of purchasing-power parity (PPP). This says that, in the long 
run, exchange rates should move toward rates that would equal- 
ise the prices of an identical basket of goods and services in any 
two countries. To put it simply: a dollar should buy the same ev- 
erywhere. Our basket is a McDonald’s Big Mac, produced locally 
to roughly the same recipe in 118 countries. The Big Mac PPP is 
the exchange rate that would leave burgers costing the same as in 
America. Comparing the ppp with the actual rate is one test of 
whether a currency is undervalued or overvalued. 

The first column of the table shows local-currency prices of a 
Big Mac. The second converts them into dollars. The average 
price of a Big Mac in four American cities is $2.71. The cheapest 
burgers are in China ($1.20); the dearest are in Switzerland 
($4.52). In other words, the yuan is the most undervalued cur- 
rency, the Swiss franc the most overvalued. The third column 
calculates Big Mac PPPs. Dividing the local Chinese price by the 
American price gives a dollar ppp of 3.65 yuan. The actual ex- 
change rate is 8.28 yuan, implying that the Chinese currency is 
undervalued by 56% against the dollar. The average price of a Big 
Mac in the euro area is now exactly the same as in America. This 
implies that the euro’s PPP is exactly $1, so at its current rate of 
$1.10 the euro is 10% overvalued. The British, Swedish and Dan- 
ish currencies are still significantly overvalued against the euro. 

Among rich economies, the most undervalued currency is 
the Australian dollar. The Aussie dollar is still 31% below PPP 
against its American counterpart: its rise over the past year has 
been largely offset by a fall in the relative price of burgers in Aus- 
tralia. Many emerging-market currencies are undervalued 
against the dollar by 30-50%. One exception is the South Korean 
won, which is exactly at its ppp, implying that it is overvalued 
against other emerging-market currencies. 

Many readers complain that burgernomics is hard to swal- 
low. We admit it is flawed: Big Macs are not traded across bor- 
ders as the ppp theory demands, and prices are distorted by 
taxes, tariffs, different profit margins and differences in the cost 
of non-tradables, such as rents. It was never intended as a precise 
predictor of currency movements, but as a tool to make ex- 
change-rate theory more digestible. Yet in the early 1990s, just 
before the crisis in Europe’s exchange-rate mechanism, it sig- 
nalled that several currencies, including sterling, were markedly 
overvalued against the p-mark. It also predicted the fall in the 
euro after its launch in 1999. 

Academic economists are taking burgernomics more seri- 
ously, chewing over the Big Mac index in almost a dozen studies. 
Now a whole book has been written about the index* by Li Lian 
Ong, of the International Monetary Fund. She says it has been 
surprisingly accurate in tracking exchange rates in the long term. 
But there are some persistent deviations from PPP. In particular, 
emerging-market currencies are consistently undervalued. 

Differences in productivity are one explanation of this. Rich 


* “The Big Mac Index: Applications of Purchasing Power Parity”. Published by Palgrave — 
Macmillan, 2003. 


countries have higher productivity than poor countries, but 
their advantage tends to be smaller in non-tradable goods and 
services than in tradables. Because wages are the same in both 
sectors, non-tradables are cheaper in poorer countries. There- 
fore, if currencies are determined by the relative prices of trad- 
ables, but ppp is calculated from a basket that includes 
non-tradables, such as the Big Mac, the currencies of poor coun- 
tries will always look undervalued. Ms Ong finds that currency 
deviations from PpP are indeed related to productivity differ- 
ences relative to America. After adjusting for this, she finds that 
the Big Mac index performs better in tracking exchange rates. 

The Big Mac index suggests that the dollar is no longer over- 
valued against the euro. But having overshot ppp, the dollar may 
well now undershoot, because America’s huge current-account 
deficit is becoming harder to finance. Without stronger domestic 
demand in Japan and Europe to help trim the deficit, the dollar 
will have to take more of the strain. What are this year’s other hot 
tips? The Australian dollar is likely to see the biggest gain. The 
pound will fall further against the euro. And China will come un- 
der increasing pressure to revalue the yuan. 


a The hamburger standard 
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The art of DNA 


Back to bases 


Fifty years after its discovery, the double helix is twisting itself ever deeper into 


popular culture 


6% E WISH to suggest a structure for 

the salt of deoxyribose nucleic 
acid (D.N.A.).” So began the modest intro- 
duction to what turned out to be one of the 
most momentous papers in the history of 
biology. It was published exactly 50 years 
ago, on April 25th 1953, in Nature. Now, 
even, advertisements for IBM boast that 
the company can help its customers get 
“into the DNA of business...to turn old 
processes into new profits”. 

Within two generations DNA has 
moved from academic obscurity—where 
even scientists needed to see it spelled 
out—to everyday language, an instantly re- 
cognised symbol with little connection to 
its scientific origins. Much of that cultural 
shift is courtesy of James Watson and Fran- 
cis Crick, the authors of the paper in ques- 
tion. The structure they wished to suggest 
gave birth to an icon: the double helix. 

Building on the work of many others, 
they described how the two spiral chains 


which make up DNA are coiled around a 
single axis, and how the two strands unite 
through the precise pairing of four differ- 
ent types of nucleotide bases—adenine, 
cytosine, guanine and thymine. Their pa- 
per also included a simple pen-and-ink 
drawing of the molecule, by Odile Crick, 
Francis’s wife. The two researchers had lit- 
tle doubt about their prediction; as Dr Wat- 
son later remarked, “A structure this pretty 
just had to exist.” 

As a scientific model, the double helix 
opened the way to answering many lin- 
gering questions in genetics: how heredi- 
tary information is stored, how itis copied 
and passed on from one generation to an- 
other, how genetic damage is repaired and 
how information flows from the level of 
the gene to the marvellous structures of 
nature. But the double helix has invaded 
the wider world, too, and has become a 
symbol of the hopes and fears that people 
have about where biological knowledge 
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might lead. When a movie about a geneti- 
cally engineered future was dubbed “G AT- 
TACA” by its creator, he did not need to 
spell out the fact that the four letters used 
in the title are the abbreviations for the 
nucleotide bases—in other words, the let- 
ters of the genetic code. 

In scientific terms, the model of the 
double helix, combined with the notion 
that DNA is a code, has transformed biol- 
ogy. But it has also given people a power- 
ful visual and verbal means to communi- 
cate their concerns about the fruits of this 
new science—gene prospecting, DNA pat- 
enting, genetic testing, designer babies, 
cloning—and their social consequences. 
As Susan Lindee, a historian of science at 
the University of Pennsylvania, in Phila- 
delphia, points out, today the gene is no 
longer a simple biological unit, but a “su- 
pergene” which has been invested with 
personality, good or bad, and the power to 
determine identity, reveal ancient origins, 
shape family relations and even predict fu- 
ture health. 

Of course, genetic determinism is noth- 
ing new. The code and the double helix 
have become such powerful cultural sym- 
bols in part because they offer a new twist 
on old ideas about the power of heredity 
and destiny in the blood. They also fit 
neatly into existing cultural notions of sci- 


ence, picking up where Prometheus and >> 


70 -Science and technology! < 28 S08 DE Sst, igre EA ee LATE S ame A The Economist April 26th 2003 


et ae 


oq or 
“es | 2g 


> Frankenstein left off, turning genetics into sequence as a string of As, Cs, Gs and Ts su- 


prime material for novels, films and video- 
games. Today, according to Soraya de Cha- 
darevian, a historian of science at the Uni- 
versity of Cambridge, DNA has taken on 
almost sacred status as the central blue- 
print for life, and the double helix has be- 
come the instantly identifiable secular 
equivalent of a modern religious icon. 


Artistic tendencies 

This new iconography is increasingly re- 
flected in the visual arts. This year has seen 
half a dozen exhibitions in New York and 
London, displaying paintings, photogra- 
phy, sculpture and digital works that all 
take their cue from molecular biology. 

Art has long borrowed images and in- 
spiration from science and technology. 
And as Dr Chadarevian points out, the 
double helix is not the first strong image 
created by 2oth-century science. Physics 
has also produced a number of potent 
signs, such as the atomic mushroom cloud 
and the Bohr atom, with its busy electrons 
orbiting a nucleus. Indeed, the splitting of 
the atom strongly influenced abstract 
painters such as Wassily Kandinsky, says 
Suzanne Anker, an artist based in New 
York and co-author of anew book on biol- 
ogy in the arts*. The early years of aviation 
and motoring also sent the artistic imagi- 
nations of Italian and Russian futurists 
soaring. But the principles of heredity and 
evolution had to wait until the double he- 
lix, and subsequent representations of 
DNA, to find a visual language. 

Nor was the double helix an immedi- 
ate cultural hit. The first artist to use it was 
Salvador Dali, who included DNA spirals 
in his surreal, phantasmagoric paintings of 
the 1950s. But he was ahead of his time. It 
took the publication of Dr Watson’s book, 
“The Double Helix”, in 1968, and the ad- 
vent of biotechnology and the manipula- 
tion of genetic material in the 1970s, to 
edge DNA towards the centre of the public 
gaze. Since then, however—and particu- 
larly since the 1980s—many artists have 
followed in Dali’s wake. The marvellous 
symmetry and sheer beauty of the double 
helix has been a boon to sculpture, send- 
ing double helices soaring to the sky and 
snaking to the ground, as the piece by 
Charles Jencks at the beginning of this arti- 
cle demonstrates. 

Other artists have turned to related ge- 
netic structures and images. Ms Anker, for 
example, recreates chromosomes in sculp- 
ture and on canvas, in order, she says, to 
look at relationships between the body in 
flesh, its genetic code and primitive alpha- 
bets. Kevin Clarke, an American artist, 
creates “conceptual” genetic portraits by 
writing out sections of his subject’s genetic 


*"The Molecular Gaze: Art in the Genetic Age”. By 
Suzanne Anker and Dorothy Nelkin. Cold Spring Harbor 
Laboratory Press. September 2003. 


perimposed on an appropriate image— 
such as, in the case of James Watson, a se- 
ries of bookshelves. 

Some artists use DNA itself as their pal- 
ette. In the National Portrait Gallery in Lon- 
don there hangs a “picture” of one of Brit- 
ain’s best-known scientists, Sir John 
Sulston, who was a key figure in the Hu- 
man Genome Project. But look into this 
work, by Marc Quinn, and the thing you 
will see is not Sir John, but your own face 
in reflection, speckled with white glassy 
beads. These are bacterial colonies, which 
have been genetically modified with bits 
of Sir John’s own DNA. 

Eduardo Kac, a Brazilian artist, also uses 
genetic engineering of bacteria and ani- 
mals to explore relations between science 
and art, man and nature. His most famous 
work, “GFP Bunny”, is a rabbit genetically 
modified to glow green when it is exposed 
to ultraviolet light. In “Genesis”, Mr Kac 
translated a sentence from the Bible into 
Morse Code, then into DNA, which he in- 
corporated in bacteria. Viewers were en- 
couraged to turn on an ultraviolet light in 
the gallery, thus inducing further genetic 
mutations in the bacteria, and changing 
the meaning of the Word. Joe Davis, an art- 
ist at the Massachusetts Institute of Tech- 
nology, has even grander plans for his ge- 
netically modified rabbits. He wants to 
engineer them to express part of the Milky 
Way, translated into genetic code. 

But as Martin Kemp, professor of art 
history at Oxford University, points out, 
much of the “genetic” art produced today 
is more a criticism than a celebration of 
modern biology. There is a ready forum in 
the arts for the debates that rage in the 
press over about what is and is not permis- 
sible. These, in turn, reflect popular anxi- 
eties about social control, conformity and 
commoditisation. In “Cultured”, for exam- 
ple, Bryan Crockett, an American artist, 
comments on the business of biotechnol- 
ogy with larger-than-life marble mice 





Suzanne Anker’s chromosomes 





Salvador Dali's helices 


representing the seven deadly sins. Glut- 
tony is a model of an animal modified to 
become obese, so that it can be used in the 
laboratory to study diabetes. 

Architecture, too, is feeling the effects of 
genetics. Spiral staircases aside, few archi- 
tects directly invoke the double helix or 
DNA outside a scientific setting, according 
to Neil Spiller, a specialist in architecture 
and digital theory at University College, 
London. That said, a number of architects 
are turning to the genetic underpinnings 
of evolution in their design methods. 

Among them is Greg Lynn, an architect 
based in Los Angeles who is also a profes- 
sor at the University of Applied Arts in Vi- 
enna. His “Embryological House” is a com- 
puter-based experiment intended to create 
architecture out of curved surfaces rather 
than sets of co-ordinates—blobs rather 
than blocks. Mr Lynn’s design program al- 
lows him to specify the “seed” of a house, 
based on, say, its physical setting or his cli- 
ent’s initial specifications. The computer 
generates changes, or “mutations”, that 
break the symmetry of this starting design 
into strange, almost organic forms. 
Whether the Embryological House will 
mature from a gleam in Mr Lynn’s eye to a 
home on the range remains to be seen. In 
the meantime, though, he has used the 
same approach to create “evolved” tea and 
coffee pots for Alessi, an Italian house- 
hold-goods manufacturer. 

Fashion is proving rather more resistant 
to genetic inspiration. While the double 
helix has popped up in everything from T- 
shirts to perfume, it is used more as a vi- 
sual gimmick than a design principle. One 
exception is the work of Helen Storey, a 
London artist who collaborated with her 
sister, Kate Storey, an embryologist at the 
University of Dundee, in Scotland, to 
create “Primitive Streak”. This is a dress col- 
lection that represents the first 1,000 hours >» 
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> of human life. Almost half of the collec- 
tion, now on display at King’s College, 
London, reflects the different ways in 
which genes influence early embryonic 
development, using the weave of cloth 
and the cut of fabric to build the double he- 
lix into the design. 

While artists are increasingly influ- 
enced by genetics, few biologists, so far, 
have admitted to finding inspiration in ar- 
tistic representations of their world. “Most 
think we’re messing around with dresses, 
which has nothing to do with the serious- 
ness of science,” says Helen Storey. One 
exception is John McLachlan, a biologist at 
Peninsula Medical School near Plymouth, 
England, who first contacted Helen Storey 
to use pictures of Primitive Streak to teach 
his students about embryology. Their sub- 
sequent collaboration on other artistic 
projects has led Dr McLachlan to revamp 
his notions of how sex determination oc- 
curs in humans. He outlines his ideas in a 
paper in the May issue of the Journal of 
Theoretical Biology, co-written by Helen 
Storey. While art and genetics may not pair 
with perfect complementarity, itis surely a 
sign of stronger bonds forming when art- 
ists participate in peer-reviewed science. 
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Sound science 

As the double helix weaves its way into 
the visual arts, DNA is also finding a voice 
in music. A few biologists, composers and 
computer scientists are working with 
DNA, notjust as inspiration but as raw ma- 
terial for “the sound of the 21st century”, 
according to Sophie Dauvois, a multime- 
dia designer based in London. 

Ms Dauvois is part of Sonic Gene, an 
ambitious project started in 2001 to cele- 
brate the completion of the Human Ge- 
nome Project by translating the entire DNA 
sequence into music. The challenge lies in 
finding a meaningful way of converting a 
string of nucleotide bases into pitches, 
rhythms and so on. To do this, Ms Dauvois 
is working with Joseph Insana, a computer 
specialist at the European Bioinformatics 
Institute in Cambridge, England. Dr In- 
sana has created a computer program to 
turn nucleotides into musical pitches, al- 
lowing him to use the exquisite acuity of 
human hearing to detect different sounds, 
and hence different nucleotides in various 
DNA sequences played back as sound. 

While four pitches (one for each nucle- 
otide) may be enough for DNA analysis, 
they make for boring music. So the pair 
have linked up with Tim Gane, a member 
of the English pop band Stereolab, to help 
turn the data into something musicians 
can work with. One way they are trying to 
spice up the sound is to use the process by 
which DNA is transcribed into protein as a 
way of adding rhythm to the music. Once 
the collaborators have worked out how to 
convert all this genetic information into a 
musically useful digital form, called MIDI 
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files, they plan to make it available over the 
internet, so that musicians around the 
world can create their own versions of the 
human genome, from classical to reggae. 
So far, the team has converted 20 genes 
into MIDI, though that is a mere bar in the 
symphony of perhaps 30,000 genes that 
make up the human genome. 

While Sonic Gene pushes ahead, other 
composers are already making music. 
Todd Barton, of Ashland, Oregon, is trying 
to set the gene involved in Huntington’s 
chorea to music, assigning pitches to its 
DNA sequence to create a score for a dance 
conceived by a woman whose husband 
died of the disease. 

Others allow more of the chemistry of 
DNA into their music. Susan Alexjander, a 
composer in Santa Cruz, California, uses 
the physical characteristics of the four dif- 
ferent nucleotides as her musical palette. 
When DNA bases are exposed to infra-red 





The Storey sisters’ dress 


light, their chemical bonds absorb differ- 
ent frequencies of the light. These can be 
measured, providing roughly 15 different 
readings per molecule. Ms Alexjander 
takes these 60-odd absorption readings 
and converts them into sonic frequencies 
using straightforward mathematics. She 
then uses these pitches on her synthesiser 
as banks of sound, assigning them differ- 
ent voices and instruments. 

Mary Anne Clark, a professor of biol- 
ogy at Texas Wesleyan University, uses a 
similar method to enhance her under- 
standing of her subject. She creates molec- 
ular music, better to appreciate patterns in 
the proteins that are encoded by particular 
genes. Along with John Dunn, a software 
designer, she has devised an algorithm 
which assigns pitches to the 20 different 
amino acids that are the molecular build- 
ing blocks of proteins. Pitches are assigned 
according to how well particular amino 
acids mix with water. 
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In nature, the chains of amino acids 
that proteins are composed of fold up in 
ways that push water-loving amino acids 
to the outer surface and water-loathing 
ones to the inside. In her computer pro- 
gram, Dr Clark assigns these structures to 
different instruments, chooses a key, and 
lets the sequence run. The result is music 
with audible themes that highlight par- 
ticular features of a protein. 

Dr Clark uses her musical molecules to 
help students understand the complex- 
ities of protein structure, and appreciate 
the beauties of biology. But teaching aside, 
the mainstream musical appeal of DNA re- 
mains doubtful. Molecular melodies still 
lie somewhere in the uneasy borderland 
between the arts and science. 

Commerce, however, is another mat- 
ter. Wherever DNA goes, these days, 
money never seems to be far behind. For 
example, Algorithmic Arts, a company 
started by Mr Dunn, allows customers to 
download molecular music over the inter- 
net. One of its products is the sound of al- 
cohol dehydrogenase, a liver protein in- 
volved in mopping up the after-effects of a 
night on the town. Another, more sinister 
tune is based on the genes of HIV, the virus 
which causes AIDS. 

Although Ms Alexjander hates to hear 
molecular music described as “New Age”, 
its weird pitches and strange rhythms do 
sound like a natural complement to crys- 
tals andincense. So, not surprisingly, some 
have tried to cash in on the healing powers 
of DNA music, selling aural doses of 
Ginkgo biloba and Echinacea genes, to help 
listeners “strengthen mind-body connec- 
tions”, according to one internet purveyor. 

Others contemplate a more hard-nosed 
approach. Pim Stemmer, head of research 
at Avidia, a Californian biotechnology 
company, wonders if translating DNA se- 
quences into music might be one way to 
get around the problems of gene patent- 
ing, as patent offices in both America and 
Europe use ever-tighter criteria for what 
constitutes a novel, inventive, useful, and 
therefore patentable, claim for a gene. 

Dr Stemmer speculates that, if compa- 
nies were to turn their DNA sequences into 
music, they might be able to copyright 
them instead. For a fee, such music files 
could then be swapped over the internet, 
with users translating their downloads 
back into DNA sequences. Failure to pay 
the piper, as it were, would constitute 
copyright infringement, and so companies 
could still profit in some way from their ge- 
nomic handiwork while allowing others 
to share it. Dr Stemmer has yet to test his 
idea and, as Napster has shown, enforcing 
musical copyright can be a tricky business. 
But if it were to work, then the double he- 
lix will have recombined once more to 
create a new form, in which the triple 
strands of DNA, art and commerce are ever 
more tightly intertwined. m 
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Beethoven's ninth symphony 


Notes that bind 





Few pieces of music are as stirring as the last movement of Beethoven’s ninth 
symphony, as many politicians have discovered 


O YOU get a lump in your throat—as 
Hitler did—with the terrifying fanfare 
that opens the choral movement of Bee- 
thoven’s ninth symphony? Do your eyes 
mist over at the first throaty choral out- 
burst of: Freude, schöner Götterfunken? 
The wavy-haired composer’s last sym- 
phonic work, in D minor, is a mass of para- 
doxes and contradictions. Its status as an 
icon of western classical music is unques- 
tionable: in order that listeners could enjoy 
the entire work at one sitting, the 74-mi- 
nute ninth symphony was used to set the 
standard capacity for a compact disc. Next 
month, when itis auctioned at Sotheby’s, a 
copyist’s manuscript of the work, replete 
with Beethoven’s last scribbled revisions, 
is expected to fetch more than any manu- 
script of classical music has done before. 
If the ninth symphony is the most pow- 
erful symbol of absolute music in the clas- 
sical music canon, it is also the most politi- 
cised work of all time. An emblem of 
liberal internationalism, the theme of the 
“Ode to Joy”, Beethoven’s choral setting of 
Schiller’s poem in the symphony’s finale, 
has also been appropriated by hardened 
nationalists. French revolutionaries 
adopted it; Hitler much admired its Teu- 
tonic triumphalism and had Wilhelm Furt- 
wangler conduct the work at his birthday 
concerts in 1937 and 1942; lan Smith made 
it Rhodesia’s national anthem. 


Beethoven’s Ninth: A Political History. 
By Esteban Buch. Translated by Richard 
Miller. University of Chicago Press; 352 
pages; $27.50 and £19.50. 


But the tune has also been the song of 
freedom lovers and democrats. In 1956, 
over three decades before reunification, 
East and West Germany fielded a joint 
team of athletes to the Olympic games. 
Their anthem? Beethoven’s “Ode to Joy”. 
When Leonard Bernstein conducted the 
ninth symphony at a Christmas Day con- 
certto celebrate the fall of the Berlin Wallin 
1989, he transformed the last movement 
into an “Ode to Freedom”, substituting the 
German “Freiheit” (freedom) for “Freude” 
(joy); for over 30 years, the tune has been 
the official anthem of the European Union. 

What is it about Beethoven’s last sym- 
phony that admits such wildly divergent 
interpretations and appropriations, and 
how didit manage to overcome its associa- 
tions with Nazism to become the anthem 
of pan-European democracy? These are 
questions that lie at the heart of Esteban 
Buch’s timely book, published in France 
four years ago and now translated into 
English for the first time. 

Mr Buch, a Brazilian-born historian and 
musicologist, attempts nothing less than a 
cultural history of the “Ode to Joy”. In- 


stead of viewing the piece as the apotheo- 
sis of symphonic thinking—as so many of 
Beethoven’s biographers and critics have 
done in the past—Mr Buch locates itin a tra- 
dition of popular, patriotic song-writing 
that has its roots in national anthems, like 
“God Save the Queen”, and such revolu- 
tionary tunes as the “Marseillaise”. This, 
he believes, lies behind Beethoven’s deci- 
sion to use voices in a symphony, previ- 
ously a purely instrumental musical form. 

Many empires and nation states be- 
lieved that music could be made to galva- 
nise populations into patriotic feeling, and 
they employed the foremost composers of 
the Enlightenment to ensure their success. 
When Joseph Haydn wrote the music that 
would become the anthem of the Austro- 
Hungarian empire (and, later, “Deutsch- 
land, tiber alles”) his brief was to compose 
a melody that would have the same effect 
on public consciousness as the British na- 
tional anthem. 

Beethoven was also an enthusiastic 
player in this game of national prestige 
and he tried to position himself as the 
most important composer in Austria, and 
in Europe. To celebrate the hegemony of 
European power at the 1814 Congress of 
Vienna, he composed a cantata, “Der Glor- 
reiche Augenblick”, known in English as 
“The Glorious Moment”. This idealistic 
and fervently pro-monarchist piece, which 
culminates in a hymn to European ideals, 
was one of the models for the later struc- 
ture of the ninth symphony’s finale, writ- 
ten a decade later, and goes some way to 
explain why so many people think of 
“Ode to Joy” as the embodiment of demo- 
cratic, republican freedoms. 

Mr Buch’s Beethoven is a different mu- 
sician from the tortured genius of histori- 


cal imagination, and his rethinking of the >» 





> Beethoven myth has important implica- 
tions for the ninth symphony. However, in 
focusing almost entirely on the “Ode to 
Joy” and its myriad appropriations, Mr 
Buch fails to explain the significance of the 
rest of the symphony. For all its impor- 
tance, the theme is only one ingredient of 
the finale, itself only one of four move- 
ments. Mr Buch gives scant space to the de- 
bates surrounding the symphony’s posi- 
tion as the most famous piece of 
concert-hall music ever composed—one of 
the book’s failings along with its occasion- 
ally academic tone, even in Richard 
Miller’s translation. 

But these are more than compensated 
for by the richness of the central argument. 
Mr Buch convincingly demonstrates how 
the growth of Beethoven’s posthumous 
reputation as the musical embodiment of 
genius and humanism is paralleled by the 
development of European identity, sur- 
viving—as Richard Wagner did not-—its 
association with the Third Reich. 

There may come a time when Beetho- 
ven no longer represents democratic 
ideals in quite this way, but in examining 
the symbiotic relationship between music 
and politics, Mr Buch offers a new view of 
the convoluted route by which the com- 
poser’s music, and the ninth symphony in 
particular, came to form the soundtrack of 
the aspirations of the European dream. m 


Afghanistan 


Horseman of the 
apocalypse 


Charlie Wilson’s War: The Extraordinary 
Story of the Largest Covert Operation in 
History—The Arming of the Mujahideen. By 
George Crile. Atlantic Monthly Press; 506 
pages; $26. To be published in Britain as “My 
Enemy's Enemy” by Atlantic Books in June 


ITHOUT Charlie Wilson, the Rus- 

sians might still be in Afghanistan, 
their Hind attack helicopters invulnerable 
to the raggle-taggle mujahideen with their 
first world war Lee-Enfield rifles. This book 
is the story of how Mr Wilson, a hard- 
drinking, womanising congressman from 
Texas, used his position on the powerful 
House Appropriations Committee (and, in 
particular, its Defence and Foreign Opera- 
tions subcommittees) to turn American 
foreign policy onits head, ramping up sup- 
port for the Afghans from a few million 
dollars to, at peak, over a billion dollars a 
year in less than a decade. 

The extraordinary thing is that he did it 
in the teeth of opposition from the CIA, 
which ran the covert operation there, and 
from America’s State Department, which 
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feared provoking the Russians into invad- 
ing Pakistan, where the mujahideen were 
based. Even General Zia ul Haq, Pakistan’s 
president, had to be persuaded to go along 
with a plan that could so easily have 
blown up in his face. The congressman— 
with, at various times, a belly-dancer, a for- 
mer Miss World contender known as 
Sweetums, and a Texas socialite at his 
side—persuaded him, just as he persuaded 
his fellow congressmen to authorise far 
more than the cra had ever dreamed of 
asking for. “Charlie did it”, was Zia’s ver- 
dict on the victory of the mujahideen, 
though by the time the last Russian soldier 
left, in 1989, the general had been assassi- 
nated. He and Mr Wilson never rode, as 
they had promised each other they would, 
through Kabul’s streets on white horses. 

As far as it goes, this is a gripping read 
for students of the cold war, anyone who 
wants the low-down on how their tax dol- 
lars really get spent, Central Asia junkies or 
those who delight in cloaks, daggers and 
plausible deniability. What is sad about 
the book is that it doesn’t go far enough. In 
presenting Charlie Wilson’s war, it takes 
on board too much of Charlie Wilson’s rea- 
soning. So it never really asks, let alone at- 
tempts to answer, the really interesting 
question: was the war worth it? 

There is a plausible counter-argument 
to Mr Wilson’s. It is arguable, on the one 
side, that defeat in Afghanistan was, at 
most, simply another of many shoves ad- 
ministered to a communist system that 
was collapsing under the weight of its own 
contradictions. And by pumping billions 
of dollars worth of weapons into an al- 
ready unstable region, while at the same 
time kindling the flame of militant Islam, 
the CIA and Mr Wilson surely incurred a 
large debit to weigh against whatever posi- 
tive results might have come from their ac- 
tions. The Afghanis are a group known to 
every security force in the world: not the 
natives of Afghanistan, but the young men 
who went there from every Islamic coun- 
try to fight against the infidel Russians. 
These men returned home hardened by 
war, expert in the use of weapons, and in- 
fused by religious zeal. The most famous is 
Osama bin Laden, a Saudi who attached 
himself to Gulbuddin Hikmatyar, the Af- 
ghan warlord who received more of the 
American and Saudi largesse than any 
other, despite religious views that were ex- 
treme even by local standards. 

And far from being made free by Mr 
Wilson and his war, Afghanistan de- 
scended into such brutish chaos that, 
seven years after the last Russian left, the 
Taliban were joyfully welcomed into Ka- 
bul. By failing to weigh up how the law of 
unintended consequences has operated in 
Afghanistan, George Crile has disap- 
pointed at least one reader. But by lifting 
up the stones in Washington and Langley, 
he more than makes up forit. m 
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American medicine 


Pump action 


Better Than Well: American Medicine 
Meets the American Dream. By Carl Elliott 
with an introduction by Peter D. Kramer. 
Norton; 320 pages; $26.95 and £19.95 


Ultimate Fitness: The Quest for Truth 
about Health and Exercise. By Gina Kolata. 
Farrar, Straus & Giroux; 288 pages; $24.00 


MERICANS pride themselves on their 
land of opportunity, where the poor 
can turn rich, the weak become powerful, 
and vice versa. Key to all this is a talent for 
transformation. Two new books look at 
the lengths to which Americans will go to 
change their shape and substance. 

“Better Than Well” examines the fasci- 
nation with “enhancement technologies”, 
such as cosmetic surgery and “lifestyle” 
drugs, and public debate about the moral- 
ity of artificial aids. Why are Americans so 
eager to chop and change, yet so troubled 
by the prospect? Carl Elliott, a bioethicist, 
argues that they seek out these procedures 
and devices in a search for self-fulfilment, 
not to change themselves, but to find 
themselves. For people who see their lives 
as projects to be planned, rather than acci- 
dental events to be experienced, self-fulfil- 
ment has replaced historical measures of 
lives well-lived, such as respecting one’s 
ancestors or pleasing the gods; the fear of 
missing out on all that life could offer has 
given the quest for self-enhancement a 
powerful moral dimension. 

This argumentis familiar enough when 
it comes to discussions of Prozac, cosmet- 
ics or breast implants. The novelty of “Bet- 


ter Than Well” is that it makes the same p» 
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> case for such unlikely procedures as accent 
reduction, transsexual surgery and apo- 
temnophilia (a longing for amputation); 
one man’s mutilation, it seems, is an- 
other’s self-discovery. 

Compared with the scenic diversions 
of Mr Elliott’s work, “Ultimate Fitness” is a 
straight run. Gina Kolata looks at the sci- 
ence and history of America’s love affair 
with exercise. To foreign eyes, Americans 
seem to come in two speeds: the super-fit 
who rock, and the ultra-fat who roll. Of the 
former, almost 33m belong to health clubs, 
spawning a multi-billion-dollar industry 
of sports shoes, fitness foods, exercise vid- 
eos, heart monitors and personal trainers. 

It was not always thus. In 1968, when 
Kenneth Cooper, an American doctor, in- 
troduced the concept of aerobics, jogging 
was considered an aberration and weight- 
lifting better left to the beaches of southern 


James Watson 


California. Strenuous exercise was 
thought to kill by exhausting healthy 
hearts, and competitive sports were out of 
step with flower power. Yet 60 years ear- 
lier, men and women flocked to gyms, try- 
ing to turn themselves into the sort of mus- 
cular Americans their president, Theodore 
Roosevelt, extolled. 

Ms Kolata is an example of how things 
have come full circle. “Exercise is my ob- 
session”, she freely admits. Her fitness regi- 
men, described at length in the book, is 
frankly daunting: hours each week spent 
lifting weights and in “spinning” classes, 
on a specially-designed stationary bicycle, 
with music blaring, fans roaring and sweat 
dripping on to the floor. She does it, she 
says, to keep down her weight and for “an 
almost indescribable state of sheer exhila- 
ration”. Those readers (including this re- 
viewer) who have risked grievous bodily 


Determined from birth 


Watson and DNA: Making a Scientific 
Revolution. By Victor K. McElheny. Perseus 
Publishing; 363 pages; $27.50. John Wiley; 
£18.99 


HERE are, so the saying goes, no sec- 

ond acts in American lives. But rules 
were made to be broken and as Victor 
McElheny shows, James Dewey Watson 
broke this one successfully. Jim Watson 
was, with Francis Crick, the discoverer 
of the structure of DNA. April 25th marks 
the 5oth anniversary of the announce- 
ment of that discovery. That is a twice- 
told tale—one of the chief tale tellers be- 
ing Mr Watson himself, in his book “The 
Double Helix” (first published in 1968 
and never out of print). Mr McElheny re- 
views the tale yet again, at necessary but 
not enormous length. He then goes on to 
describe the second, and subsequent, 
acts of Mr Watson’s life. 

Jim Watson built his career on the dis- 
covery he made at the age of 25. It is 
doubtful he would have achieved ac- 
claim without it. But he rode the wave 
well, and used it to play an important 
part in American scientific life. As Mr 
McElheny puts it, “between the ages of 
25 and 28 he was turning from a player 
in a scientific orchestra into a conduc- 
tor.” Most scientists who end up as ad- 
ministrators have to be dragged kicking 
and screaming into the role. Not Mr Wat- 
son. He seems to have embraced the 
transition to administrator enthusiasti- 
cally. Perhaps it was a recognition that 
he would never trump his youthful dis- 
covery. And perhaps Mr Watson’s ob- 


servation that scientific institutions are 
best run by scientists, not “professional” 
administrators, also had something to 
do with it. 

The Watson Mr McElheny describes 
is a complex character. On the one hand 
he seems an egomaniac, routinely shred- 
ding people less robust than himself in 
seminars, and unwilling to smooth 
feathers or speak the soft word that tur- 
neth away wrath. On the other he goes 
out of his way, when running his re- 
search group at Harvard, and later when 
he is head of the Cold Spring Harbor 
laboratory, to make sure that the young 
scientists who do the work receive full 
credit for it. 

Many people in such positions rou- 
tinely add their names to the publica- 
tions of their underlings. Not Mr 
Watson. Nor is the geeky science-before- 
people image quite as artless as it looks. 
When running Cold Spring Harbor, he 
was a successful groomer of donors, to 
the point of untying his shoelaces and 
mussing up his hair before one meeting. 
Eccentricity clearly has to be worked at. 

That Mr Watson’s last big contribu- 
tion to scientific administration was as 
the first head of the American arm of the 
Human Genome Project has a poetic 
symmetry to it. He has, as he wished, 
lived to see the sequence completed. 
Warts and all, he has been an asset to 
science. Mr McElheny manages the 
task—always difficult when your subject 
is still alive—of writing a biography that 
emphasises the achievements, while not 
shying from the warts. 
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harm with free weights, and felt the life be- 
ing hoovered out of them on a stair- 
climber, will find the author’s lyrical ac- 
counts of spinning both baffling and bor- 
ing—and as hard to understand as the 
desires of Mr Elliott’s apotemnophiles. 
That said, Ms Kolata’s clear account of 
the science, or lack thereof, in some of the 
most cherished exercise myths, from the 
“fat-burning zone” to “runner’s high”, is 
readily appreciated. Of particular interest 
is the book’s discussion of the genetic de- 
terminants of fitness and how, as a conse- 
quence, roughly 10% of those tethered to 
treadmills will never be buffed and toned. 
Fortunately, experts seem to agree that 
moderate exercise—say a brisk walk of 
20-30 minutes a day—will keep you 
healthy, if not body beautiful. For those 
who see the gym as more of achore thana 
church, this is welcome news indeed. m 





New fiction 


Innocent in Paris 


No Telling. By Adam Thorpe. Jonathan Cape; 
516 pages; £16.99 


DAM THORPE is best known for his 
first novel, “Ulverton” (1992), in which 
he renders, with uncanny authenticity, the 
voices of a dozen villagers, rough and 
smooth, across four centuries of English 
rural life. Here, in this latest novel, history 
is no longer garrulous. The narrator is 
Gilles Gobain, a dreamy adolescent froma 
bleak suburb of Paris in the months before 
May 1968—his first communion. His stepfa- 
ther sells industrial vacuum cleaners. He 
can only tell us what he knows. 
History for him is like family—intimate, 
half understood, repetitive: 1870, 1914, 
1939, the Algerian war. History is comic- >> 
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> book death agonies with his friend in the 
derelict grounds of the Gestapo HQ; it is 
suddenly raised voices at a family gather- 
ing; it’s a Jewish name stitched into his sis- 
ter’s smart suit, picked up second hand; it’s 
his stepfather’s wordless gesture about Al- 
gerian atrocities—a swipe across the geni- 
tals and into the mouth. 

The present is similarly full of unmen- 
tionables: his sister’s illegitimate baby, 
which their devoutly Catholic mother tells 
him is hers; the sister’s anarchist politics 
and then her madness; his stepfather’s in- 
surance scam and infidelities. Everyone 
tells him not to tell, to keep it to himself. 
Gilles’s gradual understanding of “it” is the 
core of the book, the price of his inno- 
cence. The reader, of course, can see the 
whole rotten picture, plum ripe for May 
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1968, especially in the brilliantly realised 
figure of Alain, the stepfather: a blokeish 
racist petit bourgeois. But Mr Thorpe’s skill 
is to keep us at Gilles’s level, somewhere 
between Meccano and his first kiss. 

It is beautifully done. Mr Thorpe per- 
fectly captures the inconsequential nature 
of adolescence—heart-thumping intensity, 
casualness, pretence and honesty. Poetry 
too. At one point Gilles is overwhelmed by 
some crocuses and feels that together they 
are eternal and the same. Then he corrects 
himself and makes a plain landing: “No 
we weren't really the same, but very 
close—more like a best friend.” In the end, 
itis that plainness which makes the climax 
of the book such powerful reading—the 
Paris riots into which he and his mother ac- 
cidentally stumble. = 


Broadway is bigger than ever 


New York theatre today is far more varied than London, and when was the last 


time you heard that? 


IME was, and it wasn’t that long ago, 

when you knew what you needed fora 
Broadway hit: one snob hit play per sea- 
son—usually from England (Sir Tom Stop- 
pard’s “The Real Thing”, say, or Sir David 
Hare’s “Skylight”)—and a musical, again 
originating more often than notin London. 

But as if to chime with a new century, 
Broadway in the past few years seems qui- 
etly to have broken its own rules. The re- 
sult is a truly eclectic theatrical landscape 
currently borrowing from street poetry 
one minute (Russell Simmons’s “Def Po- 
etry Jam”), contemporary dance (the 
Twyla Tharp two-act ballet, “Movin’ Out”) 
the next. Indeed, having seen its way 
through September 11th, a short-lived mu- 
sicians’ strike, and the stay-at-home effects 
of the Iraqi war, it is particularly surpris- 
ing. While London marks time with va- 
rious fillers—just how many ABBA sing- 
alongs can one city take?—New York gives 
every evidence of reaching gratifyingly far 
and wide in the search for this season’s 
Surprise success. 

It was in 1990, at the Sydney Opera 
House, that an Australian film director, Baz 
Luhrmann, first put on “La Bohème”, the 
tremulously melodic opera that many 
theatregoers know best as the inspiration 
for the long-running Broadway musical, 
“Rent”. So there is a certain logic in bring- 


“Def Poetry Jam” is at the Longacre Theatre; “Movin’ 
Out” at the Richard Rodgers Theatre; “La Bohéme” at 
the Broadway Theatre and “Nine” at the Eugene O'Neill 
Theatre. “Gypsy” opens at the Shubert Theatre on May 
1st and “Long Day’s Journey Into Night” at the 
Plymouth Theatre on May 6th. 


ing “La Bohéme” itself to Broadway, this 
time in an $8m production that updates 
the material to 1950s Paris—and, amid a cli- 
mate that thrives on big names, that dares 
to make the staging the star. 

Since Mr Luhrmann first tackled the op- 
era, he has entered the select circle of ce- 
lebrity directors on the basis of only three 
films, including “Moulin Rouge”. And his 
“La Bohéme”—designed by Mrs Luhr- 
mann, Catherine Martin, a double Oscar- 
winner for “Moulin Rouge”—is avowedly 
the work of an auteur. Both the extrava- 
gant detail of its mise-en-scène and the 
open appeal to younger audiences remind 
us that this is a man, after all, who gave us 
Shakespeare with switchblades (in his 
1996 film of “Romeo and Juliet”). 

“La Boheme” is the critics’ latest darling 


Just try to keep up 
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in a New York theatre season that has not 
lacked for them. What remains to be seen 
is just how many young people will want 
to shell out $100—the prevailing Broadway 
norm—to hear two hours of Italian, even if 
it has got (mostly) rave reviews. 

Few expected “Movin’ Out” to do any- 
thing but flop, following poor reviews for 
the dance show’s pre-Broadway try-out in 
Chicago last July. Undaunted, Ms Tharp 
and her 27-strong cast went back to work, 
determined to make an unclassifiable 
whole out of a wordless show that sizzles 
to the music of 24 songs by Billy Joel— 
while sounding its own requiem for a gen- 
eration that came to grief during Vietnam. 

As might be expected, the ensemble 
draws more from ballet and contemporary 
dance than it does from Broadway. Several 
different casts are required to keep up the 
standard across eight shows a week, but 
the result is a particular thrill for dance 
fiends, who have rarely seen such furious 
energy expended on a Broadway stage. 

“Movin’ Out” and “La Boheme” both 
stretch the parameters of Broadway, while 
selling themselves via the work and no 
one single name. Does that mean the bona 
fide Broadway star is dead? Unlikely, in a 
season that has just produced, via the mu- 
sical “Nine”, the New York stage debut of 
Antonio Banderas, inheriting the role 
played on screen by Marcello Mastroianni 
in the show’s source, Federico Fellini’s film 
“812”, Or the return to Broadway of two- 
time Tony award-winner Bernadette Pe- 
ters, this time cast against type as the mon- 
strous Mama Rose in a new production of 
“Gypsy” directed by an Oscar-winning 
Englishman, Sam Mendes. Nor can one 
overlook the pairing of Brian Dennehy 
and Vanessa Redgrave in arguably the 
greatest and most mournful of American 
plays, “Long Day’s Journey Into Night”. 

If these productions can amplify the 
springtime buzz needed to sustain the pace 
on Broadway, the New York theatre will be 
happy for rather more than what Mary Ty- 
rone calls in her final words in Eugene 
O’Neill’s epic—just “atime”. m 
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Leonard Tose, a big spender, died on April15th, aged 88 


T A hearing by the United States Con- 
gress into gambling, the most compel- 
ling witness by far was Leonard Tose. He 
reckoned that he had lost about $40m 
through gambling, or it might have been as 
much as $50m. He couldn’t be sure. The 
money had seeped away gradually though 
consistently, sometimes no more than 
$10,000 during a frugal night at a casino, 
sometimes as much as $1m. But he had 
vast winnings too. He recalled times when 
everything went his way. The dollars 
rolled in obediently. He felt he could not 
lose. Such moments kept Mr Tose going 
when fortune seemed to have deserted 
him. In one bleak run of ill-fortune he lost 
72 nights in a row. A lesser man would 
have given up. A lesser man would proba- 
bly have managed to hold on to at least 
some of his money. 

There was nothing stupid about Leon- 
ard Tose. In many ways his was the classic 
American success story. His parents were 
immigrants from Russia who had settled 
in Philadelphia. Mr Tose told stories of his 
father selling goods from a pack on his 
back and saving up to buy a truck. From 
modest beginnings the son built up a busi- 
ness of 700 trucks whose logo became fa- 
miliar throughout the United States. 

The politicians who listened in fascina- 
tion to Mr Tose’s account of how to lose 


money quickly were trying to understand 
the nature of gambling, and whether it 
should, or could, be controlled. Mr Tose 
was asked if he had any advice for Con- 
gress. “Don’t drink when you gamble,” he 
said. It sounded obvious, but it drew atten- 
tion to the practice of some casinos that 
provide big-spenders with an unlimited 
supply of drink. 

In various countries in the rich world 
similar inquiries are going on. In America 
and other liberal societies, a strongly-held 
view is that if you want to gamble, it is no 
business of the government. However, the 
consensus is that gambling is increasing, 
helped on by the internet, but little can be 
done about it except to provide counsel- 
ling for those unkindly called “pathologi- 
cal” gamblers. The good news for govern- 
ments is that gambling, though routinely 
deplored, is easily taxable, like its sinful sis- 
ters drinking and smoking. State lotteries 
are promoted as a good thing. Britain’s pro- 
vides much of the money to nourish its 
much-praised culture. 


His hobby 

One of the lures of gambling is its simplic- 
ity. The apparatus of a casino, the roulette 
wheels, the slot machines, require little 
technological skill. Mr Tose favoured 
blackjack, similar to pontoon, a children’s 
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game. The player has to be able to count up 
to 21 but it is otherwise undemanding. 
There are books that claim that a player 
with a prodigious memory for the se- 
quence of cards can gain an advantage 
over the casino. But whether playing in Las 
Vegas or Atlantic City, Mr Tose never both- 
ered with such affectations. What he liked 
was to play anumber of games at once, of- 
ten losing them all. 

In a revealing moment he once said, 
“My hobby is spending money.” Gam- 
bling was not all of his life, and perhaps 
not the most important part of it. After Mr 
Tose had made his pile, he gave generously 
to medical charities. He willingly subsi- 
dised local public services that were short 
of cash. He provided playing fields for 
schools. He bought the Philadelphia police 
their bulletproof jackets. When the Phila- 
delphia Eagles, a football team, was strug- 
gling to survive, he bought it for $16m. 
Sportsmen should stick together, Mr Tose 
said: as a student at Indiana’s Notre Dame 
University, he had played for its noted 
football team. 

He was in the tradition of American in- 
dustrialists who, having made a fortune, 
seek to give it away. The collections of 
European paintings and sculpture of 
Henry Frick, Andrew Mellon and other 
pioneering tycoons, bought when they be- 
came rich, were the foundations of Amer- 
ica’s great national art galleries in New 
York and Washington. Leon Levy, an 
American financier who died on April 6th, 
aged 77, was a similar benefactor. He gave 
away $140m, including $20m to the Metro- 
politan Museum of Art. 

Mr Tose did not see himself as that sort 
of philanthropist, assembling alms for 
oblivion. If he had a philosophy it was to 
use his money to provide entertainment 
for the public. He liked the company of re- 
porters, a habit he formed in the second 
world war when he edited an army news- 
paper. He became a regular read in Ameri- 
can newspapers. One of the serial stories 
was about his five marriages and their con- 
sequences. One wife asked a court to de- 
clare him incompetent to handle money. 
She lost. He was sued by a casino for a debt 
of $1.23m, and claimed that it had made 
him drunk. He lost. 

In the end he lost pretty near every- 
thing: his football team, the control of his 
trucking business, his Rolls-Royce, a model 
that matched that of his fourth wife. On 
his 81st birthday he was evicted from his 
colonial-style home, and he moved into a 
modest hotel, where the rent was paid for 
by some of his remaining friends. Last 
year, at the age of 87, he declined to be 
sorry for himself. He thought he had done 
well to reach a great age. He occasionally 
took a holiday, he said, but nothing flam- 
boyant. He had acar, albeit one eight years 
old. And he still had his spirit. m 
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reflection and analysis of human behaviour in organisations ? 


EXECUTIVE EDUCATION E ; 
an you undertake the courageous conversations 


EXECUTIVE DEVELOPMENT which build real understanding between people ? 


CONSULTING AND COACHING FOR CHANGE 


An international programme for executives, built around 
six 4-day modules alternating between Paris and Oxford, 
and leading to an HEC Master's degree. 


November 2003 to October 2004. 
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Director, Special Services 
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our full-time program, only you do it in a Executive M.B.A Program 


part-time format designed for experienced Europe Campus, Barcelona, Spain 


managers. In addition, you study with 
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Study for a masters degree at one of Europe's lea 

schools and enjoy the world-class facilities of our h 
building. You will be taught by intemationaliy renowned acad 
staff, and also by high calibre practitioners from the City o 
London. Full and part-time study routes are available 
For more information, email us at: cass-masters@city.ac.ul : 
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Accounting and Finance and MSc Finance). no 
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Accounting, Actuarial Management, Actuarial Science, Banking, Economics, 2° 5 
Energy Trade, Entrepreneurship, Finance, Financial Econometrics, Financial l 
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Cass Business School | 
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The Brunel University Department of Economics and 
Finance bas the experience and the courses for you 


NEW to our MSc portfolio in 


September 2003 


2 Year MSc in Finance with Specialist Options: . i | 
@ MSc Finance (Financial Risk Management) | - 


+ MSc Finance (Asset Management) 


+ MSc Finance (Corporate Finance and 
Accounting) 


Incorporating 10-month Work Placement 


Brunel University, Uxbridge, Middlesex, UB8 3PH UK 
Direct enquiries to Jo Blume, poser Admini strator, | 
Tel (44) (0)1895 203182 
Email ec-pg-enq@brunel.ac.uk 


Details also available at our website 
www.brunel.ac.uk/depts/ect/ 
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Imperial College 
London 


The Business School 


Learn to manage tomorrow’s world today, 
at Europe’s university of innovation. 


« worldwide reputation 
e proven record 
e elite networks 


Full-Time MBA E 5) 
Executive MBA a 
Masters in Finance 

Masters in Health Management 





www. imperlalac.uk/business 
+44 (0) 20 7594 9608 
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WEST LONDON . 


An exceptional MULTICULTURAL experience 
in the HEART of EUROPE 


> International Full-time MBA 
12 month English-language program in Paris 
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> European Executive MBA 
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& on other ESCP-EAP campuses in Europe 
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> International Master's in Management 
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Residential modules in Paris, Tilburg, Budapest & the USA 
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of 22,000 ESCP-EAP graduates in 65 countries. 
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European School of Monagemeist 


Learn everywhere. Manage anywhere. 





@ AMBA Accredited Degree. 
@ An intensive nine-month bilingual program (French/English). 


© The leading school in Political Science and Economics, 
founded in 1872. 


® A distinguished international faculty. 


@ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, May 15! m 2003 at 6. 30 P. m. 
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e MBA • MSc 
e DBA ¢ Open Access 


UniS 


University of Surrey 


e Full time — one year 
¢ Part time — two years 

e Weekends - two years 
e Virtual- no attendance 
Intensive — one year 


MSc 


e Variety of specialisms ` 
e Full time — one year 
¢ Part time — two years 


DBA 


e Part time — four years 









Open Access 
Non-graduate route 
to Masters + FREE LAPTOP 

e Full time — three months i=) COMPUTER r 


e Virtual — no attendance ’ = programme fees 


School of Management Freephone: 0800 052 3972 
(Including SeMS) 


SeMS, University of Surrey, Guildford, 
Surrey GU2 7XH 


wi lee ems Tel: +44 (0) 1483 689347 
Lh ite] Fax: +44 (0) 1483 689511 


Website: www.som.surrey.ac.uk 





Macroeconomic Policy & 


Management 
July 14 - August 1, Boston 


Previously taught at the Kennedy School of Government at 
Harvard. Covers issues and problems of open-economy 
macroeconomic policy in developing, emerging and 
transitional economies. For analysts and decision makers. 


Faculty features outstanding lecturers from prior sessions 
at Harvard, including Stephen O'Connell (Swarthmore), 
and renowned experts such as Montek Ahluwalia (IMF), 


Stephen Cecchetti (Ohio State), Jeffrey Frankel 
(Harvard), and Allen Sinai (Decision Economics, Inc.). 


Contact: Website: http://www.brandeis.edu/global/execprograms2003.ph 
Email: perlo@brandeis.edu 


Phone: 1-781-736-2139 
GRADUATE SCHOOL OF INTERNATIONAL 


ECONOMICS AND FINANCE 
Brandeis University, Waltham MA 02454 


Brandeis is one of America's top universities. The Graduate 
School offers MA, MBA and PhD programs focused on the 
global economy, to students from around the world. 





The Economist April 26th 2003 






























81 


The University Bf Reading 


ISMA | THE BUSINESS SCHOOL 
CENTRE | FOR FINANCIAL MARKETS 





a A O eave been lly placed 
hes c Dresdner Kleinwort Wace oe UBS ‘ 
k. Warburg, WestLB and many more. — 


W West lB 


`; 3 D 2adline for WestLB Scholarships: 13 June. 
Dee See website for me 









eos _ The University of Reading — 
ISMA Centre - Whitekni 
PO BoX 242 “Reading RG6 6BA+ 
$e “Tel: +44 (0)118 378 an 
Further information: aR Bt. SEE. 3), Fax: +44 (0)118. 931.4741 
Email: admin@ismacentre. rdg.ac.uk 





www.ismacentre.rdg.ac.uk 


INTERNATIONAL AND COMPARATIVE 
INTELLECTUAL PROPERTY LAW PROGRAM FOR 
PROFESSIONALS 


St. Peter’s College, Oxford University 
July 2003 


A program offered by St. Peter's College, Oxford University; the University of Illinois 
College of Law (USA) and the University of Victoria Faculty of Law in Canada. 


Limited to 75 seats. 
July 24 to 29. Register for 6 days or 3 days 


Session | 
Alternative Dispute Resolution and Intellectual Property 
International Transactional Study of Industrial Design/Design Patent and 
Trade Dress Protection 
Copyright and Trademark Infringement, Anti-Counterfeiting, and Parallel Importation 
Multimedia, Audiovisual Arts, Cross-Border Ownership, and Exploitation 
The Intellectual Property Process: Filing and Litigation Strategies 


Session II 
Patenting Innovations in Biotechnology and Business Methods: New Frontiers, 
New Problems 
Trade Secrets and Confidential Information: Employer and Employee Relationships, 
Non-Competition, and Non-Disclosure Agreements 
Commercializing Intellectual Property Internationally: Licensing Concerns, Practical 
Problems, and Pitfalls 
Abuse and Misuse of Intellectual Property Rights 
Intellectual Property Audits, Due Diligence, and Corporate Compliance Programs 


Presenters from 
Bird & Bird (UK/EU, Hong Kong) 
Smart & Biggar (Canada) 
Brinks Hofer Gilson & Lione (USA) 


FOR FURTHER INFORMATION 
www.uves.uvic.ca/ip or www.ipint.org 
(Professional Specialization Certificate Program) 
or email Ms Bnshkai Lund at arts&sci@uves.uvic.ca or Ms Gillian Brook at 
gillian. brook @st-peters.ox.ac.uk. 
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October 2003 


The Birmingham 
Business School 


7 2500 students in 112 countries aera in ae free time and 
earn Bachelor, Master, Ph.D. degree in Business ~ Liberal 


ieee: Engineering for a brighter future. We give academic credit for 


work experience, You can earn your degree in one year! Your personal 
American Advisor will guide your studies. Use our Internet library. For a 


no cost catalogue: P.O.Box 61707, King of Prussia, PA. 19406 USA 
Fax: 610 205 0960 e-mail: admissions@washint.edu 









£72,316 - £97,470 


At DFD, our central focus is on an international commitment to halving 
the proportion of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 

understanding and patience to even the most complex development activities. 


Chief Advisers help develop policies and strategies that contribute to the 
Millenium Development Goals, They help to build long-term partnerships 
to improve the coherence of the international system and its responsiveness 
to country-led developmental processes. You will stay abreast of key policy 
formulation and build strong relationships with institutions, governments, 
academia, think tanks and Whitehall. You will also play a pivotal role in 
promoting flows of knowledge across DFID about new environment 
trends and topics — anticipating and filling knowledge gaps. 


Your core responsibility will be to offer vision and intellectual leadership 
on environmental and sustainable development issues. This includes, 
crucially, the relationship between poor people, poverty and the 
environment, the sustainability of their livelihood systems in both rural 
and urban contexts, and the importance of infrastructure provision, You 
will understand the complex inter-relations between the environment 
and economic growth, health, security and vulnerability, and you will 
be committed to improving the conditions in which peor people live, 
and the opportunities they have. 


You must be focused on delivery and on offering purpose and direction 
~ and you'll offer a broad understanding of development issues, 
developing countries and key development goals and their critical inter- 
relationship with the environment. 


The post requires a minimum of a Master's degree preferably a PhD or 
equivalent, in Environmental Science or Environmental Management. 
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Six Full-fee Scholarships for European 
~ e Anew one-year fulltime programme, entry 


* Prepares high-quality graduates for a global career 
* Taught by distinguished international staff 
+ Offers training nm research and project skills 


e Possibility of continui ing to doctoral studies 


Chief Environment Adviser, Policy Division 






Deadline for applications: 15 July 2003 


| 
| 
Birmingham Business School 
Tel: +44 (0) 121-415 8273 | 
Fax: +44 (0) 123-414 2263 
Email: msc-intnibus@bham.ac.uk 


For full programme details: 
http://www.business.bham.ac.uk/ 
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/ The Academy of Business Strategy 
Professionalism without compromise 
| Post-Graduate 
Certified Professional Consultant (CPC) 

Designed exclusively for Business Graduates, or experienced Managers, who wish to 
establish a professional independent consulting practice, while actively employed. 
Please forward your CY and email addrass fo. 


The Academy of Business Strategy (edu/econ), 2nd Floor, Berkeley Square House, 
| Berkeley Square, Mayta, London WIiJ6BD. > 









London 


Substantial practical experience, atJeast half of which should have been 
spent in a developing country context is also essential. A record of 
relevant publications and membership of an accredited institution or 
professional body are desirable. 


The Civil Service offers a choice of final salary and stakeholder pensions, 
allowing you to choose the pension that best suits you. We also provide 
a range of flexible working policies — enabling you to balance work with 
your other commitments. Assistance with relocation may be available 
subject to negotiation. 


DFID is an equal opportunities employer. Applications are welcomed 
from ail parts of the community and we actively encourage interest 
from women, ethnic minority groups and thase with a disability. 
Selection is on merit. Candidates must be nationals of member states of 
the European Economic Area (EEA), Swiss Nationals or citizens of the 
British Commonwealth with the right to work in the UK, The successful 
applicant will have to satisfy the British Government's developed 
vetting procedures. 


For more information on this vacancy, DFID in general, and an 
electronic application form, visit our website at www.dfid.gov.uk 
Alternatively, email dfid-recruitment@dfid.gov.uk for an application 
pack ~ quoting Ref. CEA. 


Clesing date ~ 16 May 2003. 


Working to eliminate global poverty and promote 
sustainable develapment 


VIL SERVICE 


DFID 


www.dfid.gov.uk 
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Department for 
Internationa! 
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A unique international MBA in one year. 
USC's top 20 Marshall School of Business offers a unique 
international MBA in one challenging year to ambitious mid- 
career professionals. “ Strong general management funda- 
mentals and internationally focused electives. 4) Capstone 
international consulting project. 4 World-class leadership and 
team-building training. "| 66 diverse participants from 20 
countries studying in the heart of Southern California. 
Powerful alumni network. 


Apply now for August 2003 
www.ibear.com | ibearmba@marshall.use.edu 


Fem monnearennnunnenvrecsmanouronateuntewed 


USC ` UNIVERSITY OF SOUTHERN CALIFORNL 


Businesses For Sale 


OTTE A a a aT OTIENO TAAA aanaeio 


GOVERNMENT OF THE REPUBLIC OF RI RWANDA 


MINISTRY OF FINANCE AND ECONOMIC PLANNING, 
THE PRIVATISATION SECRETARIAT 


‘GREEN GOLD’ 


The Government of the Republic of Rwanda, through the Privatisation Secretariat 
invites bids for controlling interests in the tea factories and related assets at Malindi 
and Pflunda. 


















Basic Description of the Privatisation Transaction: 

Mulindi: 55% shares to strategic investor, 45% to be held in a Trust Fund to be sold 

to Coopthé Mulindi and ihe Association of Small Growers within one year. The 

forest-land will be leased to the company on a long term basis. 

Pfanda: 55% shares to strategic investor, 45% to be held in a Trust Fund to be sold 

to Rwandese Nationals and Association of Small Growers within one year. The 
plantation and forest-land will be leased to the company on a long term basis. 








The privatisation of the tea factories at Mulindi and Pfunda are two separate, stand- 
alone privatisation transactions. Bidders can bid for both units, but both bids must 
be independent and not conditional on the other. 








Date of closure of Bids is: 4pm on 19" August 2003 
A Bidders Conference is planned for: 8° and 9° July 2003, Only those who 
acquire the Information Memorandum and Bid Procedures will be invited to this 
conference, 








Potential bidders can receive the Information Memorandum ami Bid Procedures 
oe tap 


ny atisi ation 





Secretariat in Kigali, or from 
VEA ni yrwandatea, after formally registering interest 
with tie Privatisation Secretariat, signing £ a confidentiality agreement and payment 
of a non-refundable application fee of USSS00 for cach transaction. 







For further details and Registration of Interest please contact: 










Mr. Bonaventure Nivibizi, Executive Secretary, 
Privatisation Secretariat. PO Box 4731, Kigali, Rwanda. 
Tel: +250 575383, +250 570991 or +250 570992 

Fax: +250 375384, Email: pys@rwandal com. 


o You may also contact Mr. Amitabh Shrivastava, Principal Consultant, Adam Smith 

coo 9 Institute, Privatisation Advisers to Government of Rwanda at 3 Albert 

ca jae Embankment, London SEI TSP. U K. Tel: ie 20 T7356660 Fax: +44 20 77930090 
N Email: amitabh shrivastava @ adam ins 
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Deadline for applications: 15 May 2003 
www.unep.org/ vacancies 


www.unep.org 


Applicants are encouraged to apply ondine at hitp/jobs. unor. tf applicants 
cannot submit an application online, they may send paper applications to: 
Staffing Support Section, Office of Human Resources Management, 5-2475, 
United Nations, New York 10017, United States of America, Fax: 1-212-963 
3434, 7-212-963 9560. E-mail: staffing@un.org. Please quote vacancy 


announcement number: 03-PGM-UNEP-401551-R-MONTREAL, The United p- 


Nations shall place no restrictions on the eligibility of men and women to 
participate in any capacity and under conditions of equality in its principal and 
subsidiary organs. (Charter of the United Nations - Chapter 3, article 8). 


The United Nations values integrity, professionalism, respect for diversity. 





Ameri ICA, and the . Caribbean, providing overall de 

grant-making programs, managing the. offi 

representing the Foundation to various organizati 
see having a an interest in the Foundation’s 


grants nie ees ts tbir the office” g “majo: fields ofi programmatic concern, 
Prepares and manages the office’s grant and management budgets, oversees’ | 
all legal matters, and supervises local administrative staff. Maintains. 
effective ties with local leaders, governmental and non-governmental. 
agencies, and other donors. Collaborates: with the Foundation’s other- 


representatives in Latin America in developing region-wide. strategies, and’ i : 
collaborates with program staff from around the world in helping shape {f 
oball y; The Representative also fi 


various aspects of the Foundation’s wor 
manages a grants portfolio of his/her OW. 


Qualifications: Demonstrated leadership, planning, management, and: f- 


analytical skills: excellent written and oral communication skills in Spanish a 
and English; knowledge of the area's history and culture: in-depth - 


understanding of development and social change processes: and previous 
relevant experience in Mexico or countries In Central America and the 
Caribbean. An appropriate graduate degree, familiarity with the Foundation 
or philanthropy, and expertise in one or more areas of the Foundation's 
current program interests are highly desirable. | 


To apply send resume. substantive cover letter, and writing sample (3-20 
pages of original work in English) to Ms. Zée Reiter preferably by email 
(resumes @ fordfound_org - indicate position #215 in subject line) or 320 East 


43rd St, New York, NY 10017, USA. Application deadline is June 15, 2003. |} 
Por more information on the Ford Foundation-—and the Mexico City office, - 


visit www.fordfound.org. 


The Ford Foundation is an EEO emplover. 
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FACULTY OF COMMERCE, LAW & MANAGEMENT 


DIRECTOR : GRADUATE SCHOOL OF BUSINESS 
ADMINISTRATION (WITS BUSINESS SCHOOL) 


Applications/nominations are invited for the headship of the 
Wits Business School in the Faculty of Commerce, Law and 
Management.The successful candidate will be offered an 
appointment for a period of up to five years. If s/he does not 
wish to apply for a second term of office, possibilities of suitable 
employment within the School will be considered. The Director 
will provide the academic vision and leadership required to enable 
the Wits Business School to maintain its position of excellence. 
Qualifications: S/he will have attained sufficient academic 
and professional standing so as to command the respect and 
confidence of members of the school and will posses high-level 
inter-personal and managerial skills.Short-listed candidates will 
prepare and present a five-year plan for the school at a seminar 
attended by members of the School and Faculty. 

Duties: The Director will be required to set the direction of the 
School within the wider mission of the Faculty and University 
and to lead and manage the School to meet its strategic goals. 
The successful candidate must provide academic and research 
leadership and will also be responsible for the financial health of 
the School. S/he must also provide guidance on student affairs, 
human resource management and administration. 

Enquiries and to apply: Please submit a covering letter in 
support of your application, detailed CV with names, addresses 
and contact numbers of 3 referees (e-mail addresses) and 
certified copies of degrees/diplomas to: Ms Maxine Lewin, 
Human Resources Manager, Faculty of Commerce, Law 

& Management, University of the Witwatersrand, Private 

Bag 3, WITS 2050. Johannesburg, South Africa 

E-mail: lewinm@hr.wits.ac.za 

Tel: (011) 717-141 7/2: fax (011) 717-8170, 


CLOSING DATE :31 MAY 2003 d ; 
Committed to excellence and equi University of the 


Witwatersrand 


Forfas 


Forfas is the national policy and advisory board for enterprise, 
trade, science, technology and innovation in Ireland. 


The successful applicant will be responsible for formulating advice on key 
national and international trade issues, This will involve the provision of 
policy advice, support and services to the Minister of Trade and to the 
Department of Enterprise, Trade and Employment directly and through the 
Forfas Board. 


Applicants should have a very good understanding of trade policy and its 
role in a modern economy. Candidates should have strong analytical skills, 
| weil developed presentation and communication skills, both written and 
verbal, interpersonal skills including team management ability and a wide 
ranging knowledge of issues affecting Irish and international trade. 


Strong relevant third level qualifications and at minimum th ¢ 
professional experience in a trade policy related environn 
requirement for the position. 


Salary Range: €45,000 - €60,000. 


Application forms and further information are ; j 
website www. forfas.ie Closing date for recel 
May 2003. 


To apply, please return completed ap 

to Ms Denise Cash, Manager, Staff 
Wilton Place, Dublin 2, Ireland or by e-r 
Forfas is also interested in receiving C 


suitable backgrounds in public policy dev nd research. 





RBoardman, AFSC. 1301 Cheny St. siege . 
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American Friends Service Committee 
Quaker organization seeks 
Assoc. Gen'l Sec'y for Intnl Progs. 
Philadelphia, PA 
Senior management position. 


** WORK IN USA ** 


195.000 Empioyment VISAS Availabie! 
Uf Paeorrasigonuars, ENGINEERS ARCHITECTS, 
ACROUNTANTS. Paysicians, TRAGCHERS, ETC... 
TOP Positions, Saiaries & Benefits 
Visit us Online for Job Opportunities! 


TP : 1 
PA 19104-1479 or Affliates {Recruiters Needed!!! 


Website: hitp-//wewafse. ee A www. GreenCargSpecialists.com 


JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of | 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email: 
+1 202 4781698 cpamerica@careerpath eo uk 
+44 20 75048280 aaa ae co.uk 
+66 2 6308120 


USA/Canada 
Europe 
Asia / M. East / Aus 





MARTIN-LUTHER-UNIVERSITY 
HALLE-WITTENBERG 


The Halle Institute for Economic Research (IWH), Germany is seeking to 
appoint a successor to Professor Doctor Ruediger Pohi for the position of 


President 


Halle Institute for 
Economic Research 


| This post is available from 1 January 2004. 


The post is linked to the position of University Professor {C 4) at the Faculty 
of Economics at the Martin-Luther-University Halle-Wittenberg. During the 
presidency the post holder will be exempt from his/her duties at the 
university. 


The IWH, a member of the Gottfried Wilhelm Leibniz Society, is one of six 
economic research institutes which are funded jointly by the Federal State 
and the Laender. The institute is a non-profit making and independent 
organization, devoted to carry out economic research with a strong emphasis 
on empirical economic research and to utilise the institute’s expertise in 
analysing and forecasting economic development and to do economic/policy 


| consultancy to inform decision making processes within the political and 


economic sphere. 


The Board consists of the President and the Managing Director. The 
institute houses five research departments and one infrastructure department 
and currently employs approximately 70 staff. The President's main tasks 
are to manage the institute, represent the IWH at research committees 
and to deal with political decision-makers and the public. The presidency 
is for 5 years in the first instance and re-election is possible. 


We are looking for an outstanding empirical economist with an established 
record of policy consultancy. The postholder must have the ability to 
manage the research institute innovatively and must fulfil all the criteria 
necessary to take up a Professorship at a University in Saxony-Anhalt. 


soba ea ec eR iN eg NS PT RSA GAO ENS EO MWR AMINE TN Te SLATE SIDA AA ASA tt CEO At A it ADAM me ch Yr ata tal nn annem fps rane WSMAS VCP AA TEPER naidaan; kup hy anta ne Ar annonce hr m ari betel aim ni riviera he 
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| 


Furthermore, it is desirable that the successful candidate is experienced | 


in dealing and co-operating with international research partners and 
organizations. The IWH and the Faculty for Economic Research of the 


Martin-Luther-University Halle-Wittenberg attach great importance to | 


intensive academic cooperation. 


The successful candidate will be chosen on the basis of an appointment 
procedure which is supported by both the Institute and the University. Both 
institutions particularly welcome female applicants for this post as they are 
currently underrepresented. 


The IWH and the Martin-Luther-University are committed to improving 
employment opportunities for disabled people, which means that disabled 


applicants with the same qualifications and abilities will be treated | 


preferentially. 


Please send your application including all the usual documents to the 
Chairman of the recruitment Committee, Professor Or. Gunter Steinmann, 
c/o institut far Wirtschaftsforschung Halle GWH), Kleine Markerstrafe 8, 
06108 Halle, Germany. Informal enquiries to: Dr. Joachim Ragnitz, Telephone 
+49345/7753860. 
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So <- Description: 


> | Government Programme (MGP) of the Government of Kerala (GoK). GoK has initiated the MGP to address the fiscal crisis in the state and 





=F achievement of human development and poverty reduction targets envisaged in the state’s Tenth Five Year Plan (2002-2007). Information on me 
..| the MQP strategy and programme components can be found on the GoK website (www.mgp.keltron.org). GoN will provide a Technical > 


oe - The PSP will: 







ROYAL NETHERLANDS EMBASSY (RNE) 


Pre-Qualification Notice 
Procurement Service Provider 


for the Modernising Government Programme 
Closing date: 8th May 2003, 12.00 a.m. 





Region/Country/State: —S. Asia/India/Kerala 
Activity number: 2237 


-© The Government of the Netherlands (GoN), jointly with the Asian Development Bank, is providing financial assistance for the Modernising 


; © improve delivery of essential services through governance and public management reform. The overall objective is to facilitate the 


Assistance Fund of an estimated & 6 million in support of selected activities and projects under the MGP. A procurement service provider » 
(PSP) is sought to procure, administer and financially account for all GoN funded TA. 


=- have a functioning office established in the State capital with a local manager of sufficient autonomy, who is accountable to 
the GoK Secretary for MGP; | D a 


©- > provide effective, ef ficient, timely and cost effective procurement of services on the basis of quarterly work plans and Terr 
of References provided by GoK, in accordance with an agreed working arrangement (Protocol); ME 


institutional context of governments 


- be able to interpret GoK requirements on the basis of an adequate understanding of the 
in developing countrie a DOE re E ee eee ee 

- Have proven access to suitable experts from national (Indian) and international public sector and local government 
consultancy firms, resource centres, tertiary institutions, government departments, local government organisations and other 
relevant sources for all five main programme areas of the MGP (ref. documentation on website); 

- procure logistic support services for conduction of meetings and workshops as necessary; | 

- assist GoK in ensuring appropriate quality of the design, presentation and formats of ToR for each procurement; S SE 

- administer all contract and payment arrangements and maintain and manage the accounts of expenditure and commitments fo- 
for all procurements on the basis of established accounting practices; | 

- ensure that all accounting procedures and reports comply with GON procurement and operation manuals 











This contract is to be awarded in accordance with the ICB (international competitive bidding) procedure with pre-qualification (1.e. a short 


list) on the basis of the "double envelope system". The pre-qualification procedure will be based on an assessment of information relating to 


cf- a statement to the effect that the organisation — in terms of company structure and profile of capabilities - is capable of | 


į > an account — in sufficient detail - of the organisation's experience and competency in similar projects; | 
|. > the names and addresses of clients for whom the organisation has performed similar projects in the last 5 years; 
_ + financial position of the organisation (last three years’ annual reports including statements of accounts); 


the areas specified below. Candidates are expected to have both a local presence in India and operations abroad, with substantial experience 
with projects in developing countries; candidates whose experience does not extend beyond their own country of origin &/or not having 
executed similar assignments will be disqualified. | | bere 
Organisations are invited to send written notice of their interest, in quadruple, to the Royal Netherlands Embassy, New Delhi. This written fo 
_. notice should necessarily contain the following data which are required for the purpose of pre-qualification: 9 -2 00 es 


performing a project of the nature and scale as described (core-expertise: procurement of services). 
to (i) provide a choice of suitable Indian and international consultants for a wide range of services in the 
management/reform and (ii) financially and administratively manage a portfolio of multiple projects of varying co 







ards the ability | 
“public secor | 





- (if the organisation is not yet registered with the Ministry, The Hague) information on its size, resources and- any other A & 
information deemed relevant, including details of the HQ and the office which directly deal with this project ie oe 


The RNE reserves the right to cancel the procurement procedure at any time should this be necessitated by factors beyond the control of RNE . 
or should the recipient government not give permission for the contract to be performed. a 





Financier: The Royal Netherlands Embassy (RNE), Euro 3 million maximum, Duration 5 years, 
expected starting date July 2003. 


Address: Royal Netherlands Embassy, 6/50F Shantipath, Chanakyapuri, 
New Delhi — 11 00 21, India; (Attention — Mr. S. Srikanth) 
Phone: 00-91-11-2 688 49 51 (ext. 274); Fax: 00-91-11-24103089 
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86 Tenders 
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At DFID, our central focus is on an international commitment to halving 
the proportion of people in extreme poverty by 2015 — through 
sustainable development, education, and better management of natural 
and physical environments. So we're looking for individuals who can 
bring skills, understanding and patience to even the most complex 
development activities. 


DFID is seeking Expressions of Interest from individual consultants and/or 
consultancy firms or consortia in support of DFID commitments in providing 
trade related capacity building (TRCB) as outlined in DFID's White Paper 
2 and support formulation of DFID/UK policies on trade and development. 
DFID therefore wishes to establish Framework Arrangements (without 

a financial commitment but separate call down contracts will be issued 
for each assignment) with either individuals’ organisations and/or consortia. 
The expected scope of work will include analysis of trade policy issues, 
identification, design, monitoring and evaluation of DFID funded trade 
activities, trade capacity development, multilateral and regional trading 
arrangements. Additionally, consultants may be required to contribute 
to the design, monitoring, evaluation and/or delivery of training events 
aimed at partner country government officials, DFID officials and others. 
Draft Terms of Reference can be found at the DFID web site — 
www.dfid.gov.uk/contracts/contractopportunities.asp 


Expressions of interest must be in the form of a capability statement of 
no more thani0 pages demonstrating a good understanding of trade and 


% y 
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INVESTOR IN PEGPLE 


Trade and Development Framework Arrangements 
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‘development, macro and micro economics, institutional development, 
social development, livelihoods approaches, participatory approaches, 
programme design, implementation and management, experience of 
working in a development environment and training experience. 
Consortia EOls should include partners from development countries and 
individual consultants should have at least 7 years’ experience. Interested 
service providers, with the exception of Consortia, should have been 
trading for at least 5 years. It would be advantageous to include French, 
Spanish or Portuguese speakers within the team. In addition to the 
capability statement we require abridged CVs of key team members and 
a completed application form which can be found on the DFID website 
at www.dfid.gov.uk/contracts/contractsopportunities.asp These Agreements 
will initially be for 36 months with the possibility of a 24 month extension. 


For more information on this opportunity, DFID in general, and an 
electronic application form, visit our website 

www. dfid.gov.uk/contracts/contractopportunities.asp Applications 
should be e-mailed to: d-clark@dfid.gov.uk quoting Ref. EO] 034713 


Closing date: 19 May 2003. 


Working to eliminate global poverty. and promote 
sustainable development 


SERVICE 


DFID 


www.dfid.gov.uk 
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Burkina Faso - Privatisation Commission 





INVITATION TO SUBMIT AN EXPRESSION OF INTEREST | 


Partial privatisation of the Office National des Télécommunications (*ONATEL”) 


Strategic Investors and Consortia led by a qualified Strategic Investor are invited to submit expressions of interest by May 14, 2003 


Privatisation process 
The Government of Burkina Faso is committed to enabling private capital fo participate in the 
development and management of public infrastructure, and to pursue reform of the 
telecommunications sector through the partial privatisation of ONATEL. The proposed privatisation 
process will take place as follows: 
I, ASI% stake of ONATEL’s share capital will be transferred in three steps te a Strategic Investor 
ar to è Consortium led by a prequalified Strategic Investor: 
W 34% stake in 2003, with immediate devolution of Management control, 
E subsequent 10 % stake by 2007, and, i 
W final 7% stake by 7009. 
2. 20% of ONATEL’s share capital currently held by the State to be sold through a BRVM listing 
further to the transfer of the initial 34% stake. 
3, 8% of the share capital to be reserved to employees. 
The outstanding stake of the Government of Burkina Faso in ONATEL will then be 23%, 


ONATEL’s key operational highlights 

@ Exclusive provider of fixed telephony services (domestic, isternational and interconnection} 
until December 31, 2005, 

M@ = Public switched network capacity of 62.000° lines, 97.3% digitalised. 

® Leading GSM operator in Berkina Faso through Telmob, a wholly owned subsidiary, 
providing a full range of mobile services w ¢. 36,000" subscribers (of which 15% post-paid). 
Current 36.5% market share to be increased as a result of network capacity increase up to 
160,000 fines in 2003. 

i s of December 31, 2002 


Expression of Interest 

Interested Strategic Investors or Consortia should substantiate their capabilities in managing and 

expanding a telecommunication network by providing the following information: 

E Company (or Consortium members} identification, including details of incorporation and 
ownership structure, audited financial statements for the last 3 years, full contact details of the 
Company representatives (including titles), 

@ Technical and Operation information, including years and countries of operations, range of 
telecommunication services provided and subscriber numbers, 

E = Confirmation of absence of conflicts of interest, 

@ Signature of the Confidentiality Agreement, to be provided upon request. 


Proposed Timetable 

Expressions of interest should be sent by e-mail (privatisation-onatel @frrothschild com), not later 
than [2 pm GMT on May 14, 2003, with confirmation to be sent by post or fax at the address 
indicated below by May 16, 2003. 

Shortlisted parties wil be notified by May 19, 2003 and provided with a Tender Package (including 
a procedure letter detailing the proposed due diligence programme, a detailed Information 
Memorandum, and a fuji set of transaction documentation), only available in French. 


Completion of the sale with immediate devolution of Management control is expected as from 
October 2003. 


Contact Details 
Any enquiries and requests for both a summary information profile on ONATEL and the Confidentiality Agreement format should be directed to our Financial Advisor: 





MG ROTHSCHILD 


Lionel Zinsou or Samuël Zayat 
Rothschild & Cie 
17, avenue. Matignon ~ 75008 Paris, France 
Tel: +33 1 40 74 42 53 - Fax: +33 140 74 98 42 
E-mail: privatisation-onatel @frrothschild.com 
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OFFSHORE & UK COMPANIES - TAX PLANNING - BUSINESS SERVICES faa 
Licensed T g & — SREE And per By ee Lawyers & 











Expert advice at affordable prices 






















‘Hong Kong: Michaet Foggo 
Tel: +8592 2542 1177 hk SoverzignGroeup.com 
U.K. Simon Denten Tel: +44 (oiz6 7389 sa 
ukSoversignGroup.com 
USA: William H. Byrnes 
Tat: +} (305) 579 $344 

usaldSavereigry CAID.COT 


SOVEREIGN 


Offshore Corporations 


Banks, Trusts, Foundations $ 


si KA/GS, credit Cards 






















7 days po vaek 


Abrams & Krochak 
Canadian Imenipration Lawyers 
254} Mersin, Semen, Sarie G2. Puente, Cerraria MAS CHE 
ae (E) $3482 PIAT Fax. se (iiare GR AT 


Frey oniiir sais at, 24 haus per diy, 








| Readers are Recommended 
n ake appmograta enquiries and take anoroprigie | 
advice before sending money, ingurring any expense | 
of eterin into a binging commitment in relation in an € 
advenisament. The Econom! Newspaper Landied 
shal cat be fable to any paor for loss or damage 
inquired or suflarad as a result of his / har accepting ar 
offaring to accept an invitation contained in any 
avert Bemari pubi ished i in Th Economist. 
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| Totally Flexible | 
MBA/DBA/PHD 


IMS degrees by Distance Lemming, You design your 


qurricuium. You wil net sindy material you already 
know of do not need. No exams, you bam trough] 
mseatch & writing. Mo Bachelors or GMAT reguked. 
Fesully are successful business leadearsiquihors | 
Faculy wanted. Rushmore University, 1-€15-425- 
8577, infoeibrushmore. edu www.rushmore.edu, 
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PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW 4EG. UK, 


; E-mail: athenatookiaod. com 
Lana Tean @ 
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i Proven to cute Hea cosis by up to 40%} 


Manutacturer seeks UK and overseas 
distributors for this top quality high tech 
product with amazing customer demand. 

Tel: +44 (0) 1872 2123000 
Fax: +44 (O}1872 264325 
For iiformeation pack 


FOR SALE 


Leisure Travel Business 


Niche Leisure Travel Business ~ Dominant 
Payer In this major growth sector in travel. 
Next year £60-£70m Vo. material pre-tax 
profits 
Past year E2e-f2am - profitable 
Rigi Team ianed to take growth to E300 
in 3-5 yrs 
Sector largely untouched by internet = 
Huge poleriial 
Lame cal-cantre/conventional trade 
+ 250,000 Member data-base, ASC t's & 2's, 
Ages 40-70 
* Management and Owners to remain 
James Calton. 
Overseas Travel Brokers, 
Adelaide House, Hall Roar, 
Pantieid, Essex CA? SAW. 
Email: W jcalton gott fsbusiness.co.uk 
Fax.: (UK. - 44} 01576 349023 


portati: 





First/Biz Class Air Tickets 
Save 405 -70% otf First & Business Class 
Aining Tickets. 

Europe  S2705/Biz, Asia 
India/Africa/Ausiralia S4005/Biz. 
12 yrs Exp. Very reputable. 
Major Airlines. Guaranteed Paper Tickets. 
Creatve/Custom INVOICES Avalianla. 

i Tek 1-604-325-9009 
| Fax: 1-804-304-9314 
{ 

l 





Weabaita: 
waw Dusinassclassairinetickets on 











$2995/Biz, | 
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; Accountants | 


With over 25 years experience in 
facilitating offshore and international 


business, we deliver workable and cost 
effective solutions. 


. Solutions for r Expatriates 


. Trading o or r investing internationally 


° Protecting your wealth 





e Setting upa business overseas 


Contact David Stevenson 
for further information: 
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2° CITIZENSHIP M 
a Henley @ *y Partners 


CIAL PROGRAMS LEADING TO | 
L Eo aa AND PASSPORT | 
= 
i 


_ OFFSHORE l 








| Casino licenses, captive insurance, | 
| IBCs etc. | 
| www.anjouanoffshore.com 


North American rep: 
+1 416 273 8243 
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| DEMOCRACY FELLOWSHIPS 


| The National Endowment for Democracy (NED) invites applications to its 
| Reagan-Fascell Democracy Fellows Program. Established in 2001, the program | 
| enables activists, practitioners, scholars, and journalists from new and aspiring 
democracies to spend 3-10 months in Sonal at NED's International Forum for 
| Democratic Studies, in Washington, D.C., in order to deepen their understanding of | 
| democracy and enhance their ability to ae democratic change. Distinguished 
scholars from the US., and other dabien democracies are also eligible to apply. 
| Fellows receive a spend, health insurance, and some travel support. 











| To apply, see instructions under Fellowship Programs at www.ned.org. Application 
deadline for fellowships in 2004-5: September 15, 2003. 
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Output, demand and jobs 


. 0, 
American consumer-price inflation was % change on year ago 

















































































































3.0% in the year to March, up from 1.5%in GDP ea ia bre oun lg a 
the previous 12 months. The Philadelphia latest qtr* 2003 2004 latest latest latest  yearago 
Fed's business-activity index fell slightly in Australia +3.0 06 +16 +30 + 3.6 +23 06 +54 04 6.2 Mar 6.4 
April, leading to worries that manufacturing Austria +13 06 -05 +10 +19 -15 Dec + 0.9 Dec 4.3 Mar 4.0 
output is continuing to contract. Claims for Belgium +16 0 +08 +12 + 2.2 -1.6 Feb + 3.5 Jan 11.7 Mart 10.8 
jobless benefits rose higher than forecast, Britain #2.2 06 +17 +19 +25 + 0.1 Feb + 3.2 Feb 5.1 Febtf 5.1 
showing no let-upin the recent labour-mar- Canada +3.9 04 +16 +2.8 + 3.3 + 4.2 Jan - 0.2 Jan 733 es ad 
ket weakness. Denmark +09 4 -03 #15 + 2.3 + 3.3 Feb +5.8 Feb 5.7 Feb 5.0 
France +17 06 +09 +1.2 + 2.3 + 2.0 Feb = 0.8 Feb 9.2 Feb 8.8 
jomi i l b Germany +0.5 Q4 -01 +04 +16 + 0.2 Feb + 0.4 Feb 10.6 Mar 9.6 
ousing starts in America rose by morethan jay £10 w 232-4 iN) + 20 -1.2 feb +24 Dect 9.0 Jan 9,0 
expected in March, although much ofthe rise Japan $28 06 +22 +07 +08 +48 feb -02 fe 5.2 Feb 5.3 
was thanks to bad weather in February. Aver- Netherlands  +0.4 a4 -0.4 +06 + 1.9 -1.6 Feb -2.5 Dec 4.9 Mar** 3.7 
age figures for the two months, however, Spain $421 06 +14- +21. +27 +2.5 Dec  +2.3 Feb 11.9 Feb 11.1 
show that America’s robust housing market Sweden #13 06 +12 +17 +24 -1.8 Feb  +4.2 Feb 4.6 Mart 3.8 
is starting to cool. Switzerland +08 06 +14 +08 +18 -21 ù% -13 Jan 3.9 Mart 2.6 
United States +29 06 +14 +22 + 3.3 + 0.4 Mar + 2.1 Feb 5.8 Mar 5.7 | 
Euro area +13 Q4 +07 +10 + 2.1 + 1.8 Feb + 2.7 Jan 8.7 Feb 8.1 








The Centre for Economic Policy Research's 
EurocoIN index, a real-time economic- 
growth indicator, is showing faster economic 
growth for the euro area: the index rose from 
0.378 in February to 0.478 in March. Indus- 
trial production rose by 0.2% in February, a 
decrease on January’s 1.3%. Inthe 12 


*% change at an annual rate. tNot seasonally adjusted. tNew series. tt Dec-Feb; claimant count rate 3.1% in Mar. 8EU harmonised rate 
8.9% in March. **Jan-Mar, new series. 


Prices and wages 
% change on year ago 
The Economist poll 


























































































































A Consumer prices consumer prices forecast Producer prices Wages/earnings 
months to February, industrial production latest yearago 2003 2004 latest year ago latest year ago 
grew by 1.8%. Australia +3.4 A +29 + 2.7 +25 +30 @ +05 +39 04 +49 
Austria +18 Ma +19 +17 +13 +2.0 Mar -03  +2.2 Mar +24 

Wages in Germany rose bya nominal 2.6%in Belgium — +18 Mar: #23 + 1.5 + 1.4 + 0.3 Feb 00 / toe 8 +3.) 
the year to March. In real terms, wages pl : rE a = : si : = : 3 ME ES I 
. 0 nada + Mar + + + 2. + 2.3 Feb - 1,1 +1.8 Jan + 3.7 
gained only 1.3%. Denmark +2.9 Mar +26 +23 +20 +07 Mar +08 +39 Q46 +41 
n aoe France + 2.6 Mar + 2.1 + 1.7 + 1.4 + 2.8 Feb - 1.4 +3.5 04 + 3.9 

The Netherlands saw a sharp rise in jobless- Germany +1.2 Mar + 2.0. + 1.1 +1.0  +41.3 Mar nil +2.6 Feb +2.5 
ness, thanks to an economy performingeven Italy +27 Ma +25 +23 +19 +200 #14 42.1 De #28 
worse than many ofits EU neighbours. Unem- Japan - 0.2 Feb -1.6 -0.6 -05 -07 Ma -25 +2.1 Feb -0.6 
ployment rose to 4.9% for the three months Netherlands + 2.7 Mar + 3.7 + 2.6 + 2.1 +51 feb 3 28 + 3.0 Feb +44 
from January to March, up from 3.7% forthe Spain + 3.7 Mar +3.2 + 3.0 +2.6 +29 \feb ~ 0.2 a Ch | eos 
same period a year ago. Sweden +3.1 Mar +29 + 2.4 + 2.0 +0.6 Feb -0.4 +4.0 Dec + 3.2 
Switzerland +1.3 Mar + 0.6 +07 +09 +03 Ma -13 + 2.52001 + 1.3 

Consiumenusicoe dd taaa Wie by RIAN United States 43.0 Mar +15 +23 +18 +42 Mar -16 +3.1 Mar +33 
; Euro area HZ4 Mar +25 + 1.8 +15 ¢27 cbs = 11 +34 Q4 +3.2 








the year to March, up from 1.8% in the previ- 
ous 12 months. Canada’s central bank has 
raised interest rates five times over the past i 
year ina bid to stem rising prices. GDP forecasts 
The OECD reckons that any global economic recovery will come slowly, held back by geo- 
political risks and a continuing overhang of capital investment. The euro-area economy 
can expect anaemic growth of only 1.0% this year, versus a predicted 2.5% growth rate 
for America. In 2004, America and Ireland are likely to outpace Australia, whose econ- 
omy has recently been one of the world’s fastest growing. 


Inflation in Australia is also rising, thanks to 
the country’s booming economy. Inthe first 
quarter, the 12-month inflation rate rose to 
3.4%, up from 2.9% a year ago. Producer 
prices rose by 3.0% in the year to the first 


% increase on a year ago 
quarter, up from 0.5% a year ago. i an 


E 2004 
5 


E 2003 


Around 200,000 job-seeking Swedes are out 
of work. Unemployment rose to 4.6%in 4 
March, up from 3.8% a year ago. 


Growth in Japanese industrial production in $ 

the 12 months to February was revised up to 

4.8% from an earlier estimate of 4.2%. 2 
1 
0 


eG) Re Rey T & Lop S 
"mane i Toa e 0 Ct ra o Cin dey ma, n K tego a Vonen Stray, 


Economist.com/markets rene ie eng Stes 
3 Source: OECD 
Data on more countries, as well as currency tools 
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Money and interest rates 
Money supply* 
% change on year ago 
narrow broad latest 
Australia -11.8 +10.3 Feb 4.80 
Britain + 6.5 + 7.3 Mar 3.59 
Canada + 7.0 + 4.9 Mar 3.24 
Denmark + 8.7 +10.4 Feb 2.69 
Japan +14.4 + 1.8 Mar 0.02 
Sweden + 0.4 + 5.2 Jan 3.43 
Switzerland +24.0 +10.0 Mar 0.31 
United States + 3.9 + 6.2 Mar 1.22 
Euro area +10.3 + 8.1 Feb 2.55 


Interest rates % p.a. (Apr 23rd 2003) 
3-mth money market 


year ago 
4.62 
4.13 
2.40 
3.70 
0.03 
4.25 
1.57 
1.76 
3.39 


2-year 


gov't bonds 


4.68 
3.47 
3:45 
2.75 
0.05 
3.61 
0.07 
1.65 
2.53 


10-year gov't bonds 

latest year ago 
5.38 6.33 
4.42 5.23 
5.11 5.66 
4.35 5.31 
0.63 1.43 
4.64 5.52 
2.51 3.42 
3.99 5.10 
4.11 5.08 


corporate 
bonds 
6.29 
6.06 
6.94 
5.52 
0.75 
4.12 
3.60 
5.92 
4.38 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 4.95%, Japan 
No.248 0.64%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson 
Datastream. Rates cannot be construed as banks’ offers. 





Stockmarkets 


Market indices 
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The Economist commodity price index 


% change on 





1995=100 
% change on 
Apri5th Apr 22nd* one one 
month year 
Dollar index 
All items 76.0 76.3 +07 +9.4 
Food 77.5 78.0 +2.1 +11.5 
Industrials 
All 73.9 74.0 -12 + 6.5 
Nfa 78.9 79.0 +0.9 +15.2 
Metals 69.7 69.8 -3.2 -07 
Sterling index 
All items 76.3 76.3 +0.4 +0.85 
Euro index 
All items 92.6 91.6 - 1.8 -11.2 
Yen index 
All items 97.2 97.3 +0.6 +09 
Gold 
$ per oz 323.20 334.75 + 1.5 +10.6 
West Texas Intermediate 
$ per barrel 29.36 29.91 +7.0 +14.2 



































2003 one record Dec 31st 2002 * Provisional. t Non-food agriculturals. 
Apr 23rd high low week high in local in$ 

Currency terms 3 Gan BER 
Australia (All Ordinaries) 2,964.0 3,049.6 2,673.3 + 0.7 -13.8 - 04 +93 Top exporters — pat 
Austria (ATX) 1,196.5 1,211.3 1,120.2 + 1.9 -31.1 +40 + 8.5 Merchandise exports, 2002, $bn 
Belgium (Bel 20) 1,917.6 2,074.1 1,426.6 e 47 -47.9 - 5.3 - 12 ag ; ; 
Britain (FTSE 100) 3,966.5 4,009.5 3,287.0 + 2.9 -42.8 #07 =131 MBE of which re-exports 
Canada (Toronto Composite) 6,616.9 6,837.3 6,228.6 + 2.1 -41.9 nil +87 0 200 400 600 800 
Denmark (KBX) 174.0 174.0 145.0 + 0.6 -42.3 +46 + 9.2 United States — 10.8 
France (SBF 250 1,983.8 2,144.8 1,630.1 + 2.3 -54.8 - 34 +0328 rE 

(CAC 40) 2,962.7 3,210.3 2,403.0 + 2.3 2 >i «os penran L25 S 
Germany (DAX) 2,974.4 3,157.3 2,203.0 + 5.3 hi «28 +72 Japan 6.5 | 
Italy (BCI) 1,112.5 1,142.4 959.4 + 1.5 -49.0 +19 + 6.2 France [ 5.1 | 
Japan (Nikkei 225) 7,793.4 8,790.9 7,752.1 - 11 -80.0 - 9.2 -10.5 China 54 

(Topix) 789.4 865.4 770.6 nil -72.6 -64 -78 Mea = 
Netherlands (AEX) 291.7 337.3 218.4 + 1.5 -58.4 - 96 -5.7 biin 
Spain (Madrid SE) 682.8 683.8 576.8 +12 -40.4 + 7.7 +223 Canada: 13.9 J 
Sweden (Affarsvariden Gen) 146.0 153.4 127.8 + 1.8 -63.5 +05 +52 Italy [3.9 | 
Switzerland (Swiss Market) 4,586.9 4,965.3 3,675.4 + 0.7 -45.5 -0.9 -0.6 Netherlands 3.8 | 
United States (DJIA 8,515.7 8,842.6 7,524.1 + 3.1 -27.4 FeLi + 2,1 Belgium [ 3.3 | 

(S&P 500) 919.0 931.7 800.7 + 4.4 -39.8 +45 +45 Bian, p- 

i (NASDAQ Comp) 1,466.2 1,466.2 1,271.5 + 5.1 -71.0 +98 + 9.8 Hong Kang asa 
Europe (FTSE Eurotop 300) * 832.7 890.8 682.7 + 2.6 -51.2 =22 #42 South Korea 25 | 
Euro area (FTSE Ebloc 100) * 709.7 757.2 565.7 + 3.0 -54.2 -1.2 + 3.0 Mexico 12.5 | 
World (MSCI 810.8 830.7 710.8 + 3.6 -44.0 na +23 Taiwan EO [2.0] 
World bond market (Citigroup)? 539.2 551.7 518.6 + 0.5 - 2.3 na + 2.6 Singapore 5 NE , ‘World share,% | 2.0 | 
*In euro terms. | Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. S ~ ' 

Citigroup World Government Bond Index, total return, in $ terms. Source: WTO 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted | per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 $ £ euro ¥100 % of GDP 
2003 2004 Apr 23rd yearago Apr 23rd year ago 2003+ 
Australia = 67 Feb = 17.7 Q4 - 4.7 - 3.9 79.3 76.6 1.62 1.85 2.56 1.77 1.34 0.2 
Austria + 0.6 Jan + 0.9 Jan - 0.7 - 0.9 101.7 100.3 0.91 1.12 1.45 - 0.76 -1.3 
Belgium + 16.4 Jan + 11.8 Dec + 4.9 + 4.9 101.48 99.0 0.91 1.12 1.45 - 0.76 nil 
Britain - 55.5 Feb - 13.1 & - 1.8 - 1.6 99.7 107.0 0.63 0.69 - 0.69 0.52 -1.9 
Canada + 35.0 Feb + 11.0 Q4 + 1.6 + 1.7 80.9 76.9 1.45 1.57 2.30 1.59 1.21 1.1 
Denmark + 8.6 Feb + 5.6 Feb + 2.0 + 1.9 105.6 102.0 6.78 8.33 10.7 7.42 5.63 1.6 
France + 8.9 Feb + 28.3 Feb + 1.7 + 1.6 104.5 101.6 0.91 de 1.45 - 0.76 -3.6 
Germany +122.8 Feb + 46.9 Feb + 1.9 + 1.8 101.8 98.5 0.91 1.12 1.45 = 0.76 -3.7 
Italy + 7.5 Feb - 8.8 Jan - 0.4 - 0.3 74.5 72.5 0.91 1.12 1.45 - 0.76 -2.4 
Japan + 95.9 Feb +115.0 Feb + 2.6 + 2.9 128.8 129.8 120 130 190 132 - -7.7 
Netherlands + 29.5 Feb + 9.1 Q4 + 3.2 + 3.2 100.7 97.9 0.91 1.12 1.45 - 0.76 -1.6 
Spain - 40.8 Jan - 17.4 Jan - 2.2 - 2.1 76.0 74.2 0.91 1.12 1.45 - 0.76 -0.4 
Sweden + 15.0 Feb + 9.9 Dec + 3.6 + 3.5 80.2 75.8 8.33 10.3 13.2 9.11 6.92 0.7 
Switzerland + 4.8 Mar + 32.0 04 +11.2 +11.4 114.0 112.7 1.38 1.64 2.18 1:92 1.14 na 
United States -503.7 Feb -503.4 Q4 = 5.4 - 5.3 107.3 121.1 - - 1.58 1.09 0.83 -4.6 
Euro area + 95.5 Jan + 53.5 Jan + 0.8 + 0.8 88.1 78.6 0.91 pe Fa 1.45 = 0.76 -2.5 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except 8IMF,January average. OECD forecast. 
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Overview 
Economy 
According to official figures (of which many % change on year ago Latest 12 months, $bn Foreign 
analysts are sceptica ), China's economy GDP Industrial Consumer Trade Current reserves* 
grew by around 9.9% in the year to the first production prices balance account $bn, latest 
quarter. Driven by sharply increased invest- China +99 QI +16.9 Mar + 0.9 Mar +22.1 Mar +17.4 2001 309.2 Jan 
ments and exports, that growth ratewasthe Hong Kong +5.0 0% -92 ù = 24 Mi -7.9 Feb +13.8 ù 113.6 Mar 
strongest reported in six years. India +2.6 04 + 6.4 Feb + 3.9 Feb -8.2 Feb +4.5 03 71.1 Mar 
Indonesia +3.8 04 + 6.7 Jan + 7.1 Mar +25.6 Feb +7.5 3 31.1 Feb 
Singapore’s 12-month rate of consumer- Malaysia + 5.6 04 - 0.9 Feb + 0.7. Mar 414.3 feb +73 ù 34.5 Feb. 
price inflation edged up to 0.8% in March Philippines + 5.8 06 + 4.9 Jan + 2.9 Mar + 0.2 Feb + 6.1 Sep 12.9 Mar 
from 0.4% in February. Singapore #15 01-14 Feb + 0.8 Mar +10.7 Feb +18.7 06 83.5 Mar 
South Korea + 6.8 04 +10.2 Feb + 4.5 Mar +7.7 Mar + 5.1 Feb 123.8 Mar 
Inthe year to March, industrialoutputgrew Taiwan +4.2 04 +1.6 Mar -0.2 Ma +16.6 Mar +25.8 04 | 168.6 Mar 
by 6.7% in Russia and by 5.7% in Poland. Thailand 61 06 4128 feb +17 Mar +48 feb +8.3° Fab 37.9 Feb 
Argentina - 3.6 04 +12.3 Feb +31.7 Mar +16.0 Feb +89 04 10.3 Feb 
Brazil + 3.4 04 +2.8 Jan +16.7 Mar +16.0 Mar -5.5 Feb 38.4 Feb 
ğ Chile +3.2 04 + 7.8 Feb + 4.5 Mar +2.5 Mar -0.6 04 16.5 Feb 
Biggest foreign debtors Colombia +2.0 0 +5.7 Jan 47.6 Ma oil de ~1.6 06 10.5 Mar 
Brazil had the largest foreign debt of Mexico #19 06 +12 Feb +56 Mar -6.9 Feb -145 06 52.0 feb 
any emerging economy in 2001. Al- Peru + 5.3 Feb +42 Feb eT? art Ss ae se ee 
though its foreign-debt coverage—its Venezuela -16.7 04 E 64.8 Dec +34.1 Mar i +13.9 Q4 +7.6 Q4 8.6 Dec 
debt-service payments as a percentage Egypt + 3.1 20027 + 4.2 20021 + 2.9 Jan -7.8 De +05 04 13.2 Dec 
ofits exports—amounted to 81%, the Israel +1.3 04 + 3.0 Jan + 4.8 Mar - 5.7 Mar - 2.1 04 23.7 Mar 
country has so far avoided default, con- South Africa + 3.0 04 + 0.4 Feb 412.5 Mer ° +39 Feb +03 ai 6.1 Feb 
trary to the dire predictions of many an- Turkey +11.4 06 +44 Feb +29.4 Mar -16:0 jan -1.5 Jan 27.9 Feb 
alysts. Argentina’s foreign debt Czech Republic + 1.5 04 + 5.2 Feb - 0.4 Mar -26 Mar -3.5 04 24.7. Mar 
constituted a smaller fraction ofits in- Hungary + 3.7 04 + 1.6 Feb + 4.7 Mar -~3.6 feb - 3.0 Feb 13.6 Mar 
come from exports, yet it defaulted on Poland + 2.1 06 + 5.7) Mar + 0.6 Mar -10.2 feb -6.3 feb 30.0 Mar 
much ofitin early 2002. Russia's foreign Russia +43 3 + 6.7. Mar 414.8 Mar +50.2 Feb +38.3 01 51.8 Mar 


debt of $153 billion is easier to manage: 
its foreign-currency earnings from en- 
ergy exports help to produce a coverage "e 
ratio of 16%. China, another big ex- Financial markets 
porter, has a coverage ratio of only 9%. 


* Excluding gold, except Singapore; IMF definition. tYear ending June. New series. 
































































































































































































Currency units Interest rates | Stockmarkets % change on 

End 2001, $bn per $ per£ short-term Apr 23rd Dec 31st 2002 
Apr 23rd yearago Apr 23rd % p.a. one in local in $ 
0 50 100 150 200 250 week currency terms 
Brazil 81 China 8.28 8.28 Gi na 1,613.3 -4.0 niar i3? 
TT Hong Kong 7.80 70 . 123 1.64 8,519.6 -1.8 - 86 - 8.6 
China 19 India 47.3 49.0 74.8 5.06 2,947.3 -2.8 - 12.7 -115 
Miio 7] Indonesia 8,730 9,325 13,810 11.77 447.7 +11 + 54 + 8.0 
ae Malaysia 3.80 3.80 6.01 3.10 629.6 -0.7 - 26 - 2.6 
Russia 16 Philippines 52.5 50.9 83.1 10.50 1,083.9 -3.4 + 64 + 8.2 
Sgn e7 Singapore 1.78 1.82 2.81 0.69 1,266.1 -2.0 - 5.6 - 80 
k= South Korea 1,219 1,302 1,928 4.57 598.1 -3.7 - 41 = JS 
Indonesia 23 Taiwan 34.8 34.8 55.0 1.35 4,564.9 -1.0 + 25 + 2.6 
= Thailand 42.8 43.3 67.7 °1.77 375.4 -2.9 +152 . + 6.1 
Turkey nad Argentina 2.84 3.13 4.49 7.90 670.0. 4116 + 27.6 +51.4 
India 12! Brazil 3.03 2.36 4.79 26.32 12,398.7  +3.0 + 10.0 + 28.7 
ae Chile 713 654 1,128 2.52 5,419.7 +2.4 + 8.0 + 9.1 
Thailand 25) Colombia 2,911 2,265 4,605 7.68 1,703.3 +0.9 + 59 + 4.3 
Poland 32 Mexico 10.51 9.28 16.6 7.62 6,385.1 +1.2 + 42 + 3.7 
T Peru 3.46 3.43 5.47 3.84 1,764.1 —-+4.3 + 26.7 +28.8 
Philippines 17 Venezuela 1,598 850 2,528 27.34 8,418.3 +0.1 + 5.0 = 89 
Malaysia 6! Egypt 5.91 4.63 9.35 12.38 6,832.9 -3.5 +272 - 03 
ra Israel _ 4.62 4.86 7.31 5.82 386.48 -0.1 + 16.2 +19.5 
Chile {28| South Africa 7.6 11.0 11.9 13.55 7,748.3 -1.0 - 16.5 = 5.1 
Colombia 37) Turkey 1,615,000 1,341,000 2,554,769 42.00 11,405.0** +0.3 + 10.0 + 13.0 
= Czech Republic 29.0 33.9 45.8 2.48 516.5  +3.4 + 12.1 + 16.4 
Venezuela 25) Hungary 224 270. - —- 355 6.50 7,856.8 +1.3 + 08 + 0.9 
INN bs Poland _ 3.90 4.04 6.18 5.87 14,342.0 +1.6 - 0.2 - 2.0 
a} Russia 31.1 31.2 49.2 18.00 429.44 +10.5 +164 + 19.6 
Nigeria 13 EMF (MSCI) * 1.00 1.00 ~ 158 na 204.1 -01 na + O07 
aes m EMBI+ İ 1.00 1.00 1.58 na 256.6 +1.0 na + 12.1 

ore aimee ë: ray *Emerging Mkts Free. t3.P. Morgan Chase's Emerging Mkts Bond Index Plus. FIn $ terms. SApril 21st. **April 22nd 
Egypt | Debt service as % | 19 Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
| of exports* Cea gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard Bank 
Peru | 1999-2001 average » 23) Group; Akbank; Deutsche Bank. 





Source: IMF *Goods and services ‘Economist.com/markets Download tables, currency tools and more 
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We're teaching our cars to see, becaus 


As a mother, knowing that your child is alone on the streets can be a nightmare. Because, like it or not, you can’t 


always be there to protect them. That’s why we’re working on a Pedestrian Recognition System for our cars. 
This technology will help drivers to avoid accidents by warning them when it recognizes people on the road ahead. 


And may well become every mother’s dream. At DaimlerChrysler Research we’re developing these intelligent 
technologies today. For the automobile of tomorrow. 


To obtain more detailed information on the ‘Vision of Accident free Driving’ visit www.daimlerchrysler.com. 
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Answers for questions to come. 
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Never underestimate the importance of local knowledge. 





Issued by HSBC Holdings plc 


To truly understand a country and its culture, 
you have to be part of it. 

That’s why, at HSBC, we have local banks 
in more countries than anyone else. And all 
of our offices around the world are staffed by 
local people. 

It’s their insight that allows us to recognise 
financial opportunities invisible to outsiders. 

But those opportunities don’t just benefit our 
local customers. 

Inndvation’ and ideas are shared throughout 
the HSBC network, so that everyone who banks 
with us can benefit. ' 

Think of it as local knowledge that just happens 
to span the glèbe. 

> 
>a 


HSBC 4> 


The world’s local bank 








Contents 


The Economist May 3rd 2003 





On the cover 

The danger posed by the 
nuclear swagger of North 
Korea’s unhinged regime 
would be difficult to 
exaggerate. But what can 
anybody do about it? 
Leader, page 11. Kim Jong 
It's brand of brinkmanship, 
page 24. His tragi-comic 
economy, page 26 


Economist.com 





Global agenda: business and 
political analysis updated 
throughout the week 


Cities guide: our travel section 
www.economist.com/cities 


Country briefings: intelligence 
on 60 countries 
www.economist.com/countries 


E-mail: newsletters and Mobile 
Edition 
www.economist.com/email 
Research: search articles since 
1997, background briefings and 


more 
www.economist.com/research 


Print edition: available online 
by 7pm London time each 
Thursday 
www.economist.com/print 


The r 
Economist 





Volume 367 Number 8322 


First published in September 1843 

to take part in "a severe contest between 
intelligence, which presses forward, and 
an unworthy, timid ignorance obstructing 
our progress." 


Editorial offices in London and also: 
Bangkok, Beijing, Berlin, Brussels, Cairo, 
Delhi, Edinburgh, Frankfurt, Hong Kong, 
Johannesburg, Los Angeles, Mexico, Moscow, 
New York, Paris, San Francisco, Sao Paulo, 
Tokyo, Washington. 





34 America’s allies 


8 The world this week 
Blame, aim, fire 










Leaders 


11 North Korea 
Hell-bent 

12 Israel and th j asncroft 
Palestinians 
George Bush's r 
peace 

13 Malaria 
Africa’s other plague 


Adiós Menem, hall 
13 The rule of law in Iraq OR EER: NONO 


Wha chodidtruth Kirchner? 
o should try the 
Saddamites? 7 38 Colombia and its 
neighbours 
14 The Wall Street Ripples of instability 
settlement 


38 Paraguay’s election 


A sour aftertaste 
The new boss 


15 Global finance 


A place for capital controls Seeking justice 


Letters 


18 On California, SARS, 
Cuban dissidents, the 
King James Bible, Disney 


40 Israel and the 
Palestinians 
The route is mapped 


royalty Á . 
41 Iraq's post-war disorder 
eae i The path back to normality 
einai ae 42 Iraq's former leaders 

24 North Korea You see him here, you see 
When bluff turns deadly him there 

26 A desperate economy 42 Iran and America 
Only China keeps things One-way signals 
gomg 43 Zimbabwean rumours 
Oe ae Is Robert Mugabe really 
Asia planning to retire? 

27 Japan 
The axis of good Europe 

28 China and SARS 44 Europe's defence 
Fever pitch Undermining NATO? 

29 Afghanistan l 45 The French family 
Hamid Karzai’s ragtime Keep it up 
infantry 45 Italy 

29 Kazakhstan’s political Trials and tribulations 
parties 
Then there were seven 45 itn andaițoho! 


30 The Philippines 47 Turkey's generals 


War without end Brasshats v headscarves 
- 47 Sweden and the euro 
United States Persson calls the tune 


31 The Democrats 
Let the race begin 

32 America and the Gulf 
Ciao, Saudi 

33 Georgia's state flag 
Phew 

33 The Abraham Lincoln 
Brigade 
An earlier intervention 


48 Charlemagne 
Waiting for Blair 


39 Canada’s terrorism trial 


Middle East and Africa 








Middle East With the Iraq 
war over, the Saudi bases 
abandoned and Mahmoud 
Abbas installed, America’s 
next challenge is Israel: 
leader, page 12. The road 
map unveiled, page 40 





Japan When it comes to 
foreign policy, Junichiro 
Koizumi is Asia's Tony 
Blair—America’s closest 
friend in the region, 
struggling to balance that 
crucial alliance with a desire 
to please the neighbours, 
page 27 





United States The 
Democrats’ nine presidential 
candidates are about to meet 
in a televised debate. With 
only 18 months to go before 
polling day, it is scarcely a 
moment too soon, page 31 


> Contents continues overleaf 





6 Bie 





Survey Global finance 
International financial 
integration is supposed to 
lift countries up. Sometimes 
it sinks them. How to make 
the global market for capital 
a safer place, by Clive Crook, 
after page 48 





Wall Street Nobody has 
emerged with credit from 
Wall Street's conflict-of- 
interest scandal: leader, page 
14. Scoundrels and 
scapegoats, page 61 





Malaria Africa’s other plague 
kills about a million people a 
year, most of them children 
under five. Why is so little 
being done about it? Leader, 
page 13. The dreadful toll, 
page 67 


Next week 
A 14-page survey of the IT 
industry, by Ludwig Siegele 


© 2003 The Economist Newspaper Limited. All rights reserved. Neither this publication nor any Past of it ma 
permission of The Economist Newspaper Limited. Published every week, except for a year-end do 


Publisher: The Economist Newspaper Limited. 


M.L.T.A. (P) No. 156/09/2002 PPS 677/11/02 


Britain 
49 Britain and thee 
Five tests and a fu 
50 Shareholder ivism 
Herding fat c ee OS 
51 Chemistry (ms & 
The peculiar Båðm in = 
forensic scie a x 
51 NorthernIreland `. 
Just good friends”, 
52 Bagehot 
The devolutionist’s 
dilemma 


Business 


53 Airlines 
A way out of the 
wilderness 
54 Hong Kong and America 
Keeping out Li Ka-shing 
54 Online music 
How to pay the piper 
57 Oilin Nigeria 
Another day at the office 
58 Corporate governance 
Killing capitalism? 
58 Pay for chief executives 
Is that enough? 
59 Space tourism 
G-whiz 
59 Sony 
Surprise 
60 Face value 


Broadcast news and the 
war on Iraq 


Finance and economics 


61 The Wall Street 
settlement 
Unsettling 

62 Debit cards 
Another financial-industry 
settlement 

63 Indian banks 
Come and buy 

64 Munich Re 
Changing the guard 

64 Euro-area economies 
The case for an 
interest-rate cut 


65 Reverse snobbery 
Signal failure? s- 


66 Economi focus ©! ON 
Gauging'generosity ™ v 


P Y ~ 
hal om = 
ad 


"E e E ee 
FY De ws 
Aa 


reproduced, stared in a retriev 


ag issue, by THe Econgmist wspaper Limite ai 
s a A 


Science and technology 


467Malaria 
= d Four horsemen of the 
Apocalypse? 
68 Anthrax 
7 Publi ih and perish? 
369 Influenza 
For the birds 


69 SARS 
good times, bad times 


Books and arts 


70 New fiction: Margaret 
Atwood 
Biting at the future 

71 Political Islam 
The Utopian tendency 


71 Islam and the West 
How many bin Ladens? 


72 Capitalism’s success 
Market methodology 


72 Australian politics 
Keeping them out 


73 Ahistory of laundries 
Steamy 

73 Looted Iraqi antiquities 
Heavy history, light 
fingers 


Obituary 


74 Graham Thomas 
Master gardener 


90 Economic and financial 


indicators 

Statistics on 15 developed 
countries, plus closer 
looks at labour disputes, 
and current-account 
balances 


92 Emerging-market 
indicators 
Statistics on 25 emerging 
economies, plus a closer 
look at economic forecasts 








The Economist May 3rd 2003 





Principal commercial offices: 
25 St James's Street, London SW1A 1HG 
Tel 020 7830 7000 Fax 020 7839 2968/9 


111 West 57th Street, New York NY10019 
Tel 1212 541 0500 Fax 1 212 541 9378 


60/F Central Plaza 
18 Harbour Road, Wanchai, Hong Kong 
Tel 852 2585 3888 Fax 852 2802 7638 


Other commercial offices: 
Chicago, Frankfurt, Los Angeles, Paris, 
San Francisco and Singapore 


Subscription service 


To begin or renew your subscription, 
please contact The Economist Subscription 
Department below. Please have your credit 
card number and expiry date ready: 


www.economist.com/subscriptions 
E-mail subasia@economist.com 
Telephone (65) 6534 5166 
Facsimile (65) 6534 5066 


Alternatively, please see subscription 
card insert 


Subscription for 1 year (51 issues) 

PREC RO DRAP E EA E E EEA A$284 
E S A E E vaso E A A EE US$94 
EEE L aici A a A NOO $$242 
TBA O E N E Erare EAE AS US$98 
Other Asia/Pacific .........seccesssssceresens US$115 


The Economist binders US$74 per set of 4. 

The Economist pare index US$66 per year. 
For details of other subscription rates, please 
contact subscription department 


Please enclose a cheque payable to 

The Economist Newspaper Ltd. including your 
name, address and contact details and send 
them to: Subscription Department, The 
Economist Newspaper Ltd, #23-01 PWC 
Building, 8 Cross Street, Singapore 048424, 
Singapore. 


TOO aa 
POGSIMIS sa AA 


ING ina a a De lett 


PORE HEE EEE E EEE EEE E EEE E EEE EE EEE EEEEHEEE THEE HEHEHE 
TORE E EEE EEE EEE HEHE EEE EEE EEE EEE H EEE EEE EEE HEHE EE 


hhh eee eee ee Tee eee eee eee ee eee ee ee ee 


Tenclose payment Of ........s0ccccscsccssesccccssssces 
(payable to The Economist Newspaper Ltd) 


The Economist Newspaper Ltd collects and processes personal 
information for the purposes of customer analysis, market research and 
to provide you with details of Economist Group products and services. 
The Economist Group is a global business and steps have been taken to 
ensure that consistently high standards of data protection are in place 
throughout our regional offices. 

I do not wish to receive postal, fax, telephone or e-mail 
communication from: 

The Economist Newspaper Ltd 

COther Economist Group companies 

CO External Companies selected by us 


Registered in the UK under the Data Protection Act, 
1984. Registered in London 236383. Registered office 
25 St James's Street, London SW1A 1HG 


COOA 


An Economist Group business 


stem, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior 


he Economist is a registered trademark of The Economist Newspaper Limited. Printed in Singapore by Times Printers Pte. Ltd. 


RUNNING SUN” ONE WEB SERVER by day and 
accounts payable by night, so you can close 
the quarter without cutting off customers. 


SUN’S NEW N1 PROVISIONING SERVER 
software enables you to dynamically 
reallocate resources, so you can 

deploy new services as needed. 







OS 


RUNNING FIREWALL, so you 
can share company information SSL PROXY BLADE, soon to be 
without uninvited guests. released, lets you access sales 


LOAD BALANCING BLADES, the figures, but not inventory. 
next innovation: so there’s no 

holdup in getting your COO 

the latest supply chain reports. 


WHY NOT START BUILDING THE 
DATA CENTER OF TOMORROW, TODAY? 


The new Sun Fire” Blade Platform and N1 technology represent a fundamental shift in how 
data centers are built and managed. Now computing, networking and storage components can 
be virtualized and operated as a single, shift-on-the-fly system. The result: a far more efficient 
computing environment with dramatically reduced cost and complexity. 


The future of the data center starts here, with the N1-enabled Sun Fire Blade Platform. 


Based on open standards, the new Sun Fire Blade Platform is the only platform designed 

to integrate SPARC®/Solaris” and x86 Linux/Solaris Blades, as well as special function blades, 
into a single blade shelf. It also seamlessly integrates with network attached storage, like the 
new Sun StorEdge”3310 NAS. Add the N1 Provisioning Server, part of our revolutionary new 
IT architecture, and you can virtualize your blade computing resources and quickly respond to 
changes in demand, or change services on demand. 


With the Sun Fire Blade Platform and N1, you’re not just managing cost and complexity. You're driving 
it out. Bottom line: You're starting to make your data center work overtime, instead of your people. 


& Sun 


microsystems 







LEARN MORE ABOUT THE NEW SUN FIRE BLADE PLATFORM 
AND SEE SUN’S ENTIRE LINE OF COMPETITIVELY PRICED SERVERS. 


Visit sun.com/whynot 





We make the net work. 


Australia Tel: 1800-628-193, Email: sol@aus.sun.com * China Tel: 800-810-3786, Email: chinasuncenter@prc.sun.com 
Hong Kong Tel: 2202-6633, Email: chinasuncenter@prc.sun.com * India Tel: 1600-338072, Email: as_suncenter@sun.com 
Indonesia Tel: 001-803-651888, Email: as_suncenter@sun.com * Japan Tel: 81-3-5717-5033, Email: cnc@sun.co.jp 
Korea Tel: 080-077-7800, Email: suncenter_kr@korea.sun.com * Malaysia Tel: 1800-801828, Email: as_suncenter@sun.com 
New Zealand Tel: 0800-628-193, Email: sol\@aus.sun.com ° Philippines Tel: 1800-16511888, Email: as_suncenter@sun.com 
Singapore Tel: 1800-3663786, Email: as_suncenter@sun.com + Taiwan Tel: 0800-088-786, Email: chinasuncenter@prc.sun.com 
Thailand Tel: 02-3446750, Email: as_suncenter@sun.com 


©2003 Sun Microsystems, Inc. All rights reserved. Sun, Sun Microsystems, the Sun logo, Sun Fire, Solaris and Sun StorEdge are trademarks or 
registered trademarks of Sun Microsystems, Inc. in the United States and other countries. All SPARC trademarks are used under license and are 
trademarks or registered trademarks of SPARC International, Inc. in the United States and other countries. Products bearing SPARC trademarks 
are based on an architecture developed by Sun Microsystems, Inc. 


g The world this week 


Politics 





The road map, an interna- 
tional blueprint for ending the 
conflict between Israelis and 
Palestinians by 2005, was sub- 
mitted to both their govern- 
ments after a new Palestinian 
cabinet was sworn in. The 
map, which offers a three- 
stage route, has been accepted 
as it is by the Palestinian lead- 
ers. The Israelis have crucial 
reservations, particularly on 
the call for a settlement freeze. 


As evidence of the continuing 
violence, a suicide bomber, 
apparently a British citizen, 
blew up himself and three 
others at a seafront café in Tel 
Aviv. Israel retaliated in Gaza, 
killing eight people. 


Donald Rumsfeld, America’s 
secretary of defence, visited 
Baghdad. He told the Iraqis 
that American troops would 
stay only as long as it took to 
ensure a democratic govern- 
ment. Talks between some of 
Iraq’s innumerable political 
groups and factions contin- 
ued, in some disorder. 


American troops opened fire 
on protesters in Falouja, a 
town near Baghdad, killing 13 
people. When residents prot- 
ested against these deaths, the 
Americans fired again, killing 
at least two more. American 
soldiers were then injured in a 
grenade attack. 


The United States said that vir- 
tually all its troops, except for 
a few training people, would 
be pulled out of Saudi Ara- 
bia. America’s military pres- 
ence in the country has been a 
prime reason for Osama bin 
Laden and his followers to jus- 
tify violence against America. 


Russia’s president, Vladimir 
Putin, annoyed the American- 
British coalition by saying that 





UN Sanctions against Iraq 
should stay in place until the 
UN decides that the country 
no longer has weapons of 
mass destruction. 


At a summit, France, Ger- 
many, Belgium and Luxem- 
bourg agreed on the outlines 
of a scheme for a multinat- 
ional headquarters for non- 
NATO European defence op- 
erations. Not anti-NATO, they 
said. Better not be, said Brit- 
ain, Spain and NATO. The Un- 
ited States was not amused. 


Locked up 

In a controversial decision, the 
American Supreme Court 
ruled that the government can 
detain legal immigrants with- 
out bail during their deporta- 
tion proceedings. The 
five-to-four ruling applies to 
non-citizens who have served 
sentences for serious crimes. 


Congress could end up pass- 
ing a tax cut of as much as 
$450 billion, less than Presi- 
dent George Bush wanted but 
more than that agreed by the 
Senate, said Charles Grassley, 
chairman of the Senate Fi- 
nance Committee. Alan 
Greenspan, the Fed chairman, 
repeated his worries about tax 
cuts with no matching spend- 
ing cuts. 


Unbeaten SARS 





Ww? PE CEE i 
The pneumonia-like disease 
SARS tightened its grip on 
China. Beijing reported more 
than 100 new infections a day, 
with 1,440 confirmed cases 
and 75 deaths. Schools and 
theatres were closed and 
about 10,000 people were in 
quarantine. At least 372 people 
have died of the disease 
worldwide. The good news 
was that the World Health 
Organisation ended its warn- 
ing against travel to Toronto 
and Vietnam. 








The United States said it was 
considering a conditional offer 
by North Korea to disband its 
nuclear-weapons programme, 
but it was not prepared to “re- 
ward” the North with aid for 
“bad behaviour”. 


Pakistan said it had arrested 
six members of a group linked 
to al-Oaeda. One of the six 
was Said to have been in- 
volved in an attack on an 
American warship, the USS 
Cole, in 2000. 


Dozens of countries around 
the equator, among them Ma- 
laysia and Indonesia, were 
warned that they could be hit 
by debris from an Italian satel- 
lite falling to Earth after seven 
years in space. It landed harm- 
lessly in the Pacific. 


Peronist pair 

Two Peronists face a run-off 
election on May 18th for Ar- 
gentina’s presidency. In the 
first round, Carlos Menem, a 
conservative former president, 
won 24%, just ahead of Néstor 
Kirchner, a provincial gover- 
nor from Patagonia (22%). Mr 
Kirchner looked better placed 
to attract non-Peronist voters 
in the run-off. 


The Colorado Party, which 
has (mis)governed Paraguay 
for 56 years, will run it for 
another five. Nicanor Duarte 
Frutos, a former education 
minister, won the presiden- 
tial election with 38% of 

the vote. 


Brazil’s president, Luiz Inacio 
Lula da Silva, presented to 
Congress long-awaited draft 
bills to reform pensions and 
the tax system. He delivered 
the bills personally, accompa- 
nied by a delegation of state 
governors. 


Two Sikh nationalists went on 
trial in Vancouver, accused of 
involvement in the 1985 
bombing of an Air India flight 
which killed 329 people, the 
bloodiest act of aerial terro- 
rism before September 11th 
2001. The trial is expected to 
be one of the biggest in Can- 
ada’s history, involving some 
150 witnesses and lasting well 
into autumn. 
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Reforming 

Germany’s chancellor, Ger- 
hard Schréder, threatened to 
resign if his Social Democrats 
would not back his plans to 
reform unemployment rules 
and other aspects of his coun- 
try’s generous welfare state. 
Party officials at a big regional 
pow-wow in Bonn duly voted 
in favour of the scheme. 


An Italian court delivered a 
guilty verdict and a sentence 
of 11 years imprisonment 
against a former defence min- 
ister, Cesare Previti, a close 
friend of the prime minister, 
Silvio Berlusconi, for bribing 
judges in earlier cases. 


The French government an- 
nounced plans both to boost 
the birth rate and to encourage 
women with children to re- 
join the labour force. Cost: $1.3 
billion a year. 
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on the Richter scale hit south- 
eastern Turkey demolishing 
buildings including a board- 
ing school dormitory. Up to 
150 were feared dead. 


Troubled Nigeria 

Nearly 100 expatriate oil- 
workers were held hostage by 
their local colleagues on oil 


‘rigs off the coast of Nigeria. 


On April 30th the Nigerian 
navy was dispatched to free 
them. 


Burundi swore in a new presi- 
dent, Domitien Ndayizeye, a 
Hutu. He was given the job as 
a goodwill gesture by the 
country’s Tutsi elite, who 
dominate the army, to the 
Hutu majority, who say they 
feel oppressed. 
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Business 


American securities regulators 
reached a $1.4 billion settle- 
ment with ten Wall Street in- 
vestment banks, ending 
months of government wran- 
gling over past practices. Three 
banks, Citigroup Salomon 
Smith Barney, Merrill Lynch 
and Credit Suisse First Bos- 
ton, were singled out for 
“fraud”. The agreement forces 
all the banks to keep separate 
the work of equity analysts 
and investment bankers. 


As part of the agreement, 
Henry Blodget, a former Mer- 
rill Lynch internet analyst, was 
fined $4 million; and Jack 
Grubman, a former Salomon 
Smith Barney telecoms guru 
$15 million. Both were barred 
from the securities industry 
for life. In an e-mail found by 
regulators, Mr Blodget once re- 
ferred to a company whose 
shares his firm was flogging as 
a “piece of junk”. 


In a separate investigation, the 
SEC levied fines of $2.7m 
against Ron Baron, manager 
of Baron Capital, a New York 
hedge fund, and two of his 
colleagues. Regulators allege 
that he manipulated share 
prices in order to influence the 
terms of a merger. 


Tyco International’s woes 
continued. The Bermuda- 
based company said that it 
found $1.1 billion of addi- 
tional accounting errors, after 
receiving an apparently clean 
bill of accounting health last 
year. 


Hans-Jiirgen Schinzler re- 
signed as head of Munich Re, 
the world’s biggest reinsurer, 
after the company’s share 
price lost more than three- 
quarters of its value over the 
past three years. Nikolaus von 
Bomhard takes over. 


The Basel Committee set out 
new rules for banks’ balance 
sheets. Due to take effect in 
2006, the rules will reduce the 
amount of capital banks set 
aside for mortgages. That led 
to fears of overheating in 
loans for residential property. 


Paying with plastic 

Visa agreed to pay retailers $2 
billion to settle a suit over 
charges. Earlier, MasterCard 
had reached a $1 billion settle- 
ment. The shopkeepers ar- 
gued that both MasterCard 
and Visa charged excessive 
fees to merchants for using 
their proprietary networks. 


The effects of the euro are fi- 
nally being felt at the Bank of 
France, which said it would 
cut 2,500 jobs as part of a 
broad restructuring. With its 
211 branch offices, the French 
central bank is the last in Eu- 
rope to provide personal ac- 
counts and deposit boxes. 


Play it again 

America’s record industry 
sent an electronic message to 
users of internet music-shar- 
ing services to warn them of 
possible legal action to stop 
music piracy. 


Vivendi Universal will sell its 
entertainment assets, includ- 
ing Universal Pictures, its Hol- 
lywood studio, and its 
theme-parks and video-games 
businesses. It plans to focus 
on telecommunications. 


Shares in Cordiant Commu- 
nications, a British advertis- 

ing and marketing company, 
fell by 65% in one day, after it 





lost one of its biggest clients, 
Allied Domecq, a drinks com- 
pany. Cordiant is now consid- 
ering an asset sale. 


McDonald’s profits rose by 
29% in the first quarter, al- 
though global sales of its fast 
food remain depressed. Even 
so, Jim Cantalupo, boss of the 
fast-food company, promised 
shareholders a big dividend 
increase this year. 


f Baghdad bounce 
US consumer confidence, 1985=100 
120 
110 
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90 
80 
70 
60 


2002 2003 
Source: Conference Board 


American consumer confi- 
dence rebounded sharply in 
April, as a quick end to the 
war in Iraq helped to lift spir- 
its. The Conference Board’s in- 
dex rose by 20 points to 80. 


Leaving home 

Infineon, a German micro- 
chip maker, said it was 
considering moving its head- 
quarters to Switzerland from 
Germany, in a bid to avoid its 
home country’s high cor- 
porate taxes. 


SARS is battering China’s 
economic prospects. Gold- 
man Sachs, like many banks, 
revised its economic forecast: 
it says China’s economy will 
grow at only 6.0% this year if 
the epidemic lasts for more 
than six months, down from 
an earlier forecast of 7.5%. 


Corus, an Anglo-Dutch steel 
maker, announced 1,150 job 
cuts at its British mills and 
said it was in talks to rescue 
ailing parts of its business. 


GlaxoSmithKline cut the 
price of its AIDS drug treat- 
ment. Investor and campaign- 
ing groups have lobbied the 
company about the ability of 
AIDS patients in poor coun- 
tries to pay for drugs. 


Bless America 

Singapore Technologies 
Telemedia will try to buy 
Global Crossing, a bankrupt 
telecoms company, on its own 
after America discouraged its 
Hong Kong partner in the deal, 
Hutchison Whampoa. 


Bechtel, which won an Amer- 
ican contract to rebuild Iraq’s 
infrastructure, said it would 
share the work with foreign 
subcontractors. 


Other economic data and news 
can be found on pages 90-92 
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Hell-bent 


Dealing with the danger from a nuclear North Korea 


TIS hard to exaggerate the dan- 

ger in North Korea’s finger-on- 
trigger taunts to America and 
the world that it already has a 
few nuclear bombs, is busily 
producing the stuff to build 
more, and will make use of 
them in whatever ways it 
chooses. Such nuclear swagger from one of the world’s reck- 
less squad jeopardises peace on the Korean peninsula. It also 
endangers stability in East Asia, where threats hurled at the 
neighbours risk setting off an arms race and a chain reaction 
that could tempt several countries, including Japan, South Ko- 
rea and Taiwan, to turn nuclear at speed. And it aims another 
damaging strike (after Iraq’s teasing of weapons inspectors 
and recent revelations about Iran’s uranium enrichment) at 
the Nuclear Non-Proliferation Treaty (NPT), whose members 
opened a treaty review this week in an anxious huddle. 

Yet it is no big surprise that North Korea should have in ef- 
fect declared itself the world’s ninth nuclear power. America’s 
CIA has long guessed that before an earlier crisis-defusing 
deal back in 1994, under which the regime agreed to freeze and 
eventually dismantle plutonium production in return for gen- 
erous energy assistance, North Korea had probably already got 
its hands on enough material for perhaps one or two bombs. 
That crisis had its spine-prickling moments, but this one could 
be far more dangerous. For, if Kim Jong Il’s nuclear claims are 
true, he may soon have five or six more, with options on oth- 
ers. And more weapons mean enough spares to be able, say, to 
test one to intimidate the neighbours; or to auction one off to 
the highest bidder (an Iran, a Libya, or perhaps even an Osama 
bin Laden). How this crisis unfolds therefore depends on what 
Mr Kim really does intend to do with his bombs. 





Surprise, surprise 

North Korea says it presented America with a “new bold pro- 
posal” for eventually scrapping them at tripartite talks last 
week that also involved China. When this latest crisis started 
in October, after America had surprised North Korea with the 
evidence that it was secretly and illegally enriching uranium, 
and North Korea surprised everyone by owning up to it, Presi- 
dent George Bush was preparing to offer his own “bold initia- 
tive”. The idea, he says, would be to transform America’s rela- 
tions with the place if it put a comprehensive end to the 
security threat it poses—with its nuclear weapons, its far-flying 
missiles and its guns pointed at South Korea. 

Might these two boldnesses yet be turned into the peaceful 
diplomatic solution that all sides say they want? North Korea 
certainly has need of the aid, trade and investment that South 
Korea, Japan, America and others have all at various times 
held out to it as an inducement to scrap its nuclear ambitions. 
But Mr Kim has now thrown up new obstacles, and any new 
deal will be that much harder to win. 

The biggest difficulty is Mr Kim’s serial promise-breaking. 
His first shot at plutonium-making back in the early 1990s had 
already broken both the Net and a North-South agreement to 


keep the peninsula nuclear-free. His recently discovered ura- 
nium enriching, and his claimed resumption of plutonium re- 
processing, have in effect consigned these agreements and his 
1994 one with America to the shredder. How could anyone be 
sure he would honour a new one? 


Don’t trust, verify 

Only by including intrusive checks to ensure the “complete, 
verifiable and irreversible” end to his weapons dabbling, as 
America has demanded. In 1994 China, Japan and South Ko- 
rea backed off a tougher stance and America ended up with no 
real means to check that North Korea was keeping to its side of 
the bargain (which, it turns out, it wasn’t). Now Mr Kim has 
even thrown out the few international monitors who were 
casting an eye on the plutonium-laden spent fuel-rods stored 
as part of that earlier deal. And, his wary eye on toppling stat- 
ues in Baghdad, he now dismisses all inspections as a pretext 
for war. In fact the opposite is true. Had Saddam Hussein de- 
cided to disarm instead of dissemble, inspections could have 
demonstrated that credibly years ago, as they did in South Af- 
rica after 1993 when that country wanted to show it had given 
up its secret stash of bombs, and he could have stayed in 
power. They could help clinch a crisis-ending deal for Mr Kim 
too, but only—another potential deal-breaker?—if he allows 
inspectors the poke-about freedom to complete their job. 

Then there is the problem of what to do with the weapons 
and the fissile material that Mr Kim has been boasting about. 
His 1994 pledges would not have obliged him to come clean 
about any early bomb-tinkering until a handover of the better 
part of the promised goodies, which included two western- 
designed nuclear reactors with a $5 billion price-tag that are 
still under construction. Mr Kim’s new proposals are no more 
constraining. But who would now trust North Korea with pots 
of ready-made plutonium or uranium? Under any new agree- 
ment these would have to be given up early—not stored in the 
country, where he can elbow aside monitors and retrieve 
them easily, but sent outside, perhaps to China. 

Too much to ask of prickly North Korea? That depends on 
whether Mr Kim really is ready to trade in his weapons, or 
merely trying to string out the diplomacy so he can build 
more. In testing his true intentions, America will need a lot of 
help from the neighbours, but above all from China. 

China and Russia both could put their diplomats to work 
on multilateral security guarantees with America that could 
underpin its assurances, given a number of times, that it has 
no hostile intent towards North Korea. But North Korea also 
needs to assure everyone else that its days of brinkmanship 
are over. Giving up its bomb-usable material is central. Butless 
ambitious confidence-building measures are also needed to 
reduce military tension at the border with South Korea, and to 
avoid naval clashes in disputed waters. Meanwhile, South Ko- 
rea and Japan have both offered huge dollops of aid for Mr 
Kim’s rickety economy. Something there to discuss while the 
harder security aspects of a deal are being hammered out, so 
long as he is told plainly that no deal means no help either. 

Andif Mr Kim drags his feet and hangs on to his weapons? >> 


> Then he should be told to expect isolation and containment. 
Though it has no interest in seeing a nuclear North Korea, 
China has always balked at sanctions (and South Korea and Ja- 
pan have never been keen). Yet the stakes this time are explo- 
sive. China has already put aside past indifference and joined 
the talks with America and North Korea. Some say it flicked off 
the oil taps earlier this year to get the recalcitrant Mr Kim’s at- 
tention. But it may have to get tougher yet. 

Mr Kim feeds his nuclear habits with all sorts of dubious 
sales and financial dodges—from small arms to missiles, from 


Israel and the Palestinians 


George Bush’s risk for peace 


America’s next challenge is Israel 


T IS the end of one stage, for 
sure. Whether it is the begin- 
ning of another is less certain. 
America’s military presence in 
Saudi Arabia, now about to be 
_ cutoff, was a prime cause for the 
Saudi anger that fuelled the ter- 
rorism of September 11th. Any 
reason for keeping the bases—which, with the Saudis insisting 
on a UN licence, were of limited use in the Iraq war—has van- 
ished along with Saddam Hussein. In these days of democ- 
racy and regime change, the Americans are hardly in the busi- 
ness of defending the Saudi rulers or Saudi oil against 
domestic dissidents. And, for the Saudi government, the bases 
have become a liability as it slowly responds to the discontent. 
Good riddance to them. But what now? A new Middle East- 
ern era for George Bush would be one in which he turns, with 
full heart, from the Gulf’s dictators to the contortions of Israel 
and Palestine. He has promised to give the search for a sol- 
ution his attention. His credibility, in the Arab world and be- 
yond, depends on his keeping that promise, steadily and ro- 
bustly. The coincidence that this week the famous road map 
(the outline of a peace process drawn up by America, the Eu, 
Russia and the UN) entered the public domain gives Mr Busha 
splendid chance to show that he means what he says. 

In summary, the road map is a three-phase blueprint for 
ending the conflict in 2005. It calls, first, for a return to the situa- 
tion before the intifada broke out in September 2000; second, 
for the setting up of a Palestinian state with provisional bor- 
ders; third, for a final negotiated agreement. The map, with its 
committee of cartographers, is a pretty imprecise document, 
but, for the first phase, it has clear demands: it calls on the Pal- 
estinians to end their violence unconditionally, and it simulta- 
neously calls on Israel to start reopening the reoccupied areas, 
and to freeze all its settlement activity. 

The Palestinian Authority has said that it accepts the map 
as it is. The assurances of the new prime minister, Mahmoud 
Abbas, that he will do all he can to end the violence are reason- 
ably credible, though the problems were cruelly underlined 
this week with a suicide bombing in Tel Aviv. Israel’s prime 
minister, Ariel Sharon, has showered the map with condi- 
tions. In particular, the Israelis insist on Palestinian violence 
being brought to a decisive end before they make a move. 

The Bush administration is sending mixed messages about 
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counterfeit dollars to drugs (while others, including America, 
still feed his hungry people with food aid). All these activities 
can be cracked down on hard. The best way would be through 
a UN resolution that gave any government the right to stop 
and search suspect cargoes going to or from North Korea. And 
why would America go back to the UN, after the debacle over 
Iraq? Because both Russia and France this time have hinted at 
new toughness in the face of a determinedly nuclear North Ko- 
rea. And China? It will not want to see things go so far. All the 
more reason to press Mr Kim to kick his nuclear habit early. m 


such amendments. Sterner officials suggest that though all 
comments will be entertained, the map is not up for renegotia- 
tion. This is not, however, the message the Israelis say they are 
receiving themselves: their misgivings, they believe, will be 
taken into account before the map’s formal publication, which 
seems likely to happen some time after this week’s submis- 
sion of the plan to the Israeli and Palestinian governments. 
The Israelis expect much coaxing and cajoling from Wash- 
ington but do not expect the boot to be put in. Vast sums of 
money could be at stake, but Israelis are confident they will get 
the cash anyhow. Extra military aid, worth $1 billion , has al- 
ready been approved; $9 billion of loan guarantees are still be- 
ing negotiated but so far on economic, not political, grounds. 


Be tough, the roof won’t fallin 

Is Israel’s confidence well-placed? If it is, the map may as well 
be abandoned. Certainly, pressure has to be kept on the Pal- 
estinian Authority to do its utmost to bring the self-defeating 
intifada to a once-and-for-all finish. But the essential and so far 
missing factor is real American pressure on the Sharon govern- 
ment to take painful steps towards peacemaking. 

American officials claim that Mr Sharon’s apparent accep- 
tance of a two-state solution by 2005 is such a step. The prime 
minister has learnt to talk smoothly. But his half-vision of a 
scrappy Palestinian state in about 40% of the West Bank, while 
Jewish settlements and their environs gobble up most of the 
rest, is nobody else’s idea of a viable country, while his condi- 
tions, above all his insistence that Israel should do nothing un- 
til after a period of quiet, may block any movement at all. The 
abnormality of Palestinian life, with 53% of the workforce un- 
employed, feeds the violence. It is crucial that Israel should 
start reopening the country. Even more important, it must put 
an end to the non-stop burgeoning of Jewish settlements. 

Mr Bush, if he is really now exchanging his brass hat for a 
peacemaking boater, must insist that Mr Sharon obey the road 
map’s injunctions both on normalisation and on a settlement 
freeze. If America is serious about this, Israel cannot for long 
defy it. And nothing terrible need result. If Mr Sharon loses the 
right-wing parties in his coalition, he can renegotiate with the 
Labour Party. Nor is it axiomatic that a Bush-Sharon tussle 
would lose America’s president the Jewish vote: if Israeli opin- 
ion were sharply divided over American peacemaking, Amer- 
ican Jewry would probably split too. But, first, Mr Bush, who 
risked war, has to decide to take a risk for peace. m 
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Malaria 


Africa’s other plague 
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More money, and fewer taxes, are needed to fight one of the world’s top killers 


F SEVEN Boeing 747s, filled 

mostly with children, were 
crashing into Mount Kiliman- 
jaro each day, something might 
be done about it. That, in the 
memorable phrase of Wen Ki- 
lama, a Tanzanian researcher, is 
roughly the scale of the carnage 
wrought by one disease, malaria, mainly in Africa. The suffer- 
ing is worse than the imaginary flock of air disasters, though, 
because it afflicts hundreds of times more people than it kills, 
and because the cost of treating it impoverishes hundreds of 
millions. Odd, then, that so little has been done to curb it. 

In the 1950s and 1960s, malarial mosquitoes were beaten 
back in much of Asia and Latin America, largely through the 
use of DDT. Hundreds of millions of human lives were saved, 
albeit at a cost to birds and animals, and DDT remains a useful 
tool in places that can afford it. But this excludes most of Af- 
rica, where malaria finds 90% of its victims (see page 67). 

Most of the money Africa spends on fighting malaria is 
private, not public. When people feel feverish, they reach into 
their pockets and buy anti-malarial drugs. If their pockets are 
empty, they just have to hope that their immune systems are 
in good working order. Often they are not. 

This will not do. Malaria requires a collective response, not 
only for compassionate reasons (the disease hurts poor chil- 
dren the most), but also because some of the tools for battling 
it show increasing returns. If one person sleeps under an in- 
secticide-treated bednet, for example, he gains some protec- 
tion against mosquito-bites, and so against malaria. If every- 
one in the village has a net, however, each net provides greater 
protection, as the collective whiff of insecticide kills more 





mosquitoes and prompts others to stay away. 

African health budgets are minuscule, butinternational aid 
could help. By one estimate, deaths from malaria could be cut 
in half by 2010 and cut in half again by 2015 for $1.5 billion-2.5 
billion a year. The UN says that, since 1998, when it launcheda 
campaign to Roll Back Malaria, the funds available to fight the 
disease have tripled to $200m a year, and will rise further 
when the UN’s Global Fund to fight Alps, TB and malaria is up 
and running. Some question these numbers. Amir Attaran, a 
Harvard academic, calculates that rich-country donations to 
the cause have stagnated, at $100m annually, if private donors 
such as the Wellcome Trust are excluded. 


Cheap and effective 
Whether Dr Attaran is right or not, the sums so far committed 
fall far short of what is needed. There are several proven, cost- 
effective techniques for curbing malaria, none of which is as 
widely used as it should be. Less than 5% of African children 
enjoy the protection of an insecticide-soaked bednet, for ex- 
ample, and only 15% sleep under any kind of net. Most preg- 
nant African women visit an antenatal clinic at least once, but 
too few are prescribed the two large doses of anti-malarial 
drugs that the World Health Organisation recommends to pro- 
tect both mother and baby. More public money should also be 
spent on the search for new treatments, to tackle drug-resistant 
strains of the disease, and to find a vaccine. The latter quest de- 
pends far too much on a single (generous) donor, Bill Gates. 
African governments need to take malaria more seriously, 
too. Some do, notably Tanzania and Eritrea. But 26 of them 
continue to tax the importation of bednets, which few manu- 
facture domestically. Making life-saving devices more costly is 
hardly a rational health policy. m | 





The rule of law in Iraq 


Who should try the Saddamites? 


America has rejected the idea of an international tribunal. It is mistaken 


ERROR was the principal 

tool of Saddam Hussein’s re- 
gime. In war, his forces flouted 
any constraints, employing poi- 
son gas, mistreating prisoners 
and devastating occupied Ku- 
wait. At home, his government 
l i crushed real or imagined oppo- 
nents, using torture ane murder on a wide scale. Saddam and 
his henchmen believed that they would never have to answer 
for their crimes. But with a growing number of top Iraqi lead- 
ers now in American custody—including Tariq Aziz, the re- 
gime’s suave public face—a reckoning approaches (see page 
42). How they should be brought to justice is a complicated 
and politically charged question. Unfortunately, it looks as if 





the United States is about to come up with the wrong answer. 

Bush administration officials describe two categories of 
crimes attributable to Saddam’s regime: crimes of war com- 
mitted against American forces during the recent fighting and 
in the Gulf War, and those committed in time of both war and 
peace against others. Those responsible for crimes against 
American forces—mostly mistreatment of prisoners, false sur- 
renders and the direction of suicide attacks—will be tried by 
American military courts. This is allowed by the Geneva Con- 
ventions, and should not be contentious if the courts are truly 
independent, although the Americans have to recognise that 
there will be some scepticism about their intentions after their 
brushing aside some of the same rules in dealing with prison- 
ers from Afghanistan held at Guantanamo Bay. 

But America’s current plan for the top leaders of Saddam’s »» 
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> regime is far more controversial, and almost certainly a mis- The International Criminal Court was set up to help coun- 


take. This is to reject the idea of an international tribunal, and 
instead to hold trials before Iraqi-only courts. The administra- 
tion’s stated goals are laudable. It rightly argues that the worst 
crimes of Saddam’s regime were against the Iraqi people, and 
so concludes that they themselves should be the ones to judge 
their tormentors. Iraqi-controlled trials will also help establish 
the rule of law in Iraq, claims the administration, providing 
the cornerstone of anew, sorely-needed legal system. 

These are indeed desirable goals, but they are unlikely to be 
achieved through locally controlled trials of Saddam, if he is 
caught alive, or his minions. Iraq’s judges and lawyers have all 
been compromised by their own involvement in decades of 
repression. Returning Iraqi exiles, themselves victims of the 
regime, would also lack credible impartiality, even in the eyes 
of most Iraqis. The usual pattern after the fall of dictatorships 
is the escape of top leaders, revenge killings and kangaroo 
courts. Such could yet be the turn of events in Iraq. Trials held 
under American auspices will also be too easy for sceptics, in- 
side as well as outside Iraq, to dismiss as “victors’ justice”. 

An international tribunal would be a far more effective 
mechanism for showing Iraqis, and everyone else in the Mid- 
dle East, the crucial difference between genuinely fair trials, 
held before impartial judges, and political show trials. Such a 
tribunal would also provide Iraqis with a clear record of their 
own history, and help to lift Iraq’s fragile experiment with de- 
mocracy above the recriminations which may yet engulf it. 


tries in Iraq’s situation. But it cannot deal with crimes commit- 
ted before its own founding last July, and in any event Amer- 
ica opposes it. Even so, plenty of other options are workable. 
The special tribunals, presided over by international judges, 
that are currently trying Yugoslav and Rwandan leaders have 
proven, after initial hiccups, capable of handling complicated 
and emotionally difficult cases. International control does not 
rule out Iraqi involvement. In fact, another option could be 
mixed tribunals with a minority of local judges, held in Iraq, 
like those recently set up in Sierra Leone and East Timor. 


The Security Council’s asset 

In addition to international jurists, the other thing these tribu- 
nals have in common is the backing of the United Nations Se- 
curity Council. Despite all the bickering in the council this 
spring over how to deal with Iraq, the council retains undis- 
puted legal authority when its members can agree to act to- 
gether. That authority would be an invaluable asset in the dif- 
ficult task of establishing the rule of law in Iraq. 

Even America’s critics in the council would find it difficult 
to deny this kind of help. If they did, America would still gain 
credit for seeking it, and wide support if it then went ahead to 
recruit international judges on its own. Whatever its doubts 
about UN involvement in other areas, America should swal- 
low them when seeking support for credible trials of the men 
who, for so long, denied Iraqis any semblance of justice. m 





The Wall Street settlement 


A sour aftertaste 


No one has emerged with credit from Wall Street’s conflict-of-interest scandal 


UPED? Conned? Cheated? 

If, like so many Americans, 

you were buying shares as the 
stockmarket inflated, bubbled 
and burst, you might well feel 
= angry now. The three-year bear 
market has been bad enough, 
a but for months the financial 

press hàs Paepe stories about what really went on when the 
bulls were running. All those hot new tech-stocks you chased 
after? They had already been “spun”—given, if you prefer—to 
favoured clients of the investment bankers underwriting the 
issues. All those breathless “buy” recommendations from the 
analysts in the know? Worthless. The analysts were puffing 
the shares to win business for their investment-banking 
chums. Even as they were trumpeting the things in public, 
they were trashing them in private, often in scatological terms. 
The “global settlement” between America’s securities regu- 
lators and ten investment banks unveiled in Washington on 
April 28th is supposed to draw a line under this tawdry chap- 
ter in Wall Street history (see page 61). The bad guys have not 
exactly been led away in chains, but—if you believe America’s 
financial sheriffs—their faces are red with shame, their wallets 
are lighter and they will mend their ways. The investment 
banks will pay almost $1,4 billion in fines and financing for 
“independent” research and investor education. Two fallen 
star analysts, Henry Blodget and Jack Grubman, face multi- 





million-dollar fines and life bans from the securities industry. 
Wall Street has promised a strict division—even physical sepa- 
ration—between its research analysts and the investment 
bankers who until recently influenced both their published 
opinions and their pay. 


A cleaner Street? 

The outcome, however, is less clean and much less satisfac- 
tory than the regulators seem to think. In one sense, this is not 
the end of the affair, merely the end of the beginning. Now 
that a settlement has been reached, eager lawyers can get to 
work in earnest on class-action lawsuits on investors’ behalf. 
These suits may well cost Wall Street far more than this week’s 
settlement has done. To make matters muddier still, it is still 
not clear what the investment banks have done wrong, legally 
speaking. If the law was broken, then firms and their employ- 
ees should have been prosecuted. If it was not, then the fines 
and bans seem hard to justify. Yet so far only one investment 
banker is facing criminal charges, and that in a separate inves- 
tigation. In the main action, covered by this week’s settlement, 
charges were levelled, and the cases and penalties settled, 
without anyone admitting or denying anything, and without 
anything being proved. 

What is worse is the roughness of this week’s justice. Ad- 
mittedly, few tears should be shed for Mr Blodget and fewer 
still for Mr Grubman. Despite the fines and the bans, they still 
have several million dollars to console them. Nonetheless, »» 
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there is little doubt that they are convenient scapegoats for the 
firms that employed them and for the rest of the industry. Wall 
Street’s top bosses—notably Sandy Weill, the head of Citi- 
group, Mr Grubman’s former employer and the most heavily 
fined of the Wall Street firms—have suffered little more than 
bruised reputations. Instead of paying for their firms’ trans- 
gressions with their jobs, they have paid with a few hundred 
million dollars of shareholders’ money. Yet when these men 
earn so many millions, the buck should stop at the top, not a 
few rungs down. 

At least, surely, the regulators should take some credit? 
Only up to a point. It would have been better had the investi- 
gation been conducted at a federal level. Yet the Securities and 
Exchange Commission (SEC), supposedly the chief regulator, 
was slow to look into the investment banks’ behaviour. That 
allowed state attorneys-general to step in. The outcome has 
been the mild shaking-down of Wall Street; yet what matters 
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to investors is the effectiveness of its shaking-up. If the regula- 
tors truly believe that the main element of their structural re- 
forms, the separation of equity research from investment 
banking, will remove Wall Street’s inherent conflicts of inter- 
est, they are mistaken. The industry’s conflicts cannot be regu- 
lated away. It may be better to accept that they exist, but to in- 
sist that they be disclosed. One way or another, in-house 
research will have to pay for itself—perhaps implying a subtle 
erosion, somehow, of the new, strictly drawn dividing line be- 
tween research and investment banking. If it does not, it will 
be wound down. Indeed, Wall Street already employs far 
fewer analysts than it did, often at much lower salaries. 

All of which gives you, the angry investor, plenty of people 
to blame. Plus, of course, yourself. The likes of Mr Blodget and 
Mr Grubman may have told you fibs. The sEc may have been 
slow off the mark. But your money is your own responsibility, 
no matter what honey-tongued lawyers tell you. m 





Global finance 


A place for capital controls 


For many developing countries, unrestricted inflows of capital are an avoidable danger 


F ANY cause commands the 
unswerving support of The 
Economist, it is that of liberal 
— trade. For as long as it has ex- 
~ isted, this newspaper has cham- 
pioned freedom of commerce 
across borders. Liberal trade, we 
: have always argued, advances 
prosperity, encourages peace among nations and is an indis- 
pensable part of individual liberty. It seems natural to sup- 
pose that what goes for trade in goods must go for trade in capi- 
tal, in which case capital controls would offend us as violently 
as, Say, an import quota on bananas. The issues have much in 
common, but they are not the same. Untidy as it may be, econ- 
omic liberals should acknowledge that capital controls—of a 
certain restricted sort, and in certain cases—have a role. 

Why is trade in capital different from trade in goods? For 
two main reasons. First, international markets in capital are 
prone to error, whereas international markets in goods are not. 
Second, the punishment for big financial mistakes can be dra- 
conian, and tends to hurt innocent bystanders as much as bor- 
rowers and lenders. Recent decades, and the 1990s most of all, 
drove these points home with terrible clarity. Great tides of 
foreign capital surged into East Asia and Latin America, and 
then abruptly reversed. At a moment's notice, hitherto-suc- 
cessful economies were plunged deep into recession. 

These experiences served only to underline the lesson of 
previous financial debacles. Yet it is a lesson that governments 
remain decidedly reluctant to learn. Big inflows of foreign cap- 
ital present developing countries with a nearly irresistible 
opportunity to accelerate their economic development. 
Where those flows are of foreign direct investment, they are all 
to the good. Butin other cases, disaster beckons unless a series 
of demanding preconditions are met first (see our survey of 
global finance, after page 48). A flood of capital into an econ- 
omy with immature and poorly regulated financial institu- 
tions can do more harm than good. 







Unquestionably, developing countries should strive to im- 
prove their financial systems so that foreign capital can be suc- 
cessfully absorbed. Good government, sophisticated financial 
firms, and regulators who are honest and competent cannot 
eliminate the risk of financial calamity altogether, but they 
can reduce it to bearable proportions. At that point a liberal re- 
gime for international capital makes sense. The trouble is, 
many developing countries are nowhere near that point. 

Rich-country governments and, until recently, the Interna- 
tional Monetary Fund have often seemed reluctant to endorse 
this notion. One might say the same of The Economist. This re- 
luctance is defensible. Often, indeed typically, governments 
have abused capital controls in ways that oppress their citi- 
zens and do grave economic harm. It seems safer to frown on 
any and all controls—and, in those cases where they have been 
used intelligently and successfully, to acknowledge any suc- 
cess very grudgingly. But this is dishonest. It is better to face up 
to the case for such rules in some circumstances, and think 
hard about how to use them sensibly, with restraint. 


In from the cold 

Experience suggests some rules. Refrain from blocking capital 
outflows (tempting as this might be at times of crisis). Such 
measures are usually oppressive, and deter future inflows of 
all kinds. Poor countries need all the foreign direct investment 
they can get: let inflows of Fp1 be unconfined. Other long-term 
inflows also pose little threat to stability. The chief danger lies 
with heavy inflows of short-term capital, bank lending above 
all. These can be difficult to stem, but many developing coun- 
tries would do well to emulate the successful experience of 
Chile, which has imposed taxes on such inflows, with the rate 
of tax varying according to the holding period. 

In negotiating new free-trade arrangements with Chile 
(and with Singapore), the United States has recently sought as- 
surances of complete capital-account liberalisation. Bitter ex- 
perience suggests that such demands are a mistake. It is past 
time to revise economic orthodoxy on this subject. m 


t's not how many ideas you have. 
t's how many you make happen. 
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Responsible for 20 separate public 
agencies that administer the national 
budget, the French Finance Ministry 
needed to develop a shared, state-of- 
the-art IT system to bring new 
\ efficiency and clarity to the overall 
à budgetary process, as mandated by an 
ct of Parliament. | am the French Finance Ministry's idea, 
elivered. With Accenture’s help and a team of 200, the 
linistry has successfully designed and implemented ACCORD, 
he government's most ambitious modernisation programme 
) date. Now connecting more than 5,000 users, the system is 
providing a single, accurate view of all budgets for the first 
ime, and is speeding some processes by as much as 500%. 


In a race to be the first to offer the 
world's central banks, corporate 
. treasurers, fund managers and other 
b, x institutional clients an automated 
! RSs electronic marketplace for currency 
oe x ASSN trading, FXall needed to go live 
Bc) N cA with a massive, multi-dealer, 
mera electronic trading system in a matter of months. 
am FXall’s idea, delivered. Accenture worked alongside 
he FXall team, choosing and coordinating the work of seven 
echnology vendors and seventeen alliance partners, and in 
st ten months, delivered the multi-bank portal that's won 
ajor industry awards from Euromoney, Forbes and FX 
eek, among others. 


With financial management 
professionals spread over 18 countries 
tracking some 420 reporting units, 
Europe's giant multi-utility group RWE 
sought to standardise and integrate 
its far-flung accounting operations. 

3 c- lam RWE's idea, delivered. After six 
1onths of conceptual design, implementation and testing, 
ogether with RWE, Accenture launched RWEpl@ce, a central, 
nnovative workplace portal that is helping streamline workflow 
ind encourage collaboration among 1,600 employees at 220 
ocations worldwide. With easy-to-access information across 
he spectrum of financial topics, the portal logged an average 
Df 60,000 visits per month and more than 32,000 information 
Nownloads during the first six months of operation. 
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California seething 

str - What a flaming asshole. 
Lexington’s remarks are an ex- 
cellent example of the sort of 
daft, ill-considered and deficit- 
braincell horse-exhaust that 
The Economist permits with 
increasing frequency in its 
pages (April 12th). “California 
has been out of the loop ever 
since the Clintons moved out 
of the White House”? If any- 
thing, the reverse is true. The 
rest of the nation has once 
again reverted to the mindless 
mindset of cold-war-style 
imperialism, now that George 
Bush and his gang of cor- 
porate sheep-dawgs are in 
charge of the most fearsome 
arsenal of weaponry ever 
known to humanity. 

Oil? Important, yes, but not 
as important as the stupidly 
naive neo-conservative philo- 
sophy underpinning Amer- 
ica’s recent aggressions. 
Lexington’s arrogance is 
breathtakingly sophomoric 
and insulting. 

Thank God he’s not a 
member of Mr Bush’s cabinet; 
they have enough myopic, 
right-wing idiots as itis. 

C.T. CAREY 
Sacramento, California 


SIR - You seem to think that 
Washington and New York | 
comprise the entire east coast. 
People in Boston, Philadel- - 
phia, Richmond, Atlanta and 
Miami also witnessed the 
events of September 11th only 
on television. The extra thou- 
sands of miles to California 
made little difference on the 
impact on viewers. 

TOM HARLEY 

Palo Alto, California 


SIR - You couldn’t be more 
wrong about California. 
Bathed in sun or not, we are as 
frantic about security here as. 
just about anybody. 


You say that we are “out of | 
at 
you mean Dubya doesn’t take — 
our calls, that’s true. Like most are | 





the loop” politically? If by th 


American voters, we W. 
Al Gore for president. Our” B 
Democratic Partyisnot,as ~~ 
you claim, in the hands of the 
extreme left. California Demo- 
 crats are centrist, pro-free trade 
and pro-business. We are also 








environmentalist, fiscally con- 
servative and pro-choice. We 
are out of step with the White 
House and Congress on those 
issues, but in step with the 
majority of Americans. 
ANDREW OKUN 

Los Angeles 


sir - You chide “yet another 
degree-less actor” for subject- 


ing us to his views on Iraq. 


Still, one cannot help but 
wonder what would happen 
if degree-less people were 
given the vote. Why, perhaps 
even George Bush could be- 
come president. 

GREG PARNELL 

Seattle 


China and SARS 


SIR ~ Your article is as timely 
as it is enlightening (“China’s 
Chernobyl?”, April 26th). The 
dreadful spread of sars in 
China is not just a health con- 
cern, but an example of the 
consistent deception, lies and 
cover-up practised by the Beij- 


-ing regime over the past 50 
_ years. As a matter of intellec- 


tual hygiene, more exposure 
on the arps epidemic, labour 
unrest, and the persecution of 


religious groups such as Chris- 


tians and the Falun Gong 
should be made as well. In- 
sightful articles like yours will 


step toward political reform in 
the “Middle Kingdom”. 

ERPING ZHANG 

Association for Asian Research 


New York 


SIR - 
vere disease unknown to — 


mankind before now. As the 


first victim struck by this epi- 
demic, China has suffered - 


great loss in terms of human 

~ life and economic growth. The 

- Chinese government and peo- 
ple have mustered all re- 

sources and spared no effort to 

os combat this disease. 






n contrast with the kind 
athy shown by the Brit- 


ish government and people, 
a The Economist seems most un- 


ympathetic and even sarcas- 





Í tica hout China’s misfortune. 
When the international com- 


munity is working closely to 


SARS is a sudden and se- 


combat SARS, an epidemic 
which presents a challenge 
not only to China, but to the 
whole world, itis most inap- 
propriate to make false and 
groundless accusations about 
China cooking up nasty vi- 
ruses to unleash. It is time to 
stop hurting the feelings of the 
Chinese people when China is 
in difficulties. 

LU WENZIANG 

Press counsellor 

Chinese Embassy 

London 


Financing dissidents 


SIR - Your article contains 
some inaccuracies (“Castro 
cracks down”, April 12th). This 
is, by far, the harshest crack- 
down on the dissident move- 
ment in Cuba in over 20 years. 
Fidel Castro’s opponents have 
not faced such long prison 
sentences since the 1970s and 
contrary to your report, most 
opposition is now based in 
Cuba, not Miami. 

The White House has, on 
several occasions, linked the 
lifting of the trade embargo 
with political reform in Cuba— 
most recently by President 
Bush himself, during a speech 


celebrating Cuba’s indepen- 


dence day in May 2002. 
- Itis interesting to see your 


_ newspaper call for sanctions 
_ help bring transparency to the 
Chinese government, a critical- 


against Mugabe’s regime, yet 


~ promote trade with Castro’s. 


SEBASTIAN ARCOS 
Miami, Florida 


sir ~ America not only gives 
moral support to the dissident 
movement in Cuba, but 
money as well. This not only 


_ gives Fidel Castro a “rhetorical 


pretext” for his actions but 


_ also gives dissidents a veneer 
_ of illegitimacy. To ensure this 
effect, the Cuban government 


has even provided believable 
details of financial transact- 
ions between dissident mem- 
bers and American entities, 
supplied by moles within the 
organisations. The charge is 
that dissidents are subservient 
to.a foreign power for the sake 
of money. 


If any dissident movement | 


in Cuba is ever to succeed, it 
will have to be scrupulously 
home-grown. The sooner the 


American authorities realise 
this, the better the chances of 
eventual success. 

ED CANLER 

Chattanooga, Tennessee 


Biblical mastery 
SIR - The authors of the King 


James Bible may have indeed 
created a masterpiece but the 


example you give is not an in- 


dication of their mastership 
(“The language of light”, April 
19th). Changing the transla- 
tion from “upon the deep” to 
“upon the face of the deep” 
(and to “upon the face of the 
waters”) is no great accom- 
plishment. It is an accurate 
translation of the Hebrew text; 
the language in which the Bi- 
ble was originally written. 
ASHER GABBAY 


Tokyo 


Toyland pedigree 


str -I am not clear by what 
logic you use Ariel’s race (mer- 
maid) to negate her royal pedi- 


_ gree and so her place asa 


Disney “Princess” (“A chal- 
lenge to Barbie”, April 19th). 
As the daughter of King Triton 
and the bride of Prince Stefan 
surely she qualifies on two 
counts? Aurora, Snow White, 
Pocahontas and Jasmine were 
also born royal, although the 
latter two married beneath 
themselves. Both Cinderella 
and Belle had to marry for 
their titles. 

The odd one out is Mulan, 
daughter of an army officer 
and future wife of a general. 
Of course, as the principal ar- 
chitect of the defeat of the. 
Huns perhaps she qualified on 
merit? Which makes me curi- 
ous: why would Disney, icon 
of republican America, choose 
to promote “Princess” over 
“Heroine” as a brand? 

NIALL CREED 
Leighton Buzzard, 
Bedfordshire m% 
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Principal IN College 


King’s College London, established in 1829 by King George IV and the Duke of Wellington, is one of the founding Colleges of 
the University of London. The College is a major international, multi-faculty University in the heart of London dedicated to 
the advancement of knowledge, learning and understanding in the service of society. 

King’s is a world-class University known for its excellence in research and teaching. It is one of the largest universities in the 
UK following a number of mergers over the years, most recently with the Institute of Psychiatry and the United Medical and 
Dental Schools of Guy’s and St Thomas’ Hospitals (UMDS). The College has over 17,000 students, some 5,000 staff and an 
annual turnover in excess of £300 million. 


The current Principal and Chief Executive, Professor Arthur Lucas CBE, who has led the College during a period of 
unprecedented growth, is due to retire in the autumn of this year. The College is seeking his successor. 


Candidates will be of exceptional intellectual calibre. They must be clear strategic thinkers with an understanding of Higher 
Education who have the dedication, enthusiasm and drive to lead the College in a national and international context. 


Please write, in confidence, with a comprehensive CV and remuneration details, to Claire Lane, Heidrick & Struggles 
International, Consultants in Executive Search, 3 Burlington Gardens, London W1S 3EP 


Email: clane@heidrick.com 
Closing date for applications is 26 May 2003. 


Equality of opportunity is College policy 


HEIDRICK & STRUGGLES 


Tika has to work to support her family. We help Tika and many children like her to 
get an education and learn skills for a better future. We rely on our 4,000 staff 
across the world to help children like Tika to change their world. You have a key 
role to play in making this happen. 


Her future, our people, your job... 


Director of International Human Resources 
London 


You will be responsible for developing our currently UK-focused HR department into a truly 
international function geared to support our current and future business needs. Your expertise 
combined with your passion for our cause will help us create an organisation and environment where 
people can give of their best. 

As a member of Save the Children’s corporate directors’ team you will contribute to the strategic 
leadership of the organisation as well as managing the Human Resources and Facilities Management 
functions. With proven senior level management experience of strategic international HR, you will have 
delivered successful change initiatives in complex environments. 

Remuneration will be competitive within the parameters of the voluntary sector. 
For more information about this role and details of how to apply, download an information 
pack from our consultants’ website at www.veredus.co.uk or ring the 24-hour response line on 
+44 (0)20 7932 4324 quoting reference 5803. For a confidential discussion, speak to our advising 
consultants, Julia Oliver on +44 (0)20 7932 4234 or Beverley Steel on +44 (0)20 7932 4211. Closing 
date: 23rd May 2003. 

Veredus Executive Resourcing, 17 Rochester Row, London SW1P 1RP. 
Email: julia.oliver@veredus.co.uk 


Recruitment and selection procedures and checks reflect our commitment to the protection of children from abuse. 
Save the Children aims to be an equal opportunities employer. 


Save the Children 





The Economist May 3rd 2003 


itis at the heart of our work, not only the energy we 
provide to the entire world, but also the energy which = 
drives our people. The following represents our needs in — 
Saudi Arabia: 


Business Developer 


Key responsibilities include providing a commercial and 
financial analysis perspective on new business 
opportunities available to the company, evaluating third 
party business proposals, and working closely with financial 
advisors to develop capital and financing structures. Will 
be required to develop and present a business case for the 
various business opportunities to senior management. 
Requires a degree in Engineering, Finance, Accounting, 
Banking, Business Administration, International Business or 
Economics with 12 years of experience in the oil & gas 
industry developing and implementing new ventures, 
mergers, acquisitions and divestments. MBA a plus. 


Marketing Manager 

You wili perform market studies for world scale 
petrochemical/refining projects which include integrating 
production, supply and marketing issues into commercial 
analysis to identify and balance relevant risks and rewards. 
The ideal candidate will have a broad background in 
hydrocarbon and petrochemical markets with focus on 
assimilating this knowledge into evaluating new business 
opportunities from a commercial perspective. Requires a 
degree in Economics, Business Administration or a related 
field with 12 years of experience in the oil marketing, sales, 
trading or oil supply field. MBA a plus. 


For a detailed description of the above positions, please 
refer to our website www.jobsataramco.com. 


For consideration, please send a resume to 

Aramco Services Company, reference code 
06J-ECON, in one of the following ways: E-mail: 
resumes@aramcoservices.com (please cut and 
paste rather than send an attachment); Fax: (713) 432- 
4600; Mail: P.O. Box 4530, Houston, TX 77210-4530. 


I gSolj! 


“Saudi Aramco 











The Abdus Salam International Centre for Theoretical Physics, a 
UNESCO-LAEA organisation based in Trieste, Italy, is seeking to fill 
the following post: 


- The successful candidate would be expected to act on all matters 
concerning the Centre, both Scientific and Administrative, on behalf of 
the Director, upon his delegation, and to the extent desired by him. In 
particular, this involves the preparation of the Calendar of Scientific 
Activities of the Centre, the supervision of the Scientific Services of the 
Centre. of the Senior Administrative Officer, the assistance to the 


Director in the preparation of the annual budget in all its aspects, in his 
external contacts and his substitution during his absence. 


Qualifications and experience required: 

- Ph.D. or equivalent doctoral level in physics. 

- Atleast 15 years of experience in a leading scientific and administrative 
position with experience in organization, personnel policies, accounting 
and budgetary control. Experience gained in a similar international 
environment is desirable. Fluency in English essential, Italian desirable. 


A SHARING EXPERTE 
TIN TRAGAENG 


Head of External Communication Unit 
Temporary agent {A8} 


The ETF is the EU agency iat paides advice io the Buropasn Gommission to support vocational 
education and training reform in its patner countries in Central and Eastern Europe, Central Asia as 
wel as the Mediterranean region. ft ia based in Turin, northern italy. Further details about the 
Foundation’s activities can be found on the web iewww eti eu Jot, 


RESPONSIBILITIES 

Reporting directly to the Diractor of the ETF, the successful candidate wil be respormitie for: 
« External Communication (EC) strategy and policy development and quality assurance 
* EC co-ordingtion aoress ihe orgerisation 
» Sfrategic networking with high imporiance publies and media relations 
* Management of the Unit's haman and flnancial resources 





1 PLN i AVE THE FOE LIET TOMPETENCES ARD SKILLS 

». È woarice and experience in ihe field of external comeiunication and eterna relations. 
including media relations: 

+ Proven abiity to develop strategies, policies end action plans in tine with general 
organisational siralagy, as wel as proven ability to co-drdinate and ensure the quality af 
strategic anplementation: 

» Excellent skiis in establishing and developing working relationships both inside on 
GManisalin as wail s as wilh an organisations external publiee, ingluding excelent 
communjeatior skiis 


» Proven skilla for loaderatip, teamwork and fot working in an international setting. 


FORMAL RECHKIREMENTS 
To be cansiderad eikphis. apolicants must have 
+ nationality of an EU Member State or nafionality of a futurs EU Member State: 
* a Universiy dagtea: 
+ atigest 12 years of work sxperience at a level Gammensurete with the responsibilities 
described above, acquired iad ibe university degree iposi-graduate aducatian can be 
inciuded as work oxpacence 


* thorough knowledge of ane ba ine languages of me Toneunites ard satishietiory knowledge 
of another language of the Communities, Knowledge of Engish is essential, 


SUBMISSION OF APPLICATIONS 
A detales curfguiut vitae together with s cover note shotld be gerd iS. fhe Permon Unt af the ETF 
by 19 May 2003 & 16.00 (OET) indicating dearly REF Ne. ET PRRETSONS . 


a by errrail ioc fecrulimeni@etfauini Allachmants should be either in MS Word i 2 Goo) orin 
Acrobat Reader (* oct format, or 


* hy fax af the folowing number +3507 1-430 23 B8. 
The full advertisement can be found on nip iwuss eti iia. invwebStte. nstPages/recudrent 
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or its Headquarters, the Board of 
Directors/Executive Committee 
of the International AIDS Socie- 
ty, LAS seeks a Chief Executive Officer, 
CEO. 

The IAS seeks a CEO who is a pro- 


ven, experienced and decisive leader . 


and manager with a history on institu- 
tion building; a person with the stature 
to fulfill the IAS” role as an important 
and influential organisation; an effecti- 
ve advocate for the mission of the LAS; 
an comprehensive professional with 
international experience and interests, 
especially in the field of HIV/AIDS; 
a person of enormous energy; a person 
driven by mission and desire to contri- 
bute to the control and management 


ECUTIVE OFFI 


of HIV infection and AIDS. The posi- 
tion is in Stockholm with a possible 
move to Geneva in 2004. 

The new CEO will be expected to 


assume the duties in September 2003. 
Nominations, application and cover 


| letter marked “CEO”, which will be 


treated in full confidence, should be 
sent to: 


roger.henrysson@kornferry.com 


Deadline for Submission May 19, 2003 

The IAS is an equal opportunity 
employer and seeks a diverse pool of 
candidates. For further information 
on the IAS and the position of CEO, 


see the IAS’ website at www.ias.se 









IAS contribstes to the control an 
HIV infection and AIDS through advocacy, 3 
tron, facilitation of scientific networks sa of best 
practices in research, prevention and care, TAS |.) ce 
has more than 10,000 members from 136- zl = a 
countries on all continents plus many affiliated ©. iF : a 
national societies, LAS organises the huge Inter- 

national AIDS C onference as in Durban, Barcelo- 

na and now in Bangkok as well as spectalized ion- 


ferences as in Buenos Aires and Paris. 


ENERGY CHARTER SECRETARIAT 





The Energy Charter Secretariat, an international organisation located in Brussels, is inviting applications for the position of: 


DIRECTOR FOR TRANSIT AND TRADE 


The successful conais who is expected to take up duties in January 2004, will be responsible for policy development and R B 








international orga 


Proven highelevel aon capabilities, excellent oral and written communications skills, the ability to successfully lead z a = 
multi-cultural team and conduct multi-national negotiations are expected for this post, as is complete fluency in English. 
Knowledge of other languages, particularly Russian, would be an asset. 





The position, with an attractive tax-free remuneration package, is offered on the basis of a three-year contract with the 
possibility of renewal. The Energy Charter Secretariat is an equal opportunities employer. Candidates must be citizens of a 
signatory country of the Energy Charter Treaty. 


Further details on the Energy Charter process can be obtained from the Energy Charter website at www.encharter.org 


Applications from potential candidates should be addressed to the Head of Administration and Finance of the Energy Charter 
Secretariat, at the address indicated below, to arrive no later than 10 June 2003. 
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with transition economies. 


THE ENERGY CHARTER SECRETARIAT 
= Peera de la Woluwe 56, 
Tel: (+32-2) 775. 98.0 


Fax: (+32-2) 775.98.01 
http: / /www.encharterorg 


for direction and co-ordination of the Secretariat’s work on Energy Transit and Trade. — 


ve post, extensive professional experience in a senior capacity within a national government, an e 
i or industry is required, as well as direct experience in the energy sector and familiarity i in t dealing E 





B-1200 Brussels, Belgium 
E-Mail: recruitment@encharter.org 
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The Inter-American Development Bank (IDB) is the largest 
and oldest regional mulnilateral development institution, established in 1959 to 
help accelerate economic and social development in Latin America and the 
Caribbean. The IDB is based in Washington. D.C., and is now reviewing 
candidates interested in joining the department team that works with the 
countries of Brazil, Argentina, Chile, Uruguay, Paraguay and Bolivia in the 
following areas: 





The economist will lead, coordinate and provide technical expertise in the 
conceptualization, promotion, development, processing, negotiation and 
administration of country-specific and regional transport projects, programs, 
sector loans and technical cooperations, including privatizations and private 
sector infrastructure financing. Will lead/participate in the preparation and 
presentation of project proposals and carry out/coordinate the technical, 
institutional, developmental impact, economic and financial analyses of transport 
projects. Will carry out activities related to promoting private sector investment 
in transportation including: establishment of regulatory framework, design of 
privatization strategies, and mobilization of financial resources. 


Candidate must have a Master's degree or equivalent in transport economics 
(Ph.D. preferred). Minimum of six (6) years of related public or private 
professional experience in the formulation, development, and economic analysis 
of transport programs and projects is required. Including experience in policy 
advice on formulation of sectoral strategies for transport privatization, 
establishing suitable regulatory framework and pricing mechanisms, and creating 
suitable policy framework for private sector participation in the transport sector. 
English and either Spanish or Portuguese required. 






The candidate will provide analysis and advice for technical, institutional and 


operational aspects of regulatory and institutional analysis for public and private 
organizations working in the infrastructure sector (transport. energy and 
telecommunications), Will participate in the design and conceptualization of 
operations in these sectors, focusing on the development impact of the project, 
institutional capacity for executing the project, and benchmarks during 
execution. Will design operations for Bank projects, design funding schemes for 
private and public financing of infrastructure projects and provide institutional 
framework strengthening for the sector. 


Candidate must have a Master’s Degree or equivalent in Economics/Business 
Administration/Engincering or similar fields. (PhD. preferred} Minimum of six 
years of professional experience at both the national and international level in the 
design, planning, and evaluation of infrastructure projects and knowledge of the 
Latin American institutional framework for those sectors as well as of the 
implementation of international projects. English and either Spanish or 
Portuguese required, 






The candidate will be responsible for carrying out and supervising the analysis 
of technical, operational, environmental and managerial aspects of Bank 
operations in the water supply and sanitation sector. Will identify, prepare and 
analyze financing requests for projects and technical cooperations in the arcas of 
water supply. sewerage, treatment and final disposal of wastewater, solid waste 
and urban drainage. Conceptualize and develop innovative technical, 
institutional and financial responses to the necds of national, regional and local 
governments, including private sector participation when necessary. Identify, 
prepare, and participate in the development of studies and strategies in the sector 
for the countries of the Region. 


Candidate must have a Civil engineering degree with postgraduate degree 
in sanitation, Ph. D. desirable. Minimum of eight (8) years of professional 
experience at both the national and international level in technical and/or 
executive positions in the following areas: planning, design, financing, 
execution and supervision of projects in the areas of water supply, sewerage, 
treatment and final disposal of wastewater, solid waste, and urban drainage. 
Candidate must have knowledge of regulatory aspects of the provision of 
public services and of the different models of private sector participation for 
the provision the services and the financing of public utilities companies. 
Basic knowledge of the economic analysis of development projects and of 
the environmental analysis of those projects in the above referenced areas. 
English and either Spanish or Portuguese required. 


We Offer: competitive salary; excellent benefits plan; excellent relocation package 


Interested candidates are invited to visit the IDB website and refer to the 
vacancy announcements for further information on principal 
functions/selection criteria of each position, deadline submission and the 
online application procedures. 
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. www.unesco.org/joining 





United Nations Educational, 
Scientific and Cultural Organization 


UNESCO introduced a reform process to respond more effectively to present 
and future challenges and to further international cooperation in its fields 
of spectalization, in order to ensure a better world for future generations. 


if you want to be part of a knowledge based international organization, 
share its goals, and have the required profile, we encourage you to apply 
for the following key management posts at its Headquarters in Paris 
(France) : 





SESS DR ERE See 


Main responsibilities 

The Comptroller is responsible for the Organization's policy, strategy and 
administration with regard to financial matters (treasury, financial 
reporting and control, and accounting} and is empowered by the Director- 
General to represent UNESCO at meetings with Member States and 
subsidiary organs of the UN on issues in his/her domain, and for providing 
the leadership and supervision to a team of some 60 staff working in 3 
Sections. As Deputy to the ADG, he or she will assist in the overall 
management of the Sector, in the development of new approaches and in 
making policy recommendations to the Director-General. 


Profile 

In addition to having excellent relevant academic and professional 
qualifications, you should have experience in a senior financial position, 
with some [5 years’ progressively responsible experience, covering the key 
areas, treasury, expenditure control, and accounts); demonstrated success 
in managing complex finance systems in a SAP environment, proven 
leadership and excellent communication skills, including the ability to 
represent the Organization before its Governing Bodies: an excellent 
knowledge of English or French, both oral and written, and a good 
command of the other language is required. 






Main responsibilities 

As Head of the Accounts Section you will be expected to ensure an efficient 
modern accounting system which reflects the financial accounting 
activities of the Organization and for the reports to be submitted to the 
Governing Bodies and the External Auditor. He or she will also provide 
leadership for a Financial Close Project, aiming at introducing a world 
class reporting discipline into a complex multicultural environment. 


Profile 

With an advanced university degree in an appropriate field 
and preferably professional qualifications, eg. Chartered 
Accountant/Certified Public Accountant or equivalent, you should have 
at least 5 years’ experience working in a similar position in a leading, large 
and complex organization, preferably in an international environment 
{familiarity with UN accounting would be an asset), an authoritative 
knowledge of accounting standards and of ERP, preferably SAP. In 
addition, you should be a good team player with strong managerial and 
communication skills and have an excellent knowledge of English or 
French, both oral and written, and a good command of the other 
language. 


General Information 

Posts are respectively at D-2 and P-5 level common to the United Nations 
system. Salaries which are exempt from all direct taxation are for D-2 
level in the range of US$125,300 (with dependants) and US$115,140 
(without dependants) and for a P-5 US$97,166 (with dependants) and 
$90,260 (without dependants). In addition, an attractive international 
benefits package is offered. 


Appheations from qualified women candidates are encouraged, as 
are applications from under- or non-represented Member States 
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-AMERICAN INSTITUTE FOR COOPERATION ON AGRICULTURE 
COUNTRY REPRESENTATIVES 


CA; the specialized agency for agriculture within the Organization of American States 
ystern, seeks highly qualified individuals to serve as Country Representatives in key 
4° countries throughout the Western Hemisphere. 


THE POSITION The institute's Representatives provide leadership in agricultural technical 
cooperation and policy activities with national, provincial and mumicipal authorities, and 
with public, private, academic, educational and son-governmental organizations in each 
af our 34 Western Hemisphere member countries. . 


sede REQUIREMENTS 
Proven leadership abilties and skills in management, diplomacy, technical 
cooperation and administrator, 

+ Experience in negotiating and working with national and local government officials to 
develop integrated approaches on agricultural issues and rural developmen. 

. Relevant experience in at least one of the Institute’s strategic areas: Trade Policy and 
Agribusiness Development Agricultural Research and Technical innovation, 
Agricultural Health and Food Safety, Sustainable Rural Development, Agricultural 
Education and Training, and information and Communications. 


HECE REQUIREMENTS ; 
Must be a citizen of one of the Institut 
may not serve in one's own Country. oo. 

« Graduate degree (Master's or preferably Ph.D in Agricultural Sciences, Natural 
Resources, Economics, Agricultural Economics, Business or Public Administration. 

* Minimum 7 years professional experience in agricultural development, in increasingly 
broader positions. . 

. Excellent oral and written communication skiils in English or Spanish, and basic 
fluency in the other; knowledge of Portuguese of French is a plus. 






5 Kerber States, but by the Institute’s statutes 













Send tuff CV in English tea: 
Egon Zehnder International 
Gary J. Matus 

Email: garyanatus@ezi.net 


Confidentiality is warranted. HCA considers all qualified candidates, and discrimination of 
any kind, on the grounds of gender, race, religion or ethnic origin, is strictly prohibited. 







Director of Campaigns 
£35,388 rising to £41,674 Based in London 


Amnesty International (A is a worldwide organization campaigning on human rights 
issues. The International Secretariat (1S) is the movement's centre for international 
research, campaign action and policy making. As the world’s largest human rights 
organization, Al plays a crucial role in the articulation of human rights aspirations, 
principles and standards, Key to its influence is sound, timely and impartial action 

on human rights issues across the world’s regions. Al has a complex network of 
members and supporters undertaking iis campaigning work around the world. 

To ensure optimum effectiveness, Al's methods of campaigning need to be under 
constant review. For example, Al must adapt to make the most of new opportunities 
in information and communications technologies and adjust to changing trends 

in activism, 

it must ensure that its response to global human rights challenges is relevant, 
focused and aimed at achieving greatest leverage for the prevention of human rights 
violations. To this end, over the course of the next decade, Amnesty international will 
expand to address economic, social and cultural rights to complernent its work on 
civil and political rights. 

As Director of Campaigns you will have a major role to play in meeting these 
challenges. Although you will be based in the London office of the I5, you will be 
expected to travel. 


You will have proven expertise in campaign development, project management and 


evaluation, able to give examples of the successful introduction of innovative 


The International Secretariat of Amnesty International actively promotes 


cultural diversity and equal opportunities. 
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DEVELOPMENT BANK OF NAMIBIA 


The Development Bank of Namibia (DBN) is one” 
development finance institutions, This new organisation 
powerful force for industrial and socio-economic develop 
ape rations wil principally involve the raising and investrnen 
scale development projectsof proven potential, projec 
appraisal, post mvyestment Dabe and ‘after-care’. R 2 
other regional and international development institutions, : 
partnerships between these organisations, business, Beh nm 
community. It is expected that, over time, the Bank will fulfil an 
in the further development of the capital markets in Namibia. ~~ 















Principal Accountabilities 

* Ensuring, in consultation with the Board, the formulati 
of a longer term vision for the success of the Bank inc ce out its statu 
obligations, such a vision being shared throughout the stakeholder commi 
of the Bank; 

* Ensuring te formulation and effective implementation ofa viable strategic 
plan for the Bank, incorporating inputs from the Banks various divisions 55 
and functions; -.- 

* Ensuring the de gn and implementation of effective risk management policies 
and procedures for the Bank; 

. Recruiing, appointing and developing. a competent and motivated senior 
executive team. for the Bank. 













Against the above e background, the successful candidate should preferably be. a 
Namibian citizen ard should: z 


* Be guai fed at post-graduate tevel, preferably in one or a combination of the 
following disciplines: economics, management studies, finance, accounting; 

* Possess the requisite leadership, management, technical and representational 
skills and experience. 


A remuneration package commensurate with the stature of this Windhoek based 
position wall be negotiated. 

Applicants should forward their resume’s soonest to: 

DBN CEO Recruitment, PO Box 47, Windhoek, Namibia 

Fax: # 264-61- 233117 Email elind@deloitte.co.za 


campaigning strategies and techniques. You'll also be an experienced manager with 
a proven track record in motivation of staff and in the provision of the direction, 
support and systems to enable them to perform to their full potential 


Your vision, leadership and dedication must be complemented y / personal confidence 
and professional expertise. You will be recognized as a leader in your field: bringing 
commitment and energy to match the weight of your responsibilities: and offering 
dernonstrated capacity to motivate and empower. others. You must be able to work 
collaboratively, making decisions swiftly, effecting 5 strong delivery whilst meeting the 
highest standards of professional ethics. Relocation package available, 


we 








Closing date: 18 May 2003. 

For further information and to apply online, 

please visit our website at www.amnesty.org/jobs or send a stamped (47p) 
A4 SAE to the Human Resources Program, Amnesty international - 
international Secretariat, 1 Easton Street, Landon WC71X ODW, 

quoting Reference CP/03/04. 
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When bluff turns deadly 


If diplomacy cannot work, what then? 


ITH its bomb now out of the base- 

ment and on the front porch, will 
North Korea’s nuclear ambitions be any 
easier to deal with? It helps a bit, said Colin 
Powell, America’s secretary of state, earlier 
this week, that North Korea has acknowl- 
edged more of what it has been up to. But 
apparently it won’t help much. North Ko- 
rea not only told American diplomats in- 
formally at talks last week in Beijing that it 
already possesses nuclear weapons, but 
this week strongly implied that it had de- 
ployed them, ready for use. 

As more of the details of last week’s 
talks between America, North Korea and 
China leak out, Mr Powell seemed to be of- 
fering not so much a glimmer of hope, as 
an indication of how difficult it will be to 
resolve the nuclear stand-off peacefully, 
and by diplomatic means. George Bush, 
for his part, has already said that North Ko- 
rea is back to its bad old habits of threats 
and “blackmail”. 

In Beijing, North Korea did offer eventu- 
ally, if somewhat belligerently, to give up 
both its bombs and its missiles. But it de- 
manded in return a set of conditions that 
American officials say amount to a com- 
plete non-starter. By all accounts North Ko- 
rea wants to hang on to its weapons until 


the end of a process in which America 
would take the first steps—to guarantee the 
regime’s survival and to hand over oil, en- 
ergy assistance and much else. “We're not 
going to pay for the elimination of nuclear- 
weapons programmes that never should 
have been there in the first place,” insisted 
the State Department’s spokesman, Rich- 
ard Boucher. 

North Korea, for its part, has accused 
America of playing a “mean trick” with its 
bomb-building admission, and has been 
threatening all sorts of dire but unspecified 
consequences that have led some observ- 
ers to think that it may be preparing to test 
one of its bombs, just to make its point. To 
put it mildly, therefore, the chances for a 
negotiated outcome do not look good. 

Might they improve? That depends on 
whether not just America, but also others, 
including China, can persuade North Ko- 
rea that the alternative to giving up its 
bombs would be a lot worse. 


To the brink 

America insists that, while its line on talks 
with North Korea is tough, it is also realis- 
tic. Its aim, say officials, is a “complete, 
verifiable and irreversible” end to North 
Korea’s nuclear ambitions. The preferred 





alternative policy, one long favoured by 
hardliners inside the Bush administration, 
is likely to be isolation and containment. 

They point out that deals have been 
done with North Korea before, only to be 
broken. America has long suspected that, 
before a 1994 deal that was supposed to 
have frozen and ultimately ended North 
Korea’s illicit plutonium production and 
returned it to full compliance with the Nu- 
clear Non-Proliferation Treaty (NPT), its 
weapons-builders had squirrelled away 
enough plutonium for perhaps one or two 
bombs. But under the 1994 agreement, in- 
vestigation of all that was deliberately set 
aside to await the arrival of nuclear com- 
ponents for two western-designed nuclear 
reactors. These are still being built in North 
Korea, at a cost of $5 billion that is chiefly 
being met by South Korea and Japan. 

This is the deal that North Korea had 
been violating, possibly for four or five 
years, when the latest crisis began. Last Oc- 
tober, America’s diplomats presented 
their North Korean counterparts in Pyon- 
gyang with evidence showing they knew 
that the North had secretly started up asec- 
ond potential weapons programme-—this 
one relying on uranium-enrichment tech- 
nology that North Korea appears to have 
obtained covertly from Pakistan in return 
for North Korean missiles and technology. 

Since then, North Korea has thrown out 
weapons inspectors from the Interna- 
tional Atomic Energy Agency who, as part 
of the 1994 agreement, were watching over 
a stash of spent fuel-rods at North Korea’s 
single working nuclear reactor at Yong- 
byon; has restarted the mothballed reac- 
tor; has removed the seals on the stored 






> fuel-rods, and is either about to start or 
aboutto finish (depending on which trans- 
lation of its recent statement on the subject 
you choose to believe) extracting their 
bomb-usable plutonium, sufficient for an- 
other five or six bombs. (In reserve it has 
two more reactors of its own, still to be 
completed, that will eventually provide a 
steady supply of enough plutonium-laden 
spent fuel for tens of bombs a year.) In Jan- 
uary itannounced—without observing the 
formal three-month notice period—that it 
had quit the NPT. 

All this, North Korea’s official news 
agency said this week, was to “deter” 
mighty America. The United States should 
give up its weapons, said the statement, 
“before such a small country as [North Ko- 
rea] does.” 

So now what? Before the talks, Ameri- 
can officials had insisted that any attempt 
by North Korea to reprocess the spent fuel- 
rods at Yongbyon would “change the pic- 
ture entirely”. Yet, by admitting to having 
bombs and being ready to use them, North 
Korea has in effect already changed it 
(though, intriguingly, American officials 
still say they have no confirmation, despite 
North Korea’s bluster, that any rods have 
actually been reprocessed). China, which 
not only hosted last week’s talks, but also 
took part in them, advised everyone not 
just to watch what was being said, but also 
what was being done. Was this a warning 
to North Korea against further provocative 
action, or advice to America not to take 
North Korea’s bluster at face value? 

Certainly America will now need to 
consult with others involved, especially its 


close allies, South Korea and Japan, but 
also with China and Russia, about 
whether, and if so how, to take the di- 
plomacy forward. Until just before the 
Beijing talks, North Korea had insisted that 
it would sit down only with America to 
discuss the nuclear issue. But it eventually 
gave way (quite possibly under heavy Chi- 
nese pressure). It had previously insisted 
that it would not discuss a “comprehen- 
sive” security package with America ei- 
ther, butin its offer to deal with bombs and 
missiles together, it seemed to give way a 
little on that too. Might there yet be scope 
for a deal? 


Pressure from enemies, and friends 
If there is, that hope lies in the multilateral 
framework that the Bush administration 
has insisted on, and in particular on 
whether China takes an even more active 
and helpful part in the diplomacy. Suspi- 
cious that North Korea would simply use 
talks to buy more time to build more weap- 
ons, and determined that other countries 
with an interest in the nuclear issue be in- 
volved in keeping North Korea to any fu- 
ture deal, America had at first insisted that 
South Korea and Japan have a seat at any 
talks too. The tripartite discussions in Beij- 
ing involving China, the closest North Ko- 
rea has to a semi-friend, were a face-saving 
formula. They were also a breakthrough, 
since China has in the past shied away 
from any hint of pressure on North Korea, 
at least in public. 

But this time the stakes for China are 
high. It does not want to see the North Ko- 
rean regime collapse, since that would 
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drive hundreds of thousands more hun- 
gry refugees across its border (where possi- 
bly as many as 200,000 North Koreans are 
living illegally already). But China knows 
that a nuclear-armed North Korea, un- 
checked, could provoke an unwelcome re- 
sponse from its rival, Japan. In late Febru- 
ary it is reported to have turned off the oil 
taps on North Korea for two or three days 
to encourage it to tone down its belliger- 
ence. Might it now do more? 

As North Korea steps up its threats, 
China will have increasing reason to do so. 
The unannounced launch of a North Ko- 
rean rocket over Japan in 1998 had already 
galvanised opinion there and, to China’s 
alarm, has pushed the Japanese govern- 
ment to co-operate more closely with 
America on missile defence. North Korea’s 
recent nuclear taunts have damaged 
China’s interests too, and not just by re- 
minding Japan of the value of the Amer- 
ica-Japan security alliance. Japan’s de- 
fence officials have started to consider 
what additional weapons they might 
need to deter North Korean aggression. 
Some right-wing members of the ruling 
party have started asking whether Japan, 
too, should now have its own nuclear op- 
tion. Nor is Japan the only country in the 
region capable of going nuclear at speed: 
both South Korea and Taiwan have in the 
past had nascent nuclear programmes, 
and in each case abandoned them only 
under American pressure. 

All this is enough to give Chinese offi- 
cials nightmares. Thus far, they have been 
reluctant to let the North Korean issue go to 
the UN Security Council for action, includ- 
ing possible sanctions. Russia has been re- 
luctant, too. Last month the council dis- 
cussed North Korea’s pull-out from the 
NPT, but could not manage even a joint 
statement condemning the move. Since 
then, however, Russia has suggested that if 
North Korea pursues its nuclear option 
much further, it would be prepared for 
tougher action. That might encourage 
China to take a tougher line, too. 

But these are not the only countries that 
would be reluctant to see sanctions im- 
posed on North Korea. So would South Ko- 
rea. Its new president, Roh Moo-hyun, had 
at first hoped to continue the “sunshine” 
policy of his predecessor, Kim Dae-jung. 
And while he has insisted that the Korean 
peninsula remain nuclear-free, he has also 
ruled out, as America has not, the use of 
force to achieve that. But would he rule out 
sanctions too, if it came to it? 

North Korea has long said that it would 
regard any kind of sanctions as an act of 
war, and would respond accordingly. But 
unless the prospects for diplomacy 
quickly improve, such issues may well be 
on the agenda when Mr Roh visits Wash- 
ington, Dc, shortly for his first meeting 
with Mr Bush. South Korea was an early 
supporter of America’s war in Iraq. But 
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> Seoul, the South Korean capital, is within 
artillery range of North Korea’s guns dug 
into the hills just across the Demilitarised 
Zone that forms the border between the 
two countries, and this makes any South 
Korean government ultra-cautious in its 
dealings with the North. 

This week South Korea’s unification 
minister, Jeong Se-hyun, returned from 
North Korea without a hoped-for concilia- 
tory statement on the nuclear issue. Mr Je- 
ong had told the North Koreans that the 
crisis was harming South Korea’s econ- 
omy, and had hinted that further rice aid 
would be conditional on better behaviour. 
For its part, North Korea has been trying 
hard to drive a wedge between South Ko- 
rea and America, this week referring to 
American troops in South Korea as a “can- 
cer”. In the past, and in private, some South 
Korean officials have hinted that it might 
be better to live quietly with a nuclear 
North Korea rather than pushitto collapse. 
But North Korea has made living quietly 
with its bomb an option no longer. m 


North Korea’s economy 


Desperate straits 


BEIJING 


Only China keeps things going 


OR some time now, North Korea’s econ- 

omy has been close to meltdown. In 
July last year, the regime tried desperately 
to resuscitate it by adjusting prices and 
wages to make them reflect market reali- 
ties. The result has been rampant inflation 
that has made life even more miserable for 
most North Koreans, except the Pyon- 
gyang elite. Millions are suffering from 
acute shortages of food caused by indus- 
trial collapse. 

Donor fatigue is making it ever harder 
for the World Food Programme (WFP) to 
help the worst-affected—mainly those liv- 
ing in the cities, home to 65% of the popu- 
lation. Malnutrition is widespread. Even in 
Pyongyang, citizens have turned any un- 
used patches of land into tiny plots for 
maize or vegetables. The shelves of state- 
owned shops are virtually empty. Embar- 
rassed officials keep visitors away even 
from the department store that used to be 
the regime’s showcase. 

Conditions are not as bad as during the 
famine of the mid-1990s, when hundreds 
of thousands died of starvation, but they 
are “daily getting worse”, says a Pyong- 
yang-based diplomat. “There is a school of 
thought”, he adds, “that central rule has 


broken down.” Officials in the capital of- 


ten deny there is anything wrong, but in 
the provinces “there is far more readiness 
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to admit to dnia and shortages.” 
Two west Europeans, visiting as guests of 
the government, were taken recently to a 
hospital south of Pyongyang; it turned out 
to be the only one, in an area serving 1.6m 
people, that was equipped to handle ma- 
jor operations. Officials accompanying the 
visitors became “very, very nervous” 
when hospital staff let slip that their two 
ambulances were no longer usable. 

But those who count most to the coun- 
try’s leader, Kim Jong Il—the armed forces 
and the bureaucrats—manage to get by. 
They draw income from a few brave for- 
eign investors (mostly South Korean), re- 
mittances from ethnic Koreans in Japan 
(though Japan’s economic woes have re- 
duced these) and the country’s shadowy 
trade in everything from missile technol- 
ogy to fake banknotes and narcotics. 

The privileged, with access to foreign 
currency, fare best. In July, the official ex- 
change rate of the North Korean won was 
revised from 2.15 to the dollar to 150. The 
black-market rate is now rumoured to be 
closer to 800. (In North Korea’s highly se- 
cretive and closely monitored society, of 
course, such data are extremely hard to 
verify.) Wages increased by 20 times or 
more after the July reforms, but prices have 
gone up by even wider margins. The re- 
forms were supposed to give enterprises 
greater responsibility for their balance- 
sheets: bigger profits could, in theory, 
mean bigger wages. In practice, hardly any 
factory in the country can turn a profit. En- 
ergy and fuel shortages are crippling, the 
cost of inputs is soaring, and the economy 
has been reduced to little more than trade 
in absolute necessities. 

For all its pride in the philosophy of 
juche, or self-reliance, North Korea is 
heavily dependent on its giant neighbour, 
China. Without China’s oil supplies, which 
amount to about 70% of North Korea’s con- 
sumption, the armed forces—upon which 
the government depends for its political 
survival—would be unable to function. 
China’s food and other aid also play a big 
role in propping up Mr Kim. Unlike food 
donated by capitalist countries through the 
wEP, China’s large offerings are not moni- 
tored to see who ends up enjoying them. If 
apparatchiks are the chief beneficiaries, 
China doesn’t complain. 

Earlier this year—the exact dates are un- 
certain—China made it clear who was 
really master of the North Korean econ- 
omy. For three days, say western dip- 
lomats, it shut down a pipeline carrying oil 
across the Chinese border to its impover- 
ished neighbour. China blamed technical 
difficulties. To the leadership in Pyon- 
gyang, however, familiar with the coded 
signals of its communist ally, China was 
bluntly showing its unhappiness at North 
Korea’s escalation of tensions with the Un- 
ited States. 

It is difficult to gauge the extent to 
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which China’s warning helped bring 
about last week’s negotiations in Beijing. 
North Korea has appeared remarkably cav- 
alier in its dealings with its chief economic 
benefactor in the last few months. It failed 
to secure China’s blessing before trying to 
set up a capitalist enclave on the border be- 
tween the two countries last September 
(China showed its displeasure by arresting 
the Chinese-born businessman appointed 
by North Korea as the zone’s leader on tax- 
evasion charges). It also neglected to con- 
sult China before revealing to the Ameri- 
cans last October that it had a uranium-en- 
richment programme. 

North Korea resents having been forced 
to depend so much on China since the col- 
lapse of its other main benefactor, the So- 
viet Union (Russia is now a mere bit-actor 
in North Korea’s economy). There is some 
allure, therefore, in a solution to the cur- 
rent stand-off that would allow American, 
Japanese and South Korean aid and invest- 
ment to flow in more freely and thereby re- 
duce North Korea’s reliance on China. But 
Mr Kim’s strategy is unlikely to have been 
much affected by the plight of his people. 

Optimists argue that a North Korea con- 
fident that it will not be attacked by the Un- 
ited States would be more prepared to 
scale down its massive military spending 
and devote more resources to building the 
civilian economy and attracting foreign in- 
vestment. But diplomats in Pyongyang see 
little evidence that North Korea grasps 
what needs to be done to lure foreign capi- 
tal, including the massive investment 
needed in the country’s backward and tat- 
tered energy, transport and communica- 
tions systems. “Their solution to any cash- 
flow problem is to milk the foreigners,” 
says one. The economic dividends of any 
peace pact will be along time coming. m 
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Japan 


The axis of good 


TOKYO 


Mr Koizumi is the closest Asia can come right now to a leader like Tony Blair. But is 


that close enough? 


T WAS fitting that Junichiro Koizumi, 

who was touring European capitals this 
week, should start by visiting Tony Blair in 
London. The challenges raised by Iraq and 
North Korea, the two countries they dis- 
cussed on April 26th, have revealed just 
how much Britain’s and Japan’s prime 
ministers have in common these days. 
Each man has loudly echoed George 
Bush’s warnings about weapons of mass 
destruction and rogue regimes. In doing 
so, the two men have followed a geograph- 
ical division of roles. In Iraq, Mr Blair was 
indispensable in dealing with Saddam 
Hussein’s regime, whereas Mr Koizumi 
played a supporting role. Now, as atten- 
tion swings towards North Korea, it is Mr 
Koizumi’s chance to carry the torch. 

Mr Blair is clearly a tough act to follow, 
but comparisons between the two are not 
hard to make. Like Britain in Europe, Japan 
is often torn between its alliance with 
America and its desire to please its neigh- 
bours. Since America’s presence benefits 
Asia in many ways, this alliance does not 
always cause conflict. But Japanese dip- 
lomats live in constant fear that a deep rift 
among Pacific countries might force them 
to choose, much as the recent transatlantic 
split has done, temporarily at least, in Lon- 
don and other European capitals. 

For a host of reasons—some peculiar to 


Japan, others reflecting Asian sensitivities 
and a lack of strong regional bodies—Japan 
manages this risk less eventfully than Brit- 
ain does. Its basic foreign policy is to dole 
out aid and avoid clear stands on tough is- 
sues. During the 1991 Gulf war, Japan was 
irrelevant. Yet by these standards, Mr Koi- 
zumi’s vocal support for Mr Bush in recent 
months has been especially bold. Amer- 
ica’s ambassador in Tokyo, Howard Baker, 
who reportedly told the secretaries-gen- 
eral of Japan’s three ruling parties recently 
that Messrs Blair, Koizumi and Bush were 
the world’s three great active leaders, was 
no doubt buttering up his hosts. But given 
his emphasis on weapons of mass de- 
struction, it was not ridiculous. 

Consider: Japan has no seat on the UN 
Security Council, and so could easily have 
ducked the Iraq question. Yet even though 
70% of Japanese were opposed to the use 
of force in Iraq, Mr Koizumi spoke out 
clearly in favour of it. He even telephoned 
wavering council members to lobby on 
America’s behalf. Mr Koizumi has also 
supported America’s firm line on North 
Korea since October, when the regime’s at- 
tempt to enrich uranium for use in nuclear 
weapons became public. 

Most importantly, Mr Koizumi has con- 
sistently linked the two cases in principle, 
on the basis that dangerous regimes can- 
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not be allowed to possess such weapons 
and that such regimes have to be con- 
fronted with a united diplomatic front. 
Compare that with South Korea’s new 
president, Roh Moo-hyun, who has been 
much more ambivalent about how to deal 
with the North. 

Still, there is a big difference between 
sharing America’s concerns and actually 
being able to help deal with them. Can Mr 
Koizumi really matter as much in the 
North Korean stand-off as Mr Blair did in 
sorting out Iraq? 

Despite a few basic similarities, Mr Koi- 
zumi and Mr Blair are different sorts of 
leaders, functioning in very different po- 
litical systems. Perhaps Mr Blair’s most 
valuable contribution on Iraq was persis- 
tently and persuasively to make the case 
for intervention in a debate that the Bush 
administration often seemed happy to 
lose. By contrast, Mr Koizumi, though 
plain-spoken by the standards of Japanese 
politics, is not the sort of leader to win 
public debates on a global stage. 

That shortcoming might not matter 
much, however, in a region where govern- 
ments are inclined to fudge their public 
statements and let bureaucrats work 
things out behind the scenes. Given Ja- 
pan’s desire to avoid conflict, and its prefer- 
ence for quiet diplomacy, Mr Koizumi’s 
stance on North Korea’s antics has regis- 
tered as loudly and clearly as Mr Blair’s 
message on Iraq did. Just as Mr Blair’s sup- 
port for America convinced some doub- 
ters who were inclined to distrust the Bush 
administration, Mr Koizumi—the leader of 
an Officially pacifist country—might be 
able to play a similar role in Asia, even 
without laying out detailed arguments. 

Of course, the North Korean impasse >> 
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> could turn into a long, difficult, diplomatic 


slog, and fresh tensions may emerge be- 
tween Mr Koizumi’s government and the 
Bush administration. North Korea’s long- 
running practice of abducting Japanese 
nationals, which it admitted to during Mr 
Koizumi’s historic visit to Pyongyang last 
September, could become a sticking-point 
if talks ever get anywhere. In negotiating 
with North Korea, Mr Koizumi said in a re- 
cent interview, “the past, present and fu- 
ture need to be settled together.” 

However relations with America and 


China and SARS 


Fever pitch 


BEIJING 


the region go, Mr Koizumi would be wise 
to consider another comparison with Mr 
Blair. At the moment, foreign policy is the 
one area where Mr Koizumi is taking a 
clear stand. Meanwhile, he has continued 
to compromise and stall on domestic econ- 
omic reforms, and the popularity of his 
cabinet has been sliding. Some pundits 
have warned Mr Blair that neglecting do- 
mestic issues could be his undoing, how- 
ever successful he is on the international 
stage. When Mr Koizumi returns home, he 
may want to heed that advice. m 


The government deploys Mao-style methods to contain the disease 


HINA’s rusting machinery of totalitar- 

ian control is being pressed back into 
service by Beijing’s city authorities in a 
desperate effort to contain the spread of 
SARS (severe acute respiratory syndrome). 
Not since the 1980s have so many millions 
in the capital been subject to such tight 
controls on their movement and such 
close surveillance of their private lives. At 
least it is now in a good cause. 

The past few days may have seen some 
good news in the worldwide effort to con- 
tain SARS. The World Heath Organisation 
(WHO) has rescinded its warning against 
travel to Toronto and has removed Viet- 
nam from its list of countries with local 
transmission of the disease (see page 69). 
But the news from China remains unremit- 
tingly grim. Despite China’s sudden deci- 
sion on April 20th to abandon its efforts to 
cover up the problem and to sack two se- 
nior officials for their handling of the cri- 
sis, SARS shows no sign of abating in Beij- 
ing. By April 30th, the city had reported 
1,440 confirmed SARS cases, 1,408 more 
suspected cases and 75 deaths from the dis- 
ease, the worst reported outbreak in the 
country. The WHO believes that Shanghai 
may have 30 or so cases, rather than the 
two officially reported, but that the city is 
far less affected than the capital. 

Since the April 20th volte-face, the 
Communist Party has launched an anti- 
SARS campaign that has brought Beijing 
almost to a halt. Theatres, cinemas and ka- 
raoke bars (nightlife for the moneyed 
classes) have been ordered to close. So too 
have schools, with parents being urged to 
keep their children at home. Hotels, office 
buildings and restaurants are now eerily 
empty. Even in the rush hour, traffic moves 
briskly. Not since the days after the sup- 
pression of the Tiananmen Square prot- 
ests in 1989 has Beijing appeared so deso- 


late. The state-run media are subjecting the 
Chinese, including more than 11,000 who 
have been quarantined, to a propaganda 
blitz: endless soldiers singing patriotic 
songs, tales of heroic party members on 
the front line of the anti-sars struggle. 
The government’s decision to shorten 
the May Day holiday from seven days to 
five may achieve its desired effect of deter- 
ring people from travelling round the 
country and spreading the disease. But 
there are millions in Beijing, mainly uni- 
versity students and migrant labourers, 
whose homes are outside the capital and 
who will want to spend the holiday with 
their families, so the government has de- 
creed that no student may leave. That may 
not work, though: the old techniques of 
controlling people with threats and sur- 


Taking no chances, at last 
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veillance have become less effective in a 
country whose robust economic growth 
has come to depend on a mobile labour 
force shorn of ties to the state. Many out- 
of-towners have headed for home any- 
way. To keep those left behind in check, 
neighbourhood committees have been 
spurred into action. These were once an 
important tool of social control but in re- 
cent years have been reduced to near irrel- 
evance.The committees, which are staffed 
mainly by Communist Party activists and 
retired busybodies, have been ordered to 
monitor the temperature of every resident 
and report any cases of fever to their supe- 
riors. Some foreign residents in diplomatic 
accommodation have been told to post 
their temperatures on their doors daily. 

Officials admit that residents in Beijing 
are panicky. There have been riots to the 
north of the city, directed against a build- 
ing it was feared will be used to quarantine 
patients. The city’s acting mayor, Wang 
Qishan, who took over after his boss, 
Meng Xuenong, was dismissed in the April 
20th shake-up, said alarm would abate 
when people felt they would get effective 
medical treatment or that the spread of the 
disease had been blocked. Both remain 
elusive goals. Henk Bekedam, the WHO’s 
representative in Beijing, says the public 
health system is overstretched. 

In a feat of communist-style mobilisa- 
tion worthy of Mao’s day, the authorities 
have built a 1,000-bed hospital in a rural 
area north of the capital to handle sars 
patients. According to the official media, 
some 7,000 workers began the job on April 
23rd. Its wards, reportedly equipped with 
television sets and telephones, were de- 
clared ready to receive patients a week 
later. If only the government had thought 
of taking health care as seriously before 
the outbreak began. m 
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Hamid Karzai’s ragtime infantry 


KABUL 


Afghanistan’s new national army slowly takes shape 


ITH snow still covering the moun- 

tains above Kabul’s Eid Gar Mosque, 
President Hamid Karzai drove round the 
parade ground in a Russian jeep inspecting 
soldiers of Afghanistan’s new national 
army for the first time on April 28th. It was 
_ National Day, a public holiday marking 
the fall of the communist regime in Kabul 
to mujahideen forces back in 1991. 

The 5,000-odd men on parade in- 
cluded soldiers who had recently gradu- 
ated from a three-month training period 
led by American forces. So far seven bri- 
gades, including one of special forces, have 
been trained. The idea is that the army will 
fill a vacuum brought on by the hoped-for 
demilitarisation of militia groups. 

But not everyone is so sure about the 
army’s ability to meet an increasing secu- 
rity challenge. At the weekend, two Ameri- 
can soldiers were killed in Paktia province 
by a pro-Taliban group thought to number 
around 800 men, who had perhaps come 
from border areas in Pakistan; and the 
number of ambushes and attacks has 
soared in recent weeks. One Afghan jour- 
nalist says that, at the current rate of train- 
ing, it will take ten years to reach the 
70,000 men required for a proper army. 
The new force, he reckons, is little more 
than Mr Karzai’s personal bodyguard. 

One problem is that most of Afghani- 
stan’s other security forces, including Inte- 
rior Ministry guards and the police, have 
not been paid, and are accused of involve- 
ment in crime. Up to half of the new army 


may have already defected, some perhaps 
rejoining local militia groups. 

The relative strength of the militias puts 
the problem into perspective. For example, 
the governor of Herat, Ismail Khan, con- 
trols most of the west of Afghanistan and 
has a personal army of around 40,000. 
With control of customs revenue from 
trade to both Iran and Turkmenistan, 
which nets him around $800,000 per day 
(little of which reaches the central coffers 
of Kabul), he is able to command loyalty 
through handsome salaries. 

A central part of the solution to all this 
is meant to be the disarmament, demobil- 
isation and reintegration of the factions, 
which is being conducted by the G8 indus- 
trialised countries under the UN’s New Be- 
ginnings programme, with a budget of 
$50m. But already the plan has weak- 
nesses. The disarmament aspect of it is 
purely voluntary: around $50 is being of- 
fered for each AK-47 handed in—but their 
market value is around $60. 

The demobilisation programme is also 
being scaled back, and is now likely to ap- 
ply only to “recognised” militia forma- 
tions, like the communist-era Afghan 
army. The private armies of Afghanistan’s 
warlords will not be included, though 
their members may be eligible for some 
sort of payoff. Afghanistan’s great problem 
is that no jobs exist for people who leave 
the warlords’ armies. There are 200,000 or 
so soldiers in these armies, and no sign 
that their numbers are being reduced. m 
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Anew law cuts th umberef parti 


HE government of Ka staf divides 

political parties into those that are 
“constructive”—that is, pro-government— 
and those that are “radical”. Only seven 
out of 19 parties have passed muster for re- 
registration, a procedure just concluded by 
the justice ministry. Among the successful 
are Otan, considered to be the party of 
President Nursultan Nazarbaev; the Com- 
munist Party, which ran the country in So- 
viet times; and, perhaps most surprisingly, 
Ak Zhol, a reformist group. 

Eight parties did not bother to apply for 
re-registration, a new requirement said by 
the government “to improve the political 
system”. A controversial law passed in July 
last year required all parties to re-register 
within the following six months and 
raised the minimum membership needed 
from 3,000 to 50,000. 

It was expected that only three pro- 
presidential parties would survive, but 
they proved to be poorly organised. The 
opposition party Ak Zhol (Bright Road) 
was first to collect more than 50,000 signa- 
tures and to hand in its registration docu- 
ments. To dilute the potentially strong im- 
pact of Ak Zhol on the political scene, the 
authorities grudgingly decided to admit a 
few more parties than expected, that is, 
those judged to be only marginally critical. 

The government also seems sensitive 
to the criticism it has attracted, not only 
over the new law but by its pressure on the 
independent media. A leading journalist 
and two opposition politicians were sen- 
tenced to several years in jail last year. 
Such acts have done more harm to Kazakh- 
stan’s reputation abroad than they have 
done good to the country’s leadership at 
home. They have also provided opposi- 
tion groups that want the authoritarian Mr 
Nazarbaev to go with a useful platform. 

Azamat is one of the opposition parties 
that decided not to collect signatures for a 
re-registration application. Pyotr Svoik, the 
party’s leader, says its members knew that 
the law was aimed at them and believed it 
was hopeless to try for re-registration. But 
he says that, in the end, it makes no differ- 
ence whether his party is registered or not. 
Election results are usually falsified by the 
election commission, he says, and so do 
not represent the will of the people. And 
only ten out of 77 seats in the lower house 
of parliament are filled on a party basis. 
The irrepressible Mr Svoik says he has ev- 
ery intention to run for a seat as an individ- 
ual in the next election, due in 2004. & 
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War without end 
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Conflict has ravaged the southern Philippine island of Mindanao for decades. 


There is no end in sight 


HEN you check in for a flight to the 

island of Mindanao in the southern 
Philippines, the airline staff ask why you 
want to go to such an awful spot. It is, after 
all, one of the few places, along with Iraq 
and Afghanistan, where America has sent 
troops to take on terrorism. It is the only 
place where America is sending the troops 
back for a second campaign, because the 
first had so little effect. It is the scene of 
near-daily clashes between soldiers and 
insurgents, kidnappers and bandits. Two 
bombs have recently exploded in its big- 
gest city, Davao, killing 39 people and 
wounding over 200. A pitched battle be- 
tween separatist guerrillas and the army in 
late April claimed another 32 lives, 11 of 
them civilians. What on earth is going on? 

Business as usual, in some respects. 
First Spanish and then American colonial- 
ists found the region hard to subdue. Suc- 
cessive Philippine governments have 
never really managed it. Since the 1970s, 
they have been fighting and negotiating, 
on and off, with several different insurgent 
groups. The Moros, the island’s Muslim in- 
habitants, have long resented their neglect 
at the hands of governments dominated 
by Christians and, in particular, the influx 
of outsiders into their homeland. There are 
now as many Christians from the north- 
ern Philippines in Mindanao as there are 
indigenous Muslims. 

A peace agreement, signed in 1996 by 
the biggest rebel group, the Moro National 
Liberation Front (MNLF), was supposed to 
appease the Moros. It granted the cities 
and provinces that joined, usually after ref- 
erenda, the Autonomous Region in Mus- 
lim Mindanao the power to alter school 
curriculums, set up Islamic civil courts, in- 
stitute development schemes and even 
raise taxes to pay for all this. But two splin- 
ter factions, the Moro Islamic Liberation 
Front (MILF) and Abu Sayyaf, said that 
nothing but an independent state gov- 
erned by fully-fledged Islamic law would 
do. The MILF has at least been talking to 
the government, as well as fighting, for the 
past three years. Abu Sayyaf has made no 
concessions at all. 

The government and the MILF are due 
to hold their next round of talks in early 
May. But the odds of a breakthrough are 
slim. The government, says Eduardo Er- 
mita, the president’s special adviser, will 
not offer anything more than it gave the 
MNLF-in other words, jobs in the army 
and police for some of its members, and a 


few modifications to the autonomy law. 
What’s more, the MILF’s leaders can see 
how dismally their former comrades in 
the MNLF have adapted to civilian life. Nur 
Misuari, the head of the MNLF, proved a 
useless governor of the autonomous re- 
gion, failed to persuade neighbouring 
provinces to join it in plebiscites, and then 
rebelled rather than face further electoral 
defeat. He is now in prison. The new gover- 
nor, Parouk Hussin, complains that the 
government has coughed up only half the 
funds he requested from the 2003 budget. 

The government, for its part, knows 
that any peace deal it reaches with the 
MILF might prove hollow, since the 
group’s leaders exert only shaky control 
over the rank and file. General Generoso 
Senga, a senior commander in Mindanao, 
says that the MILF has many “lost com- 
mands” which are more interested in gang- 
sterism than negotiations. That is certainly 
true of Abu Sayyaf, which long ago degen- 
erated into a kidnapping gang. It is cur- 
rently holding two Filipinos hostage. 

So even as the government talks, the 
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army seems to be going on the offensive. In 
February, it overran the MILF’s last perma- 
nent base at Buliok—in defiance of a sup- 
posed ceasefire between the two sides. But 
this apparent triumph has presumably 
made it more difficult for the MILP’s lead- 
ers to keep in contact with their followers, 
and has pushed the group towards guer- 
rilla tactics and perhaps even terrorism. 
Since then, the MILF has increased its at- 
tacks on Christian villages and waylaid 
traffic on the highways more often. One of 
its commanders recently promised to 
bring Mindanao to its knees with a series 
of attacks on economic targets. Unlike Abu 
Sayyaf, the MILF denies involvement in 
any of Mindanao’s frequent bombings. 
But the two deadly blasts in Davao came 
soon after the fall of Buliok. 

Moreover, the army can never hope to 
win an outright military victory over the 
rebels. Whenever they are hard-pressed, 
they simply meltinto Mindanao’s swamps 
and jungles, or take off their uniforms and 
return to their villages. Many locals still 
sympathise with them, and fear the army. 
So, at any rate, say some of the refugees 
from the fighting around Buliok who are 
now living under tatty tarpaulins in the 
nearby town of Pikit. Even with American 
equipment and advisers, the Filipino army 
was not able to evict Abu Sayyaf from the 
island of Basilan last year. That is why the 
Americans plan to return. 

Theoretically, Mindanao ought to be 
rich: its fertile fields sit amid fish-filled seas 
and on top of enough gold to pay off the 
entire national debt, according to the presi- 
dent. But there is little hope of attracting 
private investment to exploit these re- 
sources amid the current violence. Nor, 
given the Philippines’ widespread poverty 
and bulging budget deficit, can the govern- 
ment possibly finance such development 
itself. That, says Abdullah Dimaporo, a 
congressman from Mindanao, is why it 
should strike any deal it can with the MILF, 
simply for the sake of buying time for de- 
velopment. Mr Ermita, on the other hand, 
does not seem to be in a hurry: it took 20 
years of negotiations to strike a deal with 
the MNLF, he says, and the government is 
prepared to wait just as long for the MILF to 
come around. E 





The Democrats 


And they’re off 


WASHINGTON,DC 


This weekend, all nine Democratic presidential candidates gather for a televised 
debate in South Carolina—the first set-piece of the 2004 election 


F A week is a long time in politics, begin- 

ning your nominating process a year and 
a half before polling day seems excessive. 
Few Democrats even in South Carolina 
will bother to tune in to the dutiful Tv sta- 
tions that are running the 90-minute gab- 
fest on May 3rd. The ABC affiliate in Wash- 
ington, Dc, has ditched the debate for 
re-runs of “The Practice” and “ER”. 

All the same, this is a significant mo- 
ment. It comes as George Bush is expected 
to declare the Iraq war over, and when at- 
tention is turning from foreign to domestic 
policy. This will also be the first time the 
candidates appear together, and first ap- 
pearances matter. And, right on cue, 
comes the first stirring of rancour, debate 
and even ideas from the contenders. 

If you look at Mr Bush’s polling num- 
bers, you might decide that the Democrats 
should just fold their tents and go home: 
he leads them all by a mile. But if you look 
at the economy (poor) and at public confi- 
dence in Mr Bush’s economic manage- 
ment (worse), a Democrat should stand a 
good chance. As Karl Rove, Mr Bush’s po- 
litical strategist, has repeatedly insisted, 
the election is likely to be close. The 
“50:50” nation of the 2000 election has 
shifted towards the Republicans a little, 
but not much. 

Any presidential campaign sets candi- 
dates a series of tasks—raising money, or- 
ganising a team and so on. This time, 


though, there is also an initial require- 
ment: nominees need to pass a threshold 
of credibility on national security. The 
election will probably not be about foreign 
policy, but Mr Bush will try to make it 
about “leadership”, because voters say 
thatis the quality they most admire in him, 
and that means leadership abroad. 

Three candidates clearly pass the 
tough-on-terror test. Senators Joe Lieber- 
man and John Edwards and Congressman 
Dick Gephardt have all been hawkish on 
Iraq (see table). Bob Graham, a Florida sen- 
ator, probably does too. He voted against 
the Iraq war resolution, but that was be- 
cause he wanted America to concentrate 
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on terrorist groups. He also has a distin- 
guished national-security record. 

That leaves two interesting cases. Sena- 
tor John Kerry, a Vietnam veteran, voted 
for the war resolution but criticised Mr 
Bush for his diplomatic setbacks. He 
seemed to equate Mr Bush with Saddam 
Hussein by talking of “regime change” in 
Washington. Whether that makes him soft 
on national security is one of the ques- 
tions for the campaign. 

Howard Dean, a former governor of 
Vermont and the leading domestic critic of 
the war, would certainly fail the national- 
security test in a general election. Butin the 
primaries candidates compete for the 
votes of activists, and his stance is winning 
him applause from the faithful in states 
with early contests. His quixotic candi- 
dacy is now posing a tough question to his 
rivals. Do they need to move to the left, as 
often happens in primaries? Or should 
they burnish their national-security cre- 
dentials by attacking his anti-war stance, 
as Mr Kerry did this week? 

Primary campaigns are endurance >» 
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Democratic contenders for president 
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> tests, toughening up candidates for the 
marathon to come. Before the first proper 
vote, in lowa next January, comes the “in- 
visible primary”, which tests four skills. 

e Ideas. It may seem surprising, but these 
matter. They help challengers formulate a 
compelling reason why voters should 
change presidents. 

Here Mr Gephardt has jumped ahead. 
Last week, he unveiled a proposal to ex- 
pand medical insurance to almost all unin- 
sured Americans. He would do this by re- 
quiring all companies to provide workers 
with health insurance. He would double a 
federal tax credit to help the firms pay 60% 
of the premiums. Administratively, this 
would be simpler than Bill Clinton’s ill- 
fated attempt to expand medical coverage. 
But because all companies get the bigger 
tax credit, including those that already 
help pay medical costs, it would be expen- 
sive. Mr Gephardt says he would pay the 
cost—$210 billion a year, he claims—by 
scrapping Mr Bush’s future tax cuts. 

The economics of the proposal may be 

debatable (why subsidise companies that 
already provide insurance anyway?). But, 
politically, it is bold. It defines Mr Gep- 
hardt as more than just the man who has 
failed to win back the House of Represen- 
tatives in the past three elections. And it 
could change the terms of the tax debate 
from “Are you for or against tax cuts?” to 
“Do you want lower taxes or more health 
care?” His rivals now have to come up with 
their own ideas. The drawback, though, is 
that big health-care plans are hard to 
sell—as Bill Bradley discovered in 2000. 
e Money. In many ways, this is what the 
invisible primary is about. Here, too, there 
are surprises. In the first quarter of the 
year, Mr Edwards scooped up the most 
cash, nudging out Mr Kerry, whose 
money-machine was thought to hum 
most smoothly (see table on previous 
page). This gave Mr Edwards’s campaign a 
shot in the arm after some feeble Tv per- 
formances and poor poll ratings. Mr Dean 
also raised much more than expected. 

But the cash is not everything. Messrs 
Kerry and Dean point to their broader 
base. They both mustered more donors 
than Mr Edwards, who raised much of his 
cash from rich trial lawyers (he was one 
before his election in 1998). Other cam- 
paigns suggest that he will not be able to go 
to that well too often. Perhaps. But money 
begets money, and Mr Edwards should be 
able to buy himself time for the next task. 
e Organisation. The ability to build up 
grass-roots support and assemble teams of 
specialists, from policy advisers to buyers 
of advertising, is not only crucial for future 
campaigning; it is a measure of the na- 
tional party’s confidence. 

Organisation has been Mr Kerry’s 
strength. He won the “Bob Shrum prim- 
ary”—the contest to hire a well-known 
consultant who advised Al Gore. In con- 


trast, the Edwards campaign has suffered 
one or two embarrassing losses (including 
Mr Shrum). The danger for Mr Kerry is that 
he seems to be building the sort of all- 
things-to-all-men campaign that can de- 
fend his presumed front-runner status 
from attacks of either left or right. As the 
Gore campaign proved, good consultants 
are no substitute for a good message. 

e Endorsements. Mr Kerry has picked up 
some useful backers, such as Harold Ford 
Jr, a respected black congressman. But the 
endorsement that matters is that of the un- 
ions. This time, the AFL-cro intends to 
wait and see who has the best chance of 
beating Mr Bush. This is bad news for Mr 
Gephardt, who might have hoped to pick 
up their early endorsement. 

The bottom line is that all the front-run- 
ners can take some satisfaction from the 
past few weeks, which leaves the field a 
very crowded one. When weeding-out 
starts next spring, it will be drastic. Next 
year’s primary calendar is unusually com- 
pressed. Between the Iowa caucus on Jan- 
uary 19th and March 2nd, more than half 
the states will hold nominating races. In ef- 
fect, the race will be a February blur. 

No one is sure what effect this compres- 
sion will have. But several states hold con- 
tests on the same day. This should benefit 
candidates with names known nation- 
wide (like Mr Lieberman) or with the best 
organisations (Mr Kerry, at the moment). 
Against that, a candidate able to build mo- 
mentum could sweep all before him. The 
jockeying for position starts in South Caro- 
lina this weekend. m 


America and the Gulf 


Ciao, Saudi 


An unspoken benefit of victory 


6 sen for over seven years the United 

States has been occupying the lands 
of Islam in the holiest of places, the Ara- 
bian peninsula, plundering its riches, dic- 
tating to its rulers, humiliating its people, 
terrorising its neighbours”; and so on and 
so forth. Thus spake Osama bin Laden and 
his accomplices in their seminal declara- 
tion of jihad against Jews and Crusaders in 
1998. That first gripe should soon be 
largely assuaged. 

The American crusaders will not be 
leaving the Arabian peninsula entirely, 
but most of them will depart from Saudi 
Arabia, the land of Mecca and Medina. So 
said Donald Rumsfeld, America’s defence 
secretary, during a post-war tour of the 
Gulf that also took him to Basra and Bagh- 
dad. (The task of actually declaring the war 
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So long. We'll call you 


over falls to President and Commander-in- 
Chief Bush.) The American air headquar- 
ters has already been shifted from Saudi 
Arabia to Qatar. Apart from a few troops 
on atraining job, the rest of the Americans, 
and all their aircraft, will follow soon. 

America has had a military presence in 
Saudi Arabia for 50 years, but it ballooned 
to 500,000 when Iraq invaded Kuwait. 
After the ensuing war, around 5,000 
Americans stayed on, mainly to enforce 
the “no-fly zone” over southern Iraq. Be- 
fore and during the recent fight, that figure 
roughly doubled. Now, as Mr Rumsfeld 
says, Saddam Hussein no longer repre- 
sents a threat to Saudi Arabia, and the no- 
fly zone is no more. America is also wind- 
ing down its operations in Turkey, the base 
for patrols over the northern zone. 

This rejigging of the American “foot- 
print” in the Gulf is likely to form part of a 
wholesale review of its global military dis- 
position. Before September 11th, when na- 
tion-building was still a dirty term among 
Republicans, the Bush administration as- 
pired to a humbler presence around the 
world. A couple of wars later, it may now 
be able to revise its commitments in Asia 
and in Europe (where it may move some 
troops to the more compliant, cheaper and 
strategically handier “new” side of the 
continent), as well as in the Gulf. 

But, although America cannot say so, 
al-Qaedais also part of the reason why the 
Saudi shoe no longer fits. Folklore has it 
that in 1990 Mr bin Laden offered his muja- 
hideen to defend Saudi Arabia from Mr 
Hussein, to avoid the influx of American 
servicemen (and—worse—women) which 
occurred. Islamist terrorists protested 
against this indignity in several attacks in 
Saudi Arabia during the 1990s. Since Sep- 
tember 11th, the costs of America’s ongo- >> 
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> ing presence have seemed to outweigh the 
benefits. Victory in Iraq means that Amer- 
ica can now leave on a high, rather than in 
apparent flight. Qatar is a better HQ; and 
their going may show that Americans are 
not, after all, appropriative imperialists. 

There is a pay-off for the Saudis, too. 
Popular dislike of the war obliged the 
country’s rulers to be less helpful than 
America would have liked—though the 
true extent of Saudi co-operation, like that 
of other Arab countries, remains murky. 
The American pull-out will ease the pres- 
sure on the ruling family, and (if it really 
wants to) letit make political reforms with- 
out looking like an American stooge. 

Yet there may be also a threat to the Sau- 
dis. Since September 11th, the kingdom’s 
less savoury aspects, such as its role in fi- 
nancing Islamic extremism, have tested 
American patience. The idea of cutting the 
country adrift has hitherto looked riskier 
than sticking with it. But Mr Hussein’s de- 
mise changes that calculation. This week, 
when Mr Rumsfeld insisted that the two 
countries are still best friends, he was un- 
characteristically diplomatic. If nothing 
else scares the Saudis, that should. m 


Georgia's state flag 


Phew 


ATLANTA 
Another new flag—and a rough baptism 
for the new governor 


EORGIA’s state capitol is built mostly 

of handsome marble—except for the 
dreary, dimly lit basement which houses a 
small exhibition of historic flags flown by 
the state’s regiments. Several of the flags 
boast the controversial blue-on-scarlet 
Confederate battle cross. Now it seems 
that Georgia may at last get a state flag that 
does not include that particular symbol. 

On April 25th, the state legislature fi- 
nally approved an official state flag with- 
out the cross. This decision came only after 
two six-hour-long debates and one mass 
walk-out. And it is still subject to a referen- 
dum next year. 

Most Georgians do not get particularly 
exercised about the state flag, any more 
than they do about the state bird (the 
brown thrasher). But, for many rural 
whites, the Confederate cross is a symbol 
of their “heritage”. Hence the bumper- 
stickers with slogans such as “If I had 
known this, I would have picked my own 
damn cotton.” 

On the other side of the argument, 
many blacks see the battle cross as a sym- 
bol of enduring racism. This is not that sur- 
prising, since the symbol was deliberately 
added to the flag by conservative whites in 
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They fought Franco, in Abe’s name 


NEW YORK 


The last survivors of a different American intervention 


S THE first American soldiers began 
to come home from Iraq, a tiny 

group of veterans of another, long-ago 
military intervention met in New York 
on April 27th. The volunteers of the 
Abraham Lincoln Brigade embarked for 
Spain two-thirds of a century ago to fight 
against Francisco Franco and his version 
of the fascism of the 1930s. Of the 2,800 
who served with the brigade, 800 died 
in action. Only 90 are still alive. The 17 
who made it to their 67th reunion recol- 
lected battles called Brunete, Jarama, Te- 
ruel and the Aragon offensive. 

They got no help from the American 
government. Like the governments of 
Britain and France, Franklin Roosevelt’s 
administration preferred to stay on the 
sidelines of a civil war in which Nazi 
Germany backed Franco and communist 
Russia helped his Republican oppo- 
nents. To reach the front, the Abraham 
Lincoln volunteers—most of them com- 
munists—had to get on a boat to France 
and then trudge across the Pyrenees 
after France had closed its border with 
Spain to would-be fighters. 

Those at the reunion had not 
changed their minds. Richard Dreyfuss, 
a relatively youthful guest speaker, de- 
clared that no label is nobler than “pre- 
mature anti-fascist”. There were songs of 
protest in several languages, including a 
rendition of the communist “Interna- 
tionale” that brought many of the audi- 
ence to their feet with fists raised. 
Clarence Kailin was unemployed when 
he left Wisconsin for Spain in February 
1937, eager to help defeat fascism. “It 
wasn’t the phoney kind of fight for de- 
mocracy that Bush talks about,” says Mr 
Kailin, who served with the brigade for 
nearly two years before a machinegun 
bullet shattered his right elbow. 

Black and white Americans fought 
side by side in Spain, a mingling of the 
races it took years for the American 


1956 as a protest against desegregation. 
Blacks, whose power within the southern 
Democratic Party has increased dramati- 
cally since those days, have been trying to 
get rid of the battle cross for years. 

In1999 the National Association for the 
Advancement of Coloured People began 
threatening to boycott states still flying the 
Confederate flag. Since then South Caro- 
lina has taken its flag down, though Missis- 
sippi has voted to keep its own flying. In 
2001 Roy Barnes, Georgia’s Democratic 
governor, persuaded the legislature to pass 


army to imitate. Some of the blacks who, 
after distinguishing themselves in Spain, 
went on (like many of the brigade's sur- 
vivors) to serve in the second world war 
found themselves in black-only units—or 
working in the kitchens. 

Unlike the men and women who 
fought in Iraq, the fighters in Spain got a 
faint welcome when they returned 
home. In 1938, New York City’s police- 
men stopped veterans who wanted to 
lay a wreath for their fallen comrades. 
Even so, in the second world war several 
battle-hardened Abraham Lincoln men 
worked in the oss, the precursor of the 
CIA. In 1996, Spain gave its citizenship to 
all the brigade’s survivors. 

The Spanish Republicans’ battle- 
cry—No pasaran!, “They shall not 
pass!”—has a new application for the 
modern left: the war against globalisa- 
tion. Abe Osheroff helped to plan the 
1999 demonstrations in Seattle. Speaking 
at an earlier reunion, in 2001, another 
veteran, Moe Fishman, tried several 
times to say “globalisation”, but stum- 
bled. “It was so much easier to say when 
we called it imperialism,” he explained. 
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Early pre-emptionists 


a new flag with a much shrunken battle 
cross. That decision may have cost him his 
governorship: last November, rural whites 
voted in Sonny Perdue, a little-known Re- 
publican state senator, who promised a 
statewide referendum on the flag. 

In January, Mr Perdue duly suggested a 
pair of yes-or-no votes for March 2nd 
2004, the day of Georgia’s presidential 
primary. The first would decide whether 
to keep the 2001 flag; the second would de- 
cide whether to replace it with the 1956 flag 


or its predecessor (itself based on the Con- pp 
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Another year, another flag 


> federate “stars and bars”). But that only 
prompted the Democratic legislature to 
come up with alternative flag designs and 
referendums of its own. 

The resulting soap opera included 
walk-outs and arguments about the cor- 
rect size of a state flag. In a fairly typical ex- 
change, one Democratic state senator 
thundered that “the governor has made a 
deal with the devil”, only for a Republican 
to retort that the deal was actually with “a 
loving Jesus Christ”. The flag issue also got 
entwined with the state budget, where Mr 
Perdue had to deal with a $620m deficit in 
the upcoming financial year. 

On April 25th, the last day of Georgia’s 
longest legislative session since 1889, black 
Democrats managed to persuade Mr Per- 
due and the Republicans to accept a com- 
promise. Georgia would adopt a new offi- 
cial state flag, shorn of the battle cross but 
with a resemblance to the Confederate 
stars and bars (see picture). And there 
would be a referendum giving voters a 
choice between this flag and the 2001 ver- 
sion. The Democrats also helped Mr Per- 
due pass his $16 billion budget, by agree- 
ing to a $180m rise in tobacco taxes. 

In theory, this should have pleased 
most people. A recent poll showed that 
most Georgians want a referendum, and 
everybody wanted to pass the budget. Yet 
the six Republican state assemblymen and 
the 11 state senators who agreed to limit 
the popular vote to the 2001 and 2003 flags 
are taking a battering for not including the 
battle cross. 

The man who may have suffered most, 
though, is Mr Perdue. The diehard white 
“flaggots” are furious that they will not be 
able to vote on the 1956 flag. The state legis- 
lature is still grumpy that he reintroduced 
this poisonous issue all over again. Al- 
though it agreed on a budget, it pointedly 
failed even to discuss an ethics bill he had 
championed. Georgia’s first Republican 
governor since 1872 is in for a rough ride, 
whichever flag the voters choose. W 


Dealing with the foot-draggers 


Blame, aim, fire 


WASHINGTON, DC 
Off the hook: Turkey, Germany, Russia. 
But not France 


ECONSTRUCTION is something that 

not just Iraq needs. George Bush’s ad- 
visers are still warily surveying the dam- 
age the row about the Iraq war has done to 
America’s relations with some of its ex- 
friends. 

France, self-appointed opposer-in- 
chief of America’s decision to go to war, is 
already on notice that there will be conse- 
quences for its blocking actions at the UN. 
Germany and Russia, which supported 
France, seem to have dropped out of the 
administration’s direct line of fire. So has 
hapless Turkey, which refused to let Amer- 
ica use its bases for sending troops into 
Iraq. It lost influence and aid as a result 
and, officials feel, has already been pun- 
ished pretty effectively. Now the challenge 
is to bring the UN and NATO into a helpful 
alignment with American goals. 

Most of the Bush people accept that at 
some point there needs to be a UN Security 
Council stamp of approval for the new 
Iraq—not just to speed humanitarian help, 
but also eventually to approve a new con- 
stitutional set-up. Without one, the whole 
post-war venture, including future oil con- 
tracts, could get snarled in endless legal 
wrangles. But how best to go about this: 
one big sanctions-busting resolution (as 
Mr Bush would prefer), or several smaller 
ones, as and when needed? 

The choice depends, as one senior ad- 
ministration official puts it, on whether the 
French intend to “torture us some more”. 
Despite President Jacques Chirac’s recent 
assurance to Mr Bush that he is ready to 
work with him “pragmatically” on Iraq, no 
one knows quite what to expect from 


Will that leave a stain? 
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France these days. And America does not 
want to be drawn into a showdown over 
the peace that could be as bruising as the 
one that preceded the war. 

The signs are not good. Despite recent 
conciliatory-sounding noises from the re- 
fuseniks, Russia’s Vladimir Putin insisted 
to Britain’s Tony Blair this week that the 
sanctions cannot be lifted until the fate of 
Iraq’s weapons of mass destruction—in- 
deed, their very existence—has been clari- 
fied. The Bush people are unhappy that 
both Russia and France have been using 
the sanctions-lifting issue to insist on 
closer UN involvement in Iraq, including 
in the hunt for banned weapons. 

As for NATO, it sustained a damaging 
“hit above the waterline” during the Iraq 
row, according to its secretary-general, 
Lord Robertson. This week France, Ger- 
many, Belgium and Luxembourg (all op- 
ponents of the war) agreed to set up anew 
headquarters for Europe-only military 
tasks, where neither NATO nor its equip- 
ment is involved. Despite German efforts 
to tone down its content, the initiative is 
viewed by senior American and British of- 
ficials as deliberately divisive. Colin Pow- 
ell, America’s secretary of state, noted that 
it was not more headquarters that Europe 
needed, but more clout. 

More hawkish members of the admin- 
istration are much more critical. For them, 
the summit revived memories of that ear- 
lier NATO battle, in February, when 
France, Germany and Belgium for a time 
blocked the sending of defensive equip- 
ment to Turkey. That row was resolved 
only when Germany helped take the issue 
away from the alliance’s chief political 
body, the North Atlantic Council, to its De- 
fence Planning Committee—where France, 
outside the NATO military structure since 
de Gaulle left it in 1966, chooses not to sit. 
This could happen with future issues, too. 

America’s patience with France’s foot- 
dragging in the alliance, never great, is now 
just about exhausted. Mr Bush seems con- 
vinced that the French are deliberately try- ) 
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ing to pull Europe and America apart. That, 
in turn, increases his tendency to rely on 
coalitions of the willing (which is what Mr 
Chirac protests about most). “If France 
wants to destroy the transatlantic alli- 
ance,” says a senior Bush person, “then it 
shouldn’t complain if we act unilaterally.” 

So far, reprisals have been largely ver- 
bal. Mr Bush recently noted that Mr Chirac 
was unlikely to get an early invitation to 
his Crawford ranch. Congress amused it- 
self by changing French Fries to Freedom 
ones, and Laura Bush snubbed the open- 
ing gala of a show celebrating the 200th 
anniversary of the Louisiana Purchase, a 
symbol of ancient Franco-American co- 
operation. More practical score-settling 
now seems likely—if not as dramatic as the 
hawks are demanding. 

Most of France’s trade with America is 
protected by international rules. But ad- 
ministration officials are keen to ensure 
that France (and Russia, too) do not benefit 
unduly from past connections with Sad- 
dam Hussein’s regime. There is bound to 
be close scrutiny of oil deals struck when 
the Iraqi dictator was handing them out on 
political merit rather than for proper ten- 
der. Military ties and defence contracts 
will also suffer (which in one way is unfair, 
as France’s military men disagreed with 
Mr Chirac’s Iraq policy, and would have 
been keen to join America in the fight). 

Presidents Bush and Chirac are bound 
to meet early next month at Evian, where 
France is hosting a G8 summit. Germany’s 
Gerhard Schröder and Russia’s Mr Putin 
will be there, too. But it is the body lan- 
guage between Mr Bush and his host that 
will be most closely watched. This week 
the White House had to quash reports that 
Mr Bush was reluctant to spend even the 
night of the summit on French soil. 


Reasons for hope 

If relations are to be mended, the trick will 
be to look to the future. Senior administra- 
tion officials point out that on some is- 
sues—counter-terrorism, North Korea, in- 
stability in Africa—co-operation with 
France has remained excellent throughout. 
America’s much delayed publication of 
the Middle East road map will be wel- 
comed by France. Meanwhile, past French 
objections to NATO taking over the secu- 
rity force in Afghanistan have suddenly 
melted away. There is even the hope of a 
NATO follow-on force to help maintain 
stability in Iraq. 

The American-led coalition of the will- 
ing that went into Iraq, admits one State 
Department official, was as odd as the 
French-led coalition at the UN that op- 
posed it. The Atlantic alliance, to which 
everybody on both sides belongs (even 
Russia, indirectly, through the NATO-Rus- 
sia Council), is still the fundamental link 
between Europe and America, and no one 
is for giving it up. Thatis a start. W 
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Dealing with Cuba 
Crackdown time. 
But whose? 


MIAMI 
Fidel Castro has got rougher, so what 
does George Bush do? 


ELL before it took office, the Bush ad- 

ministration promised tough action 
on Cuba. Most administrations do. So far 
this White House, too, has in practice done 
little. That may be about to change. 

In his harshest crackdown on dissentin 
almost four decades, Fidel Castro’s govern- 
ment last month jailed 78 of its critics for 
“conspiring with American diplomats”; 
they got sentences of up to 28 years apiece. 
Then three hijackers who tried to divert a 
ferry to Florida were executed. All this pro- 
duced international cries of protest. The 
pope called for clemency. Left-wing intel- 
lectuals better known for criticising Amer- 
ican foreign policy joined in, from Susan 
Sontag to the Spanish film director Pedro 
Almodovar. Even Gabriel Garcia Marquez, 
one of Mr Castro’s closest foreign friends, 
condemned the executions. 

Naturally, hardliners among the Cuban 
exiles living in America, most of whom 
voted for Mr Bush in the 2000 presidential 
election, think that, after taking down a 
dictator in Iraq, the administration should 
turn its attention to another closer to 
home. They may get an answer, of some 
sort, on May 20th, Cuban independence 
day. Mr Bush has used this anniversary 
two years in a row to say that he wants to 
see “a peaceful transition to democracy” in 
Cuba. The trouble is, says Philip Peters, of 
the Lexington Institute, a Washington- 
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based think-tank that favours lifting econ- 
omic sanctions against Cuba, “there are 
not a lot of options, at least none that 
would satisfy his closest political allies.” 

The hardliners want two things: a sus- 
pension of the increasingly popular char- 
ter flights between the United States and 
Cuba, and a ban on cash remittances sent 
by exiles to their relatives back home. The 
latter are estimated to be worth as much as 
$800m a year; ending them would hit the 
island’s fragile economy hard. 

The critics say this would be counter- 
productive, turning attention away from 
Mr Castro’s human-rights abuses to an 
American president stopping family char- 
ity. Anyway, Cuban exiles have long 
found ways to circumvent restrictions, for 
instance by sending money by courier 
through third countries. And a tightening 
of economic sanctions might well dis- 
please Cuba’s dissident movement—in- 
cluding those in jail—-who in varying de- 
grees oppose the American embargo. 

In some ways, Castro’s crackdown has 
eased things for the White House. It has 
hurt the efforts being made in Congress to 
lift the embargo. It has also sent a chill 
through the American business commu- 
nity, which had been showing increased 
interest in trade with Cuba. The most im- 
portant effect, however, may be the reac- 
tion of the new moderates among the Mi- 
ami exiles. In a break with hardliners, the 
influential Cuban-American National 
Foundation has come out against retalia- 
tory measures. “Castro is counting on the 
United States to over-react,” says Joe Gar- 
cia, the foundation’s executive director. 
With rising dissent and a worsening econ- 
omy, Mr Garcia believes, Cuba’s leader is 
trying to push the blame on to others. 

The moderates in Miami are paying 
much more respect now to the dissidents 
inside Cuba, once dismissed as tools of 
Castro window-dressing. Many exiles 
were captivated earlier this year when Os- 
waldo Paya, one of the main dissidents in 
Cuba, came to Miami. He won the Euro- 
pean Parliament’s Sakharov Prize last year, 
and has been nominated for this year’s No- 
bel Peace Prize. In a recent opinion poll, 
commissioned by the Miami-based Cuba 
Study Group, 69% of Cuban-Americans 
said that dissidents on the island were 
more important than exile leaders to the 
hope of bringing about democratic change 
in Cuba. Only 11% felt the exiles played a 
bigger role. 

The hardliners reject the polls, seeing 
them as part of a “conspiracy to keep Cas- 
tro in power”. They claim to have Mr 
Bush’s ear. But the moderates are pressing 
their case, likening those charter flights, 
and the money sent to relatives in Cuba, to 
the Trojan horse. Much of their help to the 
island’s growing dissident movement, in 
both cash and other things, is smuggled in 
on flights to Cuba. m 
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Lexington | Steamroller Ashcroft 


Conservatives beware: an out-of-control attorney-general is trampling on your principles 





O FAR, the debate about John Ashcroft has focused mainly on 

the war against terrorism. Libertarians moan that the hyper- 
active attorney-general has hugely expanded the government’s 
power to monitor citizens (by wiretapping their telephones and 
so on); that he has made it much easier to detain and deport im- 
migrants and foreign visitors, particularly Arabs; and that he has 
ruthlessly accumulated power over the country’s sprawling ju- 
dicial system in his own hands. Conservatives wearily retort 
that wars force everybody to rethink the balance between free- 
dom and security. Surely the attorney-general is duty-bound to 
err on the side of vigilance to thwart another September 11th? 

Well, yes. But what if you examine Mr Ashcroft’s record in 
other areas, such as medical marijuana, assisted suicide and the 
death penalty? You find precisely the same pattern of John- 
knows-best centralisation. The country’s terror-fighter has also 
become the country’s self-appointed moraliser-in-chief. And he 
is trampling all over two conservative principles he used to es- 
pouse: limited government and localism. 

Begin with an idea precious to most Republicans: states’ 
rights. Mr Ashcroft has prosecuted “medical marijuana” users in 
California despite a state initiative legalising the practice. He has 
tried numerous ploys to challenge Oregon’s assisted-suicide law 
(including encouraging the Drug Enforcement Administration to 
revoke the licences of participating doctors), thus snubbing both 
the state, which has passed the law not once but twice, and the 
Supreme Court, which has explicitly left policymaking in this 
area to the states. He has repeatedly tried to bully local federal 
prosecutors into seeking the death penalty, despite a long tradi- 
tion of local discretion in death-penalty cases. 

Mr Ashcroft’s new reverence for central government is begin- 
ning to seem downright Democratic, if not Gallic. The whole 
point of the American political system is its sensitivity to local 
differences. Federalism, as Justice Louis Brandeis put it, means 
“that a single courageous state may, if its citizens choose, serve as 
a laboratory; and try novel social and economic experiments 
without risk to the rest of the country.” It also means that a huge 
country with a richly diverse population can try lots of different 
approaches to moral issues. People in rural Nebraska can adopt a 
different approach to lap-dancing from people in San Francisco; 


Vermont can demonstrate its uniqueness by favouring both gay 
marriage and tight controls on internet porn. 

“Moral federalism” has deep roots in America. The English 
Parliament’s Act of Toleration (1689) left religious issues almost 
entirely to local discretion. People with different religious views 
congregated in different regions—Puritans in Boston, Catholics in 
Maryland and so on. The Founding Fathers laboured mightily to 
keep the federal government out of dictating civic virtue. James 
Madison noted (in Federalist Paper 56) that different groups pro- 
gress at different speeds. Alexander Hamilton (in Federalist 17) 
argued that any attempt to impose a centralised morality would 
be “as troublesome as it would be nugatory”. The local adminis- 
tration of justice is “the most powerful, most universal and most 
attractive source of popular obedience and attachment”. 

This tradition of moral federalism would seem particularly 
practical now. The country is still basically split down the mid- 
dle politically, and this political divide reflects a deeper division 
about values. When it comes to matters such as God and sex, 
many of the people who voted for George Bush live in a different 
moral universe from Al Gore’s supporters. 

There are clearly some areas where the federal government 
has to step in to protect individual rights. It was right to use its 
might to dismantle segregation in the South. Mr Ashcroft has le- 
gal grounds to argue that the constitution guarantees individual 
citizens the right to bear arms. But in general the Justice Depart- 
ment needs to err on the side of caution on issues where reason- 
able people can disagree. It should recognise that different 
communities have very different views: large cities, for instance, 
voted for Mr Gore by a 71% to 26% margin, while small towns 
and rural areas voted for Mr Bush by 59% to 38%. And it should 
try, as far as possible, to allow those communities to make deci- 
sions for themselves, rather than forcing them to bow the knee 
to Washington. Agreeing to disagree offers the country the best 
chance of avoiding an endless culture war in which both sides 
use the federal government to enforce their views. 

Nobody should be more worried about Mr Ashcroft than 
conservatives. Hasn’t it usually been the Democratic Party that 
has championed big government and Washington-knows-best 
morality? And hasn’t it usually been the Republican Party that 
has stood for local variety? In the 1990s the Republicans owed 
many of their biggest successes—from welfare reform to school 
vouchers—to their enthusiasm for federalism. Mr Bush owes his 
job partly to the quintessentially federalist Electoral College. 


A mistake by any measure 

Mr Ashcroft’s conversion into a centraliser is both hypocritical 
and short-sighted. It is hypocritical because Mr Ashcroft was 
once a leading critic of big government. As attorney-general and 
then senator for Missouri, he resisted a federal injunction to de- 
segregate St Louis’s schools so vigorously that the Southern Parti- 
san, a neo-Confederate magazine, singled him out for praise. 

It is short-sighted because, as an evangelical who refrains 
from smoking, drinking, dancing and looking at nude statues, 
Mr Ashcroft represents a minority in his own party, let alone the 
country. He has no chance of winning the culture wars: the 
forces arrayed against him, from the media to the universities, 
are too vast. The best he can hope for is a live-and-let-live atti- 
tude that gives minority views like his own room to flourish. Mr 
Ashcroft will come to rue his Faustian bargain with the federal 
government the next time a Democrat sits in his office. m 
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Argentina's presidential election 





Adios Menem, hallo Kirchner? 


BUENOS AIRES 


Of two Peronists, the younger and more social-democratic looks better placed to 


win arun-off ballot this month 


E TRIED hard to put a brave face on it. 

But Carlos Menem’s expression and 
the mood of his entourage darkened as the 
results came in from last Sunday’s presi- 
dential election. During the campaign, Mr 
Menem, Argentina’s Peronist president 
from 1989 to 1999, had repeatedly boasted 
that he would win outright. Long after the 
polls had closed, he still maintained that 
he would triumph by “eight or ten points”. 
So, rather than victory, Mr Menem’s 24% 
of the vote and narrow lead over Néstor 
Kirchner (22%), whom he must now face in 
a run-off ballot on May 18th, looked like a 
shattering blow to the former president's 
carefully cultivated aura of invincibility— 
and to his hopes of a comeback. 

Mr Kirchner, the previously obscure 
governor of a sparsely populated Patago- 
nian province and also a Peronist, ran a 
bland campaign. But he looks set to be the 
chief beneficiary of Argentina’s newly 
fractured politics. Mr Menem, a wily and 
unscrupulous political fighter who spent 
six months under house arrest on arms- 
trafficking charges in 2001, still claims 
proudly never to have lost an election. He 
cannot be written off quite yet. But, aged 
72, he now looks old and tired. 

The election said much about the 
mood of a country that has gone through 
an economic Calvary since the last presi- 
dential poll in 1999, leaving 58.5% of Ar- 
gentines in poverty. First, despite wide- 


spread disillusion with politicians, 
Argentines showed their commitment to 
democracy: at 78%, the turnout was only 
slightly below that for past presidential 
contests. Less than 3% cast blank or spoiled 
ballots, compared with almost a quarter in 
a congressional election in 2001. 

Second, the Peronists retain a powerful 
grip on Argentina’s politics, despite having 
failed for the first time to unite behind a 
single candidate. That failure owed every- 
thing to the bitter feud between Mr Me- 
nem and Eduardo Duhalde, Argentina’s 
incumbent president. The election gave Mr 
Duhalde, who was backing Mr Kirchner, 
cause for satisfaction. Almost half of Mr 
Kirchner’s votes came from the sprawling 
province of Buenos Aires, suggesting that 
Mr Duhalde’s longstanding political 
machine there is still well oiled. 

Third, there are some tentative signs of 
political renewal. The Radical party, the 
non-Peronist pole of a two-party system 
since 1945, has all but disappeared: its offi- 
cial candidate won just 2% of the vote. But 
two Radicals-turned-independents did 
well, and can hope to build new opposi- 
tion parties. Ricardo Lopez Murphy, a lib- 
eral former economy minister, won 16.3%. 
Elisa Carrió, a leftish anti-corruption cam- 
paigner, gained 14.2%, despite little money. 

The run-off will be a very different af- 
fair from last Sunday’s election, one that 
will be much more difficult for Mr Menem 
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to fight. He has invoked the memory of 
better days under his rule, arguing that 
only he can restore Argentina to economic 
growth. That works with his hardcore sup- 
porters. But most Argentines remember 
the stink of corruption surrounding his re- 
gime, and blame him for laying the ground 
for subsequent economic catastrophe: 
polls show at least 50% say they would 
never vote for him. 

Mr Kirchner excites less love—but less 
hate. His trump card was to announce that 
he would retain Roberto Lavagna, Mr Du- 
halde’s economy minister, who last year 
hauled the economy back from the brink 
of hyperinflation. He has already received 
a back-handed endorsement from Ms Car- 
rid: “I am not going to back Menem, and I 
believe in voting,” she said. Mr Lopez’s 
supporters may split fairly evenly. Adolfo 
Rodriguez Saá, another Peronist, who 
came fifth with 14%, was seeking a deal. 

In policy terms, the run-off is a battle 
between Mr Menem’s glitzy conservatism 
and Mr Kirchner’s nebulous social democ- 
racy. Mr Menem says he would pay Argen- 
tina’s debt in full (though stretching out its 
term). He wants a strong peso, would put 
the army on the streets to fight crime and, 
in foreign policy, would return Argentina 
to automatic alignment with the United 
States. Mr Kirchner would try to take a 
tougher line in negotiations with foreign 
creditors and the imF, would be mildly in- 
terventionist in economic matters, and 
wants to revive the Mercosur trade pact 
with Brazil. 

Whoever wins faces a daunting policy 
agenda, centred on restoring Argentina’s 
international credit, turning a cash-driven 
incipient economic recovery into sus- 
tained growth, and maintaining responsi- 
ble fiscal policies while also trying to help 
the poor. Governing may well be hard. Di- » 
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> vided as they are, the Peronists will not 
necessarily unite behind the next govern- 
ment. Mr Kirchner was the least popular of 
the three Peronist candidates among the 
party faithful; around half his votes came 
from non-Peronists. With him in office, real 
power might lie, awkwardly, with Mr Du- 
halde. But Mr Menem would attract out- 
right opposition from Mr Duhalde, and 
from half the country. 

On the other hand, the new president 
will have a popular mandate. That is 
something Mr Duhalde lacked: he was 
chosen by Congress in January 2002, after 
Fernando de la Rua, a hapless Radical, re- 
signed during riots. Mr Duhalde says he 
will ask Congress for a pledge not to block 
laws proposed by the next president dur- 
ing his first six months in office. So he, at 
least, is confident that his successor will 
not be Mr Menem. m 


Colombia and its neighbours 
Ripples of 
instability 


BOGOTA AND CARACAS 


Tensions from guerrillas and drugs 


OR years, it has been claimed that Co- 

lombia’s conflicts are spilling over its 
borders, threatening the stability of its 
neighbours. But hitherto there has been lit- 
tle evidence of this—outside immediate 
frontier areas. These have seen a few refu- 
gees, and periodic incursions by leftist 
guerrillas from the FARC or ELN or rightist 
paramilitaries from the United Self-De- 
fence Forces of Colombia (auc), seeking 
either plunder or rest and recreation. Is the 
Colombian conflict now starting to cause 
wider ripples in South America? 

There are three reasons for thinking so. 









Puerto Ordaz? 


(A VENEZUELA 
PACIFIC \OU RUE SEAS 
OCEAN $ 


BOLIVIA 
SE 


N 
Rey 
ER Coca-growing [in 
areas ee 
NS 


cic De ee 
APG ao 


‘ 


d J e 
wie gS anA 
~ SAD ela en A 


: (A REY Vn aaRS TTE ERIRE E T - De a pee ie 
Nie deter ses So nt PAE E $ St Ss co SEA SI R ha IAT ae ee, 
S AS aye ee LA `, t a SY Oe Matt aa A 
O INY RAET pr I! a i ee ee a ~ ae Pad be ee TVA in 
ENE PN, se Ae ec tes ne wit: nae 
+ ie a iaa ANR ré w> AER NE ~P + a Ti 


One is that Plan Colombia, the American- 
backed scheme to fight guerrillas by fight- 
ing the drug production from which they 
deriveincome, is having an effect: coca cul- 
tivation is falling in Colombia, but rising 
elsewhere. Second, Álvaro Uribe, who 
took office as Colombia’s president last 
year, has been seeking—but not always get- 
ting—wider co-operation from around the 
region. Staunchly pro-American, he has 
echoed George Bush in demanding that 
his neighbours be either with him or 
against him in curbing “terrorists”, as he 
has dubbed all three of Colombia’s irregu- 
lar armies. Third, tension has become 
acute between Colombia and Venezuela. 

Colombia’s government is furious that 
Hugo Chávez, Venezuela’s populist presi- 
dent, has failed to co-operate in policing 
the border region. In Colombia there are 
frequent rumours that FARC commanders 
fled to Venezuela after peace talks failed 
last year. In March, Colombian peasants 
claimed that Venezuelan air force planes 
crossed the border on a bombing raid to 
help a FARC column fighting paramilitary 
opponents. These claims are denied in Ca- 
racas but given some credence by Colom- 
bia. They sparked another round in a long- 
running war of words. 

Venezuela denies Colombian charges 
of laxity towards the guerrillas. José Vi- 
cente Rangel, its vice-president, in turn ac- 
cused Mr Uribe’s government of complic- 
ity with the Auc. His comments provoked 
a sharp diplomatic note from Colombia. 

The border tensions come on top of 
worries about the impact of Venezuela’s 
political conflict and exchange controls on 
what was once a thriving trade between 
the two countries. Colombia’s exports to 
its neighbour were down more than 70% 
in January, compared with the same 
month last year. 

Last month, Mr Uribe and Mr Chavez 
met in Puerto Ordaz to try to find dip- 
lomatic solutions to their many differ- 
ences. Mr Chavez promised to release 
$300m to allow Venezuelan importers to 
repay their Colombian creditors. And Ven- 
ezuela finally signed an agreement on the 
treatment of Colombian refugees that Co- 
lombia had long wanted. On border secu- 
rity, Mr Chavez repeated his habitual pro- 
mise of co-operation. But the Venezuelan 
president still refuses to revive mecha- 
nisms for formal military collaboration or 
to contemplate  intelligence-sharing, 
though he did agree to more frequent 
meetings with Mr Uribe. 

Further incidents seem inevitable. 
Along the border, cattle ranchers, Indians 
and local priests all say that the Venezue- 
lan armed forces do not patrol. “I’ve been 
three times to the army to complain of 
guerrilla presence near our communities,” 
says an Indian cacique (community 
leader) in Zulia province. “I’ve grown tired 
of complaining—they never do anything.” 
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Now, the paramilitaries have followed the 
guerrillas over the border, and are offering 
their services to Venezuelan ranchers. Pub- 
licly, the ranchers say they want nothing to 
do with this; they want their own army to 
push the guerrillas back into Colombia. 
But with land disputes proliferating inside 
Venezuela, that could change. 

For years, Colombia’s guerrillas have 
seen neighbouring countries as handy ref- 
uges. Now, there are a few hints of deeper 
connections, intertwined with drugs. Last 
month Bolivian police arrested a Colom- 
bian who they claimed had links both to 
his country’s guerrillas and to local coca 
farmers; he was alleged to be involved in 
setting up a Bolivian guerrilla group. In 
Peru, coca growers have become more rad- 
ical, though that almost certainly owes 
more to American pressure than to the 
FARC. Brazil’s leading drug supplier, ar- 
rested two years ago, had FARC protection. 

All of this should worry other govern- 
ments, says Mr Uribe. He has launched an 
aggressive round of regional diplomacy. 
Peru, which has recent experience of terro- 
rism, is sympathetic. So is Panama. But like 
Venezuela, Brazil is unenthusiastic about 
American involvement in Colombia and 
is reluctant to brand the guerrillas as terro- 
rists. A trip by Mr Uribe to Brasilia last 
month produced only an offer by Brazil to 
study whether it might pass on intelli- 
gence from Sivam, its new high-tech Ama- 
zonian surveillance system. A meeting in 
Bogota of regional foreign ministers and 
defence chiefs earlier this year ended only 
with a vague pledge to co-operate more 
closely. Watch this (unpatrolled) space. m 


Paraguay’s election 


The new boss 


ASUNCION 


Another five years for the Colorados 


ao economy has been in recession for 
five out of the past six years. The out- 
going president, found to possess a stolen 
BMW, only narrowly survived impeach- 
ment for corruption. After 56 years in 
power—most of them during the long dic- 
tatorship of General Alfredo Stroessner— 
the Colorado Party might have expected to 
be punished by the voters. But that is not 
the Paraguayan way. Nicanor Duarte Fru- 
tos, the Colorado candidate, won the presi- 
dential election on April 27th. In doing so, 
he maintained the Colorados’ record as the 
world’s longest-serving ruling party. 

For that, the Colorados can thank their 
powerful political machine, which in Gen- 
eral Stroessner’s day all but fused with the 
government; most civil servants still be- p» 
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long to the party. Yet since Paraguay be- 
came a democracy in 1989, the Colorados’ 
grip has started to weaken. According to 
preliminary results, Mr Duarte won only 
38% of the vote (atthe last election, in 1998, 
the Colorados got 54%). It helped him that 
independent candidates took votes from 
the Liberals, the traditional opposition. 
The Liberal candidate won 23%, barely 
more than Pedro Fadul, a fervently Chris- 
tian businessman, with 22%. Fourth with 
13% was Guillermo Sánchez, a front man 
for Lino Oviedo, a dissident Colorado and 
failed coup leader in exile in Brazil. The 
Colorados seem to have lost their majority 
in the Senate; they will be forced to seek al- 
lies from the opposition’s ranks. 

Mr Duarte, a former education minis- 
ter, is from a traditional Colorado family, 
and joined the party when aged 14. He 
claims to be a moderniser. He won the 
nomination in an unusually clean party 
primary, and promises to crack down on 
Paraguay’s chronic and pervasive corrup- 
tion. But he comes from the party’s tradi- 
tionalist faction, which remains loyal to 
the memory of General Stroessner’s Para- 
guayan-style fascism. In the campaign, he 
repeated in Guaraní, the native language 
spoken by many ordinary Paraguayans, 
“Che tendota, che la jefe” (“I am the leader, I 
am the boss”). 

Rather than backing long overdue re- 
forms of the state, he promised public 
works. He opposes privatisation of the 
telephone and electricity companies. He 
promises cleaner, more efficient adminis- 
tration. But can he deliver it? The Colora- 
dos are a questionable lot. Their new sena- 
tors include Julio Osvaldo Domínguez, 
who with his father, Osvaldo, owns a to- 
bacco firm, a newspaper and Paraguay’s 
top football club. They have been accused 
of tax evasion, pirating cigarette brands, 
and trying to register Brazil’s excise stamp 
as a Paraguayan trademark to ease smug- 
gling. Both deny any wrongdoing. In his 
campaign, Mr Duarte used a helicopter be- 
longing to Osvaldo Dominguez. 

Paraguay’s outlook remains bleak. Hav- 
ing shrunk by 4% last year, the economy is 
unlikely to grow until 2004. Inflation is ris- 
ing. The government is bankrupt: it bor- 
rowed from the central bank before the 
election to finance a fiscal deficit of 3.8% of 
GDP, and is $31m in arrears in payments 
on its foreign debt. Talks with the IMF 
broke off last year over the government's 
failure to reform. 

Unlike some Paraguayans, Mr Duarte is 
a fan of Mercosur, the trade block that links 
his country to Brazil and Argentina. He 
also wants Paraguay to join the Andean 
Pact. No doubt he hopes that economic re- 
vival elsewhere in South America will 
help his country. Failing that, even Para- 
guayan patience may run out. The Colora- 
dos could eventually be forced to choose 
between modernisation and defeat. m 
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Canada’s terrorism trial 





A long wait for justice 


VANCOUVER 


Painstaking police work—and intelligence failures 


S THE years went by, the families of the 
victims feared that the terrorists who 
blew up Air India flight 182 on June 23rd 
1985 would never be brought to justice. 
The plane, a Boeing 747, was en route from 
Toronto to Delhi when it exploded off 
southern Ireland. All 329 people on board, 
most of them Canadian Hindus, died. Fi- 
nally, on April 28th, two Sikh nationalists 
went on trial in Vancouver for the world’s 
worst act of aerial terrorism before Sep- 
tember 11th 2001. Ripudaman Singh Ma- 
lik, a businessman, and Ajaib Singh Bagri, 
a millworker, pleaded not guilty to eight 
charges, including murder, attempted 
murder and conspiracy. 

The bombing was part of a wave of at- 
tacks that followed an incident in 1984, 
when the Indian army stormed the 
Golden Temple in Amritsar, Sikhism’s ho- 
liest shrine, to capture an armed band of 
Sikh separatists. The bomb was in a suit- 
case loaded in Vancouver. An hour earlier, 
another suitcase, this one in transit from a 
Canadian Airlines flight to another Air In- 
dia flight, had exploded at Narita airport in 
Tokyo, killing two baggage handlers. 

The Royal Canadian Mounted Police 
thought they had a pretty good idea who 
was responsible for the bombing from the 
start. Both the Mounties and the Canadian 
Security and Intelligence Service (CsIs) 
had been keeping an eye on Sikh extrem- 
ists in Canada. But investigators faced for- 
midable obstacles. The evidence lay at the 
bottom of the Atlantic. It took several dives 
to recover the aircraft’s black box, a third of 
the bodies and enough other material to 
show that the plane had been blown up. 

Police inquiries among Indian-Canadi- 
ans were thwarted by fear. Sikh separatists 
controlled many temples in British Colum- 
bia. People who spoke out against extrem- 
ism were beaten, bombed or killed. An im- 
portant potential witness was lost when 
Tara Singh Hayer, a newspaper publisher 
paralysed by an earlier shooting, was mur- 
dered in 1998. 

Even so, the prosecution told the court 
that it would present forensic evidence 
and 150 witnesses, including two people 
who would testify that the accused men 
confessed to being part of the group that 
carried out the bombing. Defence counsel 
attacked the credibility and reliability of 
these witnesses, saying that without their 
evidence there was no case. Another pros- 
ecution witness is the bomb-maker, Inder- 
jit Singh Reyat. On February 10th, he 





Sikh nationalists in the dock 


pleaded guilty to manslaughter, claiming 
he had been told that the bomb would be 
used to blow up property in India, not an 
airliner. He was jailed for five years; he had 
already served ten years for manslaughter 
for the Narita blast. 

All this suggests dogged police work. 
But some Canadians wonder if the case 
could not have been solved much earlier, 
or even averted, if the csis had not 
botched its part. Before the bombings, the 
intelligence service had the accused men 
under surveillance, as well as the sup- 
posed mastermind, Talwinder Singh Par- 
mar, who died in a shoot-out with police 
in India in 1992. Three weeks before the Air 
India bomb, csıs agents had watched Mr 
Parmar and Mr Reyat enter some woods 
and then heard a loud explosion. But the 
agents did not identify the noise as a 
bomb, nor treat the incident as important. 
CSIS agents also managed to erase 286 
wiretap audiotapes of telephone calls 
made by Mr Parmar both before and after 
the bombing. “Unacceptable negligence,” 
says the prosecution. Whatever the out- 
come of the case, which is likely to last well 
into the autumn, several parliamentarians 
want an inquiry into the failings of the 
intelligence service. W 
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The Middle East road map 


The route is mapped, now get going 


JERUSALEM 


The trouble is that, to get anywhere, the Palestinians and the Israelis need to set off 


at once and together 


T HAS been an eventful week. On April 

29th, the Palestinian parliament ap- 
proved the government appointed by 
Mahmoud Abbas, the new prime minister. 
A few hours later, a suicide bomber, appar- 
ently a British citizen, killed himself and 
three others outside a crowded restaurant 
in Tel Aviv. Israel then retaliated, killing at 
least seven people in Gaza. The first act re- 
moves the latest condition for revealing 
the road map, an international effort to 
end 31 months of blood-soaked Israeli-Pal- 
estinian violence. The others underscore 
the urgency. 

Designed by the “Quartet” of America, 
the EU, the UN and Russia, the road map is 
the most concerted effort to end the Pal- 
estinian-Israeli conflict since the 1993 Oslo 
accords. Spread over the next two or three 
years, it has three distinct phases, the first 
of which is to get the two peoples back to 
where they were before the intifada 
erupted in September 2000. 

The newly reformed Palestinian police 
force is to resume security co-operation 
with the Israeli army, and to act to “end all 
armed [Palestinian] activity and all acts of 
violence against Israelis everywhere.” In 
return, Israelis to open up the territories by 
gradually withdrawing from the Palestin- 
ian Authority (PA) areas it reconquered 
during the intifada. It is also instructed to 
freeze settlement-building straight away, a 
crucial step since the Jewish settlements 


are generally regarded as blocking all hope 
of a viable Palestinian state. 

The plan is already several months be- 
hind schedule. The end of the first stage en- 
visages new Palestinian elections, fol- 
lowed in the second stage by the setting up 
of a Palestinian state “with attributes of 
sovereignty”, at first behind provisional 
borders covering as yet undefined areas. 
This state will then hold permanent-agree- 
ment talks with Israel, hoping to resolve 
the familiar thorny issues of Jerusalem, 
settlements, borders and refugees, to reach 
a fully-fledged peace treaty in 2005. 

Leaders of the PA, old and new, are un- 
ited behind the road map. Moreover, in 
their view, it is a done deal. “[It] must be 
implemented, not negotiated,” says Mr 
Abbas, who is still commonly known as 
Abu Mazen. Israel demurs. 

The question is where America stands 
on this. Israel says it has American assur- 
ances that its dozen or so “reservations” 
will be taken on board in future negotia- 
tions. These include an understanding that 
the map will be “performance-based” 
rather than driven by a timetable, with all 
the onus on the PA to act against the armed 
militias. Israel also insists that any moni- 
toring of the two sides’ compliance will be 


by the Americans rather than by the other. 


members of the quartet, and that the Pal- 
estinians immediately must recognise Is- 
rael’s Jewish character by renouncing the 
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Palestinian refugees’ right of return. 

The Americans agree that implementa- 
tion of the plan should be performance 
driven. They have also partially agreed to 
Israel’s monitoring demands by saying 
that the United States will be the arbiter on 
issues to do with security and settlements, 
leaving the other quartet members to su- 
pervise humanitarian aid and Palestinian 
reform. They have said nothing about Is- 
rael’s demand for an outright Palestinian 
waiving of the right of return. 

The Palestinians have been less circum- 
spect. “It will kill the road map,” says Saeb 
Erekat, a senior negotiator. So, he goes on 
to say, will Israel’s refusal to budge on the 
two issues of most concern to Palestinians: 
relaxing the closure policies, which have 
reduced over half the population to pen- 
ury and all but destroyed the PA as a func- 
tioning government, and instituting a 
freeze on settlement expansion. Israel’s al- 
most non-stop building of settlements 
throughout the Oslo process was the sin- 
gle issue that most undermined the pro- 
cess in Palestinian eyes. 


Those bothersome settlements 

According to the road map, Israel has im- 
mediately to dismantle the 70 or so settle- 
ment outposts established in the West 
Bank during Ariel Sharon’s watch as prime 
minister. His army says 12 will be removed 
in the coming weeks. But Mr Sharon has 
balked at the map’s demand for a compre- 
hensive settlement freeze. He knows that 
this could draw him into conflict not only 
with the far-right parties in his govern- 
ment but also with his own Likud move- 
ment, 18 of whose 40 members of parlia- 
ment have now publicly joined forces 
with the settler movement to resist any 
freeze. Mr Sharon’s preference is to have 
the whole settlement issue delayed until » 
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> the final negotiations in 2005. 

The Palestinians say that this is impos- 
sible, and not only because Israel can 
create a lot of facts on the ground between 
now and then. A settlement freeze is im- 
perative if Mr Abbas and his government 
are to be true to their promise to end the 
armed intifada. In his inaugural speech to 
parliament, Mr Abbas denounced terro- 
rism in all its forms, and vowed to end the 
rule of the armed militias in PA areas. 

After two and a half years of attrition, 
there are probably majorities among both 
Israelis and Palestinians who would like to 
give the road map a chance. But most Pal- 
estinians believe that, even at this stage, 
the violence cannot be ended, either by 
persuasion or by force, unless the govern- 
ment can offer its people tangible achieve- 
ments, including that settlement freeze. m 


Iraq's post-war disorder 
The messy path 
back to normality 


BAGHDAD 
Despite confusion and a ragtag of 
aspirants, some cities are doing well 


S THE smoke of battle clears, a poten- 
tially more stable Middle East may be 
taking shape. America has quickly capital- 
ised on its military gains, sharply cutting 
down its contentious, 13-year troop pres- 
ence in Saudi Arabia, and continuing to ap- 
ply pressure for reforms across the region. 
Yet the immediate prize of war, Iraq, re- 
mains precariously uncertain. 

With reinforcements still flowing in, 
America’s control is uncontested. But the 
vagueness of its plans, the bluntness of its 
instruments for achieving them, and the 
complex attitudes of Iraqis towards the 
occupying army all conspire to perpetuate 
confusion, mutual resentment and the po- 
tential for explosions. 

This week’s killing of 15 protesters by 
American troops at Falouja, west of Bagh- 
dad, was a sharp warning of the dangers. 
An American force in the town thought it 
had received local Iraqi approval to take 
over a school, but the action angered resi- 
dents. The Muslim Brotherhood, emerging 
openly for the first time, stirred the crowd 
to mount a stone-throwing demonstra- 
tion, which the Americans met with gun- 
fire. The Americans then made matters 
even worse by killing some of the people 
who were protesting at the original deaths. 


Correction: Our article on “Managing transitions” 
(April 12th) appeared without a footnote 
acknowledging the work of Richard Caplan, of the 
Centre for International Studies at Oxford University, 
whose work “A New Trusteeship?: The International 
Administration of War-Torn Territories” was both used 
and quoted extensively. We apologise to him. 


Misunderstanding of another kind has 
been generated by an American order ban- 
ning Iraqis from carrying firearms. No- 
body seems to knowif this should apply to 
the thousands of neighbourhood watches 
formed to defend people against looters. 
And the two Kurdish parties, staunch 
American allies who between them have 
controlled the north of the country for the 
past ten years, now fear the decree may ap- 
ply to their own 60,000-strong militias, 
each of which has just captured an un- 
dreamt-of arsenal of heavy weaponry 
abandoned by the Iraqi army. 

Some small Kurdish guerrilla groups, 
seconded to protect opposition leaders 
outside Kurdistan, have already been 
forced to turn in their guns. In Baghdad, 
American soldiers hunting for weapons 
have mistakenly arrested members of the 
Free Iraqi Forces, a militia associated with 
Ahmed Chalabi’s Iraqi National Congress, 
which is armed and paid by the Pentagon. 
The guns were eventually returned, but it 
is still unclear whether Mr Chalabi’s group 
is to be allowed a monopoly, among Iraqi 
parties, on the right to bear arms. 

Across the country, release from the 
leaden grip of the Baath Party has un- 
loosed a political free-for-all. Some 60 par- 
ties, some backed by ragtag militias and 
others armed with little more than spray 
paint, have returned from exile. Scores of 
new, local parties have also emerged, 
among them tribal associations which re- 
sent the pretensions of groups they see as 
pampered parvenus. The parties also in- 
clude Islamists who reject any separation 
of religion and state, and former Baathists 
now regrouping under new names to pro- 
tect old interests. 

Before the war, and after much argu- 
ment, the exiled opposition had formed a 
65-man committee to act as the nucleus of 
a future government. The Americans, and 
indeed most Iraqis, now insist that the fo- 


Non-communication at Falouja 
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rum must be expanded to include Iraqis 
from inside the country. Current talk is of a 
150-person body, embracing the full range 
of sects and factions. 

Negotiations to this end have started, 
but decisions about who to include, andin 
what proportions, may prove even more 
contentious than the original debates 
abroad. For example, the Supreme Council 
for the Islamic Revolution, an Iran-based 
Shia faction, won a large share of the origi- 
nal committee, in recognition of the Shias’ 
60% majority in Iraq. Inside the country, 
however, few Shias, and certainly not Shia 
secularists, accept SCIRI’s claim to be the 
party that represents them. 


Patchwork of fiefs 

In the meantime, Iraq’s highly centralised 
state has disintegrated into a patchwork of 
fiefs. Local leaders, some self-appointed, 
others imposed by the Americans or Brit- 
ish forces, tread a wary line between 
claiming American support and shying 
away from association with the invaders. 

Baghdad itself remains chaotic, al- 
though most neighbourhoods are quite 
safe in daylight hours. A two-week effort to 
assert municipal control, led by a group of 
returning exiles who said they were 
backed by the cra, ended in farce when 
the Americans arrested their leader. 

In most provincial cities, by contrast, 
basic services and security have by now 
returned. After a shaky start, Mosul’s self- 
appointed leader, Mishaan Jabouri, has se- 
cured both American and local approval 
by establishing a large, broadly represen- 
tative local council that is expected to elect 
anew governor this week. MrJabouri him- 
self has declined the post, and also asked 
members of his own Jabouritribe, the larg- 
est in Iraq, not to run. 

Kirkuk is also calm, despite the fact that 
the two rival Kurdish parties in control of it 


have appointed separate governors. Kar- pp 
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> bala’s government, chosen by religious 
leaders with broad public backing, has 
gone so far as to ban both opposition par- 
ties and American troops. The challenge 
rings of bombast, however, considering 
that the occupying army has stayed out of 
the city anyway. 

Years of war, cruelty and poverty have 
strengthened Iraqi resourcefulness. In 
much of the country an air of near-nor- 
mality has returned. The Iraqi dinar, al- 
ways a barometer of expectations, has 
gained 30% on the dollar since the war. 
Stocks of food, drugs and fuel are adequate 
for the next few months, say aid agencies, 
and local produce now makes it to mar- 


Iraq's former leaders 


kets. But the lack of legitimate adminis- 
trative authority is a growing obstacle. 

City governments complain they have 
no powers to prosecute looters, no salary 
records and sometimes no access to banks 
in order to pay returning employees. The 
American civilian authority under Gen- 
eral Jay Garner, which is supposed to ad- 
vise Iraqi ministers, has little local knowl- 
edge, no ministries to use, and no Iraqi 
counterparts to advise. 

Mr Garner has pointed to Kurdistan, 
whose 4m people have grown accus- 
tomed to freedom and where statues of 
poets long since replaced bronze Saddams, 
as a model for the rest of the country. But 


You see him here, you see him there 


Only Saddam Hussein’s lesser henchmen are in American custody 


Wee is the “ace of spades”? Sad- 
dam Hussein has lost power, and 
he may be dead. But he still takes pride 
of place in the pack of cards issued to co- 
alition soldiers in Iraq to help them iden- 
tify the 55 “most wanted” members of 
the toppled regime. So far, 15 on the list 
are in American custody, but those clos- 
est to Saddam remain at large. 

The prisoner ranked highest on the 
American list is number ten, Muzahim 
Saab Hassan al-Tikriti, the commander 
of Iraq’s air-defence forces, who was 
captured last week. The best known is 
Tariq Aziz, a former deputy prime minis- 
ter and Saddam’s chief representative to 
the outside world, who surrendered to 
American troops in Baghdad. 

A steady stream of further captures 
and surrenders can be expected: it seems 
to be too late for Iraq’s surviving leaders 
to flee the country. Syria has said that it 
will not harbour any of them and Iran, 
which fought a bitter war with Iraq, has 
said that if any former leaders fall into 
its hands, it will put them on trial itself. 

The only top leader so far whom co- 
alition forces feel confident they have 
killed is Ali Hassan al-Majid, known as 
“Chemical Ali” for his alleged role in the 
use of poison gas against the Kurds in 
1988. Number five on America’s list, he 
reportedly died in an air strike on his 
home before the end of the war. 

Those closest to Saddam in American 
custody are two of his half-brothers, one 
of whom once headed the Mukhabarat, 
Iraq’s feared intelligence service. Sad- 
dam’s son-in-law and private secretary, 
Jamal Mustafa Abdullah Sultan al-Tikriti, 
was captured when he returned to Iraq 
after fleeing to Syria. Other notables in 
American hands include his chief scien- 
tific adviser, a former oil minister who 


had also headed Iraq’s missile pro- 
gramme, former trade and finance min- 
isters, and the general who served as the 
regime’s liaison with UN weapons in- 
spectors. But 18 of the top 20 leaders on 
the American list remain at large, includ- 
ing Saddam’s two sons. 

The biggest question is what has hap- 
pened to the president himself. Specula- 
tion is rife that he, too, is hiding 
somewhere in Baghdad. Sightings of 
Saddam since the end of the war have 
been reported, and frustrated American 
troops have received a stream of tip-offs. 
An Arabic newspaper in London this 
week published a defiant faxed letter 
claiming to be by him. 

Mr Aziz has told interrogators that 
Saddam survived the initial bombing 
aimed at killing him. George Bush has 
speculated that he was seriously 
wounded in a second bombing. In a 
fractious, overheated atmosphere, the 
last thing the Americans need is for Sad- 
dam, or his memory, to survive as the 
Scarlet Pimpernel of Baghdad. 





The elusive ones 
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now that income from the uUN’s oil-for- 
food programme has stopped, along with 
the customs revenues that have been the 
two governments’ lifeline, an economic 
crisis looms. 

Even the task of catching wanted mem- 
bers of the toppled regime is handicapped 
by the lack of order and certainty. Sunni 
Arab tribes in the west, bound by a strict 
honour code, are widely believed to be 
sheltering fugitives. “Sure, I know where 
some of them are,” says an Iraqi official in 
the north of the country. But why risk 
associating my name with handing them 
over so long as I don’t know what the 
Americans will do with them?” m 


Iran and America 


One-way signals 


TEHRAN 
Nervous Iranian conservatives may be 
dreaming of a quiet detente 


ENIOR voices in Iran are going out of 

their way to avoid a set-to with America 
over Iraq. Mohsen Rezai, who once headed 
the Revolutionary Guard, calls for recipro- 
cal measures to reduce tension. Kamal 
Kharrazi, the foreign minister, says that 
Iran will help Iraq achieve a democratic 
and inclusive government. Is Iran aban- 
doning its strident anti-Americanism? 

Well, so long as his pledge never to take 
America’s side adorns a wall on one of 
Tehran’s busiest roads, and so long as he 
himself continues to denounce liberal de- 
mocracy, it will be hard for Ayatollah Ali 
Khamenei publicly to bury the old beliefs. 
Doing so in private may be different. With 
George Bush’s appetite for regime change 
whetted, there are good reasons for the su- 
preme leader, who has the last word on 
foreign affairs, quietly to endorse a U-turn. 

Until now, it has been the reformists 
who have been pressing for better rela- 
tions with the United States, and the con- 
servatives, led by Mr Khamenei, who have 
regularly obstructed them. But this, after 
Iraq, could be changing. Some conserva- 
tives appear to have reached the conclu- 
sion that reopening relations with Amer- 
ica may be the safest way to win 
themselves another decade in power. 

This is a prize that some of them may be 
unwilling to share with their fellow con- 
servatives. Ali Akbar Hashemi Rafsanjani, 
an influential and pragmatic conservative, 
has even suggested that relations with 
America might be restarted without con- 
sulting the supreme leader. His presump- 
tion was punished with a blistering rebuff, 
written by a hardline editor, presumably 
at Mr Khamenei’s behest. 

The supreme leader does not allow 
anybody to challenge his authority, but he »» 






the time is ripe for a quiet detente. Iran’s 
ambassador to the United Nations criti- 
cises America in such reassuring terms 
that he could just as well be representing 
France or Germany, not a founder mem- 
ber of George Bush’s axis of evil. And the 
supreme leader himself, during the war on 
Iraq, was benignly indifferent to the British 
missiles that landed on Iranian territory. 

Mr Rezai, a strong ally of Mr Rafsan- 
jani’s, complains that Iran goes unre- 
warded for its emollience. He cites Amer- 
ica’s confirmation that its forces have 
reached a ceasefire with units from the 
Peoples’ Mujahideen (MKO), the armed 
Iranian opposition group based in Iraq. Ac- 
cording to Mr Rezai, Iran had been assured 
by Britain that the MKO would be bombed 
out of existence. 

Instead, the Americans left the MKO’s 
headquarters intact, bombing a couple of 
deserted camps. Though the State Depart- 
ment has listed the movement as a terro- 
rist organisation, Mr Rezai fears that the 
United States will use the Mujahideen, es- 
pecially its political cadres in Europe, 
against the Iranian regime. Yet, even at his 
most angry, Mr Rezai is careful these days 
not to use terms that threaten America. 

The irony of the conservatives’ new 
stand is not lost on President Muhammad 
Khatami, the dispirited leader of the failed 
reform movement that believed, with 
more sincerity than success, in doing a 
deal with America. If anything, Mr Kha- 
tami’s distrust of America, and especially 
of Mr Bush, has risen in proportion to the 
conservatives’ lurch towards detente. In 
meetings of the National Security Council, 
itisnow Mr Khatami, rather than his rivals, 
who speaks out against concessions. 


But no return signal 
None of this matters much in Washington, 
where the administration hardly bothers 
to distinguish between Iranian reformists 
and conservatives. Though there are flying 
rumours that amember of Mr Rafsanjani’s 
entourage has met a senior American offi- 
cial, there is no real sign that either friendli- 
ness or belligerence is having much effect. 
America, laments Ali Tajerniya, a par- 
liamentary reformist, has no strategic rea- 
son to establish relations with Iran. Not 
yet, perhaps, but what if Iran were to un- 
veil the fruits of its surprisingly sophisti- 
cated nuclear programme? Conservatives 
and reformists alike resist demands that 
Iran accept more stringent inspections of 
its nuclear sites: they fear being de-fanged, 
like Iraq. Mr Rezai praises Syria’s rebuttal 
of America’s demand that it allow inspec- 
tions of its alleged chemical weapons pro- 
gramme. Giving in, he says, would have 
led inexorably to the entry of American 
troops into Damascus. The lessons of Iraq 
and still defiant North Korea have come to 
seem rather pertinent to Iran. m 
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Reading tea leaves 
by candlelight 


HARARE 
Is Robert Mugabe really planning to 
retire? 


ORKERS arrived at a factory in Ha- 

rare at 7am, donned their protective 
goggles and overalls, and started the pro- 
duction line humming. Three hours later, 
without warning, the electricity was cut 
off, and every cog and motor clunked to a 
halt. The power stayed off for four hours. 
By the standards of say, Nigeria, a four- 
hour blackout is no big deal. But Zimba- 
bweans are used to uninterrupted electric- 
ity, so they find such things disconcerting. 
Also, unlike Nigerian industrialists, they 
rarely have back-up generators. 

It is as good a symbol as any of Zimba- 
bwe’s decline. In the past five years, as 
President Robert Mugabe has pursued 
ever-more radical economic policies, such 
as seizing private property, printing stacks 
of money and seeking to dictate prices, 
Zimbabwe has steadily de-industrialised. 
Shortages are common, of everything 
from bread to car parts, so it was only a 
matter of time before electricity joined the 
list. The state power company, ZESA, has 
not paid for the power it imports, so sup- 
pliers in neighbouring countries are finally 
cutting off the juice. 

The more optimistic Zimbabweans are 
wondering, however, if the increasingly 
frequent blackouts might have a silver lin- 
ing. Zimbabwe imports 35% of its power 
from Mozambique, Congo and South Af- 
rica. The first two countries are much too 
poor to subsidise Mr Mugabe, and have re- 
sponded to Zimbabwe’s non-payment of 
its bills by reducing the amount they sup- 
ply. South Africa, however, is richer, and 
has a president, Thabo Mbeki, who is anx- 
ious to not to precipitate chaos in Zimba- 
bwe. So the South African state electricity 
firm, which supplies 15% of Zimbabwe's 
requirements, has so far kept on supplying, 
despite an unpaid bill of $115m. But whatif 
South Africa were to use electricity as a 
tool to persuade Mr Mugabe to give up the 
other sort of power? 

Mr Mbeki could probably topple Mr 
Mugabe with the flick of a switch, but he 
prefers diplomacy. Next week, with the 
presidents of Nigeria and Malawi, he is to 
pay Mr Mugabe a visit, in the hope of “en- 
couraging dialogue” between Zimbabwe’s 
ruling party, ZANU-PF, and the main op- 
position party, the Movement for Demo- 
cratic Change (MDC). The MDC hopes that 
the visiting heads of state will discuss Mr 
Mugabe’s retirement, and the holding of a 
fresh, internationally-supervised election 
to supersede last year’s rigged one. 
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Old regime, new money, no fuel 


Mr Mbeki’s spokesman denied it, tell- 
ing Reuters, a news agency, that “It is not 
for the president of South Africa to go to 
another sovereign country and tell the 
leader to step down.” But many Zimba- 
bweans think that something is afoot. Mr 
Mugabe encouraged such speculation this 
week with a cryptic remark on state televi- 
sion. He seemed to say that now that he 
had redistributed white-owned farm land 
to blacks, his work was done. His exact 
words were: “It was mainly the land issue 
actually that needed to be addressed be- 
fore getting to a stage where we say fine, 
we have settled this matter and people can 
retire.” His information minister insisted, 
however, that Mr Mugabe had every in- 
tention of staying in office until his term 
expires in 2008. 

The MDC says it is ready for talks with 
the government, although it is wary of be- 
ing co-opted, as the last serious opposition 
movement was. Morgan Tsvangirai, the 
MDC leader, said he was willing to give the 
visiting presidents a chance to mediate, so 
long as they remain impartial. In the past, 
they have tended to side with the regime 
and scorn the MDC, so neither Mr Tsvangi- 
rai nor his supporters trust them. 

In recent weeks, Mr Mugabe has faced 
increased pressure at home. A three-day 
strike last week brought cities to a halt. A 
two-day strike last month was equally 
avidly observed. The MDC’s latest cam- 
paign of newspaper advertisements 
shows photographs of torture victims’ 
gruesome injuries and the slogan “Change 
demands action”, which is also scrawled 
on township walls. But there have been no 
large demonstrations, because potential 
demonstrators fear ending up with their 
picture in the papers. m 
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Europe's defence 


Will a quartet of Euro-enthusiasts 


undermine NATO? 


BRUSSELS 


A new plan for European defence co-operation is attracting scant support. Butit 
could yet hurt transatlantic defence co-operation 


c6 Y FEAR is that if we don’t deal 
with the world on the basis of a 
partnership between Europe and Amer- 
ica, then we will in a sense put back into 
the world the divisions that we wanted to 
get rid of when the cold war finished.” So 
said Tony Blair on April 28th before—ap- 
propriately enough—flying off to Moscow 
and a distinctly frosty meeting with Presi- 
dent Vladimir Putin, who openly mocked 
the British leader for the failure, so far, to 
find weapons of mass destruction in Iraq. 
In truth, however, Mr Blair’s warnings 
about the dangers of confrontation be- 
tween Europe and America were directed 
notso much at Russia as at France and Ger- 
many. While he was in Moscow, the heads 
of government of France, Germany, Bel- 
gium and Luxembourg were meeting in 
Brussels to foster a European defence ini- 
tiative. The fact that this was the same 
quartet of European countries that had 
been most vociferously against the Ameri- 
can-led war on Iraq made the meeting’s 
timing distinctly pointed. True, at a closing 
press conference all four leaders were at 
pains to stress that they remained commit- 
ted to a transatlantic partnership and had 
no desire to undermine NATO. But the de- 
tails of their announcement rang alarm 
bells across town at NATO’s headquarters, 
as well asin Washington and London. 
Reasonably enough. By announcing 
that they intend to set up a separate head- 
quarters for planning European Union 


military operations, the four leaders 
crossed a clear “red line” drawn by suppor- 
ters of the Atlantic alliance: that any new 
EU defence plan should not compete with 
NATO or duplicate its capabilities. And 
concern that the new alliance might do 
just that was stoked by the quartet’s sug- 
gestion that the EU should adopt a com- 
mon security clause—an idea that sounds 
like NATO’s mutual security guarantee, 
minus the Americans and Canadians. 

Building a European defence capability 
has actually been a cause Britain has 
championed in recent years. But the British 
vision differs from the one advanced at 
this week’s Brussels mini-summit in two 
big respects. First, it is scrupulous about 
ensuring that the EU’s and NATO’s efforts 
shall be complementary, not contradic- 
tory. Second, it is far more concerned to 
deal with European defence’s real pro- 
blem: the growing gap in military muscle 
between the United States and the Ev. 

This is yawning ever wider. The United 
States’ military budget is almost double 
that of the other 18 countries in NATO put 
together. It spends 3% of its GDP on its 
armed forces, France and Britain around 
2.5%, Germany just 1.6%. And Europe not 
only spends less, but spends worse, pour- 
ing money into military pay and pensions, 
while skimping on what really matters, 
equipment. 

The results can be embarrassing. When 
Germany needed to move troops to Af- 
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ghanistan to take part in peacekeeping op- 
erations there, it had to lease transport 
planes from Ukraine. Last December, 
when reinforcements were called for, the 
Germans found that the Ukrainian planes 
were no longer available: they had been 
leased instead to Japanese companies to 
ship toys to Europe for Christmas. 

It was in large part to counter the ca- 
pabilities gap that Britain and France 
launched an Ev initiative at the end of 
1998. After a faltering start, this European 
security and defence policy has made a lot 
of progress. After months of wrangling, 
the EU and NATO reached an agreement 
last December to let the Eu have access to 
NATO resources. This deal is meant to help 
overcome the Eu’s own military shortfalls 
and guarantee that NATO and the EU work 
together as partners. 

Just over a month ago, the EU launched 
its first-ever peacekeeping operation, in 
Macedonia, drawing on NATO resources; 
the Eu force is a forerunner of a much- 
touted EU rapid-reaction force that is sup- 
posed—perhaps by the end of this year—to >» 
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> be ready for deployment in trouble spots 
at 60 days’ notice. In February, for all their 
disaccord about Iraq, Mr Blair and France’s 
President Jacques Chirac metin Le Touquet 
and made further joint commitments 
about defence. Their emphasis was on de- 
veloping capabilities—for example, by cre- 
ating an EU agency to encourage countries 
to harmonise their military requirements 
and co-ordinate research and develop- 
ment and procurement. 

That initiative by Europe’s two most se- 
rious military powers, concentrating on 
the real issues, is clearly likelier to achieve 
practical results than the Brussels mini- 


The French family 
Keep it up 


PARIS 


summit, where very little was said about 
capabilities. There were barely-sup- 
pressed titters when the four leaders told 
the press that their new defence initiative 
would draw on Belgium’s commandos 
and Luxembourg’s reconnaissance forces. 

But the Brussels mini-summit was po- 
litically telling. However much the four 
leaders protested, there is little doubt that 
their goal is ultimately to downgrade 
NATO in favour of an independent Euro- 
pean military force. That is certainly how 
many other EU countries see it. Several 
have been scathing. Before the mini-sum- 
mit even convened, Franco Frattini, the 


France’s government says it wants to bolster the family 





Now try for a third 
66 TAMILY policy is an investment in 

society,” declares France’s prime 
minister, Jean-Pierre Raffarin. Put an- 
other way, it means the state will stump 
up some €1.2 billion ($1.3 billion) a year 
both to boost the nation’s birth rate and 
to make it easier for France’s mothers to 
rejoin the labour market. 

The hard-hearted or the childless 
might think the measures announced 
this week, at the annual Conference of 
the Family, attended by ministers, trade 
unionists and family lobbies, are not ex- 
actly urgent. After Ireland’s, France’s 
women are the most fertile in the Euro- 
pean Union, with 1.9 children per 
woman of childbearing age. In contrast, 
in neighbouring—and traditionally even 
more Catholic—Spain and Italy the figure 
has collapsed to a mere 1.2. Moreover, 
there are already plenty of allowances 
and tax benefits for French parents, so 
why add to them in a climate of econ- 
omic gloom? The economy shrank at the 
end of last year, and the state’s budget 
deficit looks likely to grow to 3.7% of 
GDP this year from 3.1% last year. 

Yet the finance ministry’s doubts 
seem to have been swept aside. One rea- 
son is that President Jacques Chirac 


promised an allowance to “welcome the 
new child” in his re-election campaign 
last year. This turns out to be, from Janu- 
ary next year, an €800 “birth bonus”, 
given in the seventh month of preg- 
nancy, which will unify four existing al- 
lowances and be available to 90% of 
mothers, compared with some 75% now. 

A second reason is that “the family” 
has been a political obsession in France 
not just for decades but for centuries. As 
long ago as 1804, the individual’s obliga- 
tions to his or her family were spelled 
out in the Napoleonic Code. In 1870, 
after France’s defeat by Germany, there 
were calls for the French to produce 
more children, to overcome the nation’s 
supposed demographic weakness. In to- 
day’s France, Jean-Marie Le Pen and the 
rest of the far right say that larger French 
families (white ones, they mean) are the 
only answer to the assorted evils of im- 
migration, globalisation and the Eu. 

There is a third reason. As Ernest-An- 
toine Seilliére, president of the bosses’ 
association, argues: “The phenomenon 
of an ageing population must clearly be 
balanced by an increased flow of 
births.” To which economists would add 
a need to get more women into the 
workforce: only a quarter or so of 
women with two children, one of them 
under the age of three, have full-time 
jobs. The government, more sensibly ar- 
guing that the mothers of young chil- 
dren should have a real choice of 
whether to work or not, will now offer 
them allowances during maternity 
leave, to help them stay at home. But it 
also promises another 20,000 crèche 
places, to help them go to work. 

But what if all of this is, for the mo- 
ment, unaffordable? Mr Raffarin has the 
answer: “Our attachment to the family 
surpasses economic logic.” 
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Italian foreign minister, said he would “re- 
gard with a very critical eye” any “embryo 
of an increased military co-operation”. 
Ana Palacio, Spain’s foreign minister, as- 
serted that the quartet meeting in Brussels 
had no right to call their defence initiative 
“European”, since they represented a mi- 
nority within the Union. Jaap de Hoop 
Scheffer, the Dutch foreign minister, com- 
mented that neither France, Belgium nor 
Germany could guarantee Dutch security, 
adding, “I cannot imagine a world order 
built against the United States.” 

Such a string of rebukes, from countries 
that have long been among the keenest 
supporters of European integration, illus- 
trates how deeply divisive the four-coun- 
try defence initiative will be. For the past 
50-odd years there has been a tacit under- 
standing in the EU that while economic 
and even political integration could be 
built within Europe, security would re- 
main primarily a transatlantic affair. 
France, Germany, Belgium and Luxem- 
bourg are moving towards repudiating 
that bargain. But there is little evidence yet 
that the rest of the EU is ready to follow. m 


Justice and politics in Italy 


Trials and 
tribulations 


An embarrassing conviction for the 
prime minister’s friend 


ESARE PREVITI, one of the closest 

friends of Silvio Berlusconi, Italy’s 
prime minister, is a crook. At least that’s 
what a court in Milan decided on April 
29th. It found Mr Previti guilty of bribing 
judges in Rome to obtain rulings favour- 
able to two clients of his legal practice, and 
sentenced him to 11 years in jail. 

Mr Previti is certain to appeal against 
the verdict. Whoever loses at the interme- 
diate appeal stage is sure to resort to the Su- 
preme Court, a process that could take at 
least another two years. 

The verdict came in two trials (known 
aS IMI-SIR and Mondadori, after the com- 
panies involved) which had, in effect, been 
rolled into one, as the two had defendants 
in common. Also found guilty were two of 
the judges who took bribes, both Mr Prev- 
iti’s fellow-bribers and two members of 
the Rovelli family, which was one of Mr 
Previti’s clients. One defendant in the IMI- 
SIR case, a former judge, was acquitted. 

Mr Previti’s other client in one of the 
cases under judgment was Mr Berlusconi. 
Along with Mr Previti and several others, 
he is also a defendant in a third judge-brib- 
ing case, known as the sme trial (after a 
food conglomerate of that name), which is 
expected to finish next year. 


46 Europe 


So where do the verdict and sentence 
leave Mr Berlusconi? In difficulty, because 
Mr Previti, now found guilty in the Monda- 
dori case, was acting in the interest of Mr 
Berlusconi, who gained control of Monda- 
dori, an Italian publishing group, in 1991 
after a bitter battle with Carlo De Bene- 
detti, a rich businessman. The prosecution 
alleged that Mr Berlusconi, via intermedi- 
aries who included Mr Previti, bribed an 
appeal-court judge, Vittorio Metta, who 
was sentenced this week to 13 years in jail, 
with 425m lire (then worth around 
$335,000) to rule in his favour in a case that 
decided the battle with Mr De Benedetti. 

The Supreme Court quashed judge- 
bribing charges in this case against Mr Ber- 
lusconi, under a statute of limitations, on 
the eve of Italy’s general election in 2001. 
This was instead of absolving Mr Berlus- 
coni of the offence, as he had requested. 

Controversy has dogged all three judge- 
bribing trials. New legislation passed by 
Mr Berlusconi’s government in October 
2001 was used to challenge the admissibil- 
ity of the prosecution’s evidence, but the 
courts were unmoved. Similarly, Mr Ber- 
lusconi and Mr Previti did not succeed in 
their attempts earlier this year to use new 
laws to get their trials transferred from Mi- 
lan, where Mr Berlusconi and his friends 
say judges are biased against them. 

The past two weeks have been no dif- 
ferent. On April 26th, just as the three trial 
judges in Milan were, for the fourth time, 
about to retire to consider their verdicts, 
Mr Previti held a press conference in Rome 
to announce his seventh request to have 
them replaced. Milan’s appeal court, hav- 
ing rejected his sixth request just two 
weeks ago, promptly rejected his seventh 
on April 29th, thus allowing the trial 
judges to make their verdicts. 

But this was only after the president of 
the three trial judges, Paolo Carfi, had 
turned down a plea from Mr Previti, a 
member of parliament for Mr Berlusconi’s 
ruling Forza Italia party and a former min- 
ister of defence, to postpone the verdicts. 
Mr Previti wanted a delay until the final 
appeals court had ruled on his appeals 
against the recent rejection by Milan’s ap- 





i ie 3 
Previti can go higher still 


Ireland and alcohol 


Slainte 


DUBLIN 


The Economist May 3rd 2003 


The Irish are hard drinkers—too hard, says their government 


NCE the fastest-growing in Europe, 
the Irish economy has slowed. Not 
so the Irish drinking that the boom years 
encouraged. Now the demon drink has 
become a matter of public concern. 
The boom was huge: even this year, 


in a slow-growing world, Irish GDP is ex- 


pected to grow at 3.2%. But that is only a 
third of the rate during the best “Celtic ti- 
ger” years, which also saw a surge in al- 
cohol sales. Between 1989 and 1999, 
booze consumption per person rose by 


41%, the highest increase in the European 


Union, and one that put the Irish near 
the top of the Eu drinkers’ list, despite 
Ireland’s high taxes on wine and spirits. 

The result today, hangovers apart, is 
an increasingly animated debate about 
the dangers of hitting the bottle. The na- 
tion’s president, Mary McAleese, has re- 
cently joined in, calling her 
countrymen’s attitude to drink “un- 
healthy” and even “sinister”. The gov- 
ernment is counting the costs, social and 
economic, and aims to alter attitudes 
and behaviour. But in a society long tol- 
erant of excessive drinking, it has a job 
on its hands. 

A recent health survey underlined 
just how big a job. In 1995, 35% of Irish 
men were classified as binge drinkers, 
consuming more than six drinks in one 
session. By last year that figure had risen 
to 41%. Among women, the figure rose 
from 12% to 16%. Today one in four of all 
cases treated in Irish hospitals’ accident 


peal court of his sixth and seventh re- 
quests to have the trial judges replaced. 
The basis for Mr Previti’s plea was the 


damage to his political health and per- 


sonal wealth that would flow froma guilty 
verdict, even if overturned on appeal. 
Italy’s television stations have been 
rather more receptive to Mr Previti’s 
words. Extracts of his press conference 
were broadcast on news programmes by 
RAI, the state broadcaster. Rete 4, a com- 
mercial channel owned by Mediaset, 
which in turn is controlled by Mr Berlus- 
coni’s family, was even more helpful. It 
ditched a history documentary on the eve 
of the verdict so that its viewers could 
watch Mr Previti make his case to the press. 
“We have a fantastic relationship in ev- 
ery respect,” Mr Previti said of his friend- 
ship with Mr Berlusconi. Indeed, ever 
since he returned to power nearly two 
years ago, Mr Berlusconi has stood shoul- 
der to shoulder with his co-defendant. He 
turned up—outside the courtroom—at the 





GUINNESS 


and emergency units is alcohol-related. 
So is one road accident in three, and two 
in five of all fatal road accidents. 

One estimate puts the overall cost of 
excessive boozing at nearly 2% of GDP: 
in lower productivity when drinkers do 
not turn up for work, in extra crime, par- 
ticularly public-order offences, and sim- 
ply in higher health-care costs. The 
justice minister, Michael McDowell, 
plans to change the law to counter un- 
der-age drinking, with heavier penalties 
for drunkenness and mandatory iden- 
tity cards—a voluntary scheme flopped— 
for young drinkers. Here’s to him. 


SME trial two weeks ago in a show of soli- 
darity for his friend, telling journalists that 
Mr Previti was a “persecuted politician”. 

As well as claiming to be a scapegoat 
and victim of a political trial, Mr Previti 
launched an angry assault on bias among 
the Milanese judges and on the honesty of 
his prosecutors. It was they, he said, who 
should be investigated and punished. Rob- 
erto Castelli, the justice minister, told a 
newspaper that he had asked the Milan 
courts about allegations in a dossier sub- 
mitted to him by Mr Previti. 

Here the affair gets serious for Italy, not 
just Mr Berlusconi. After the verdict, the 
prime minister called for stronger par- 
liamentary immunity, denouncing “politi- 
cised judges” who cannot be allowed “to 
choose for themselves, with coupsters’ 
logic, the government that they prefer”. 
The council of the judiciary replied furi- 
ously that the judges’ “honour and impar- 
tiality” had been insulted. It is not the first 
such clash, but itis the worst yet. m 
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Turkey's generals 


Brasshats v headscarves 


ANKARA 


Islamic habits worry the meddlesome soldiers 


HAT is the real danger? The Islamic 

headscarf, as the generals think? No, 
says Bulent Arinc, speaker of the parlia- 
ment and a member of the governing Jus- 
tice and Development Party (Ak): it’s the 
dekolte, or rather, when not on Turkish bo- 
soms, the décolleté. To many Turks the risk 
is neither: it is the fresh bout of sparring be- 
tween the men in uniform and the coun- 
try’s five-month-old government. 

This has erupted anew now that the 
war in Iraq is over. The generals fired the 
opening shot, when they and the like- 
minded national president, Ahmet Necdet 
Sezer, failed to show up at a reception last 
week to mark the founding of Turkey’s par- 
liament, having learned that Mr Arinc’s 
wife would attend wearing—ah, horrors— 
her headscarf. In the end, she did not turn 
up. But her husband later chose to com- 
ment on some of the more revealingly clad 
guests who had, and the battle was on. 

The generals have not disguised their 
distaste for AK and its leader, Tayyip Erdo- 
gan, the new prime minister. He began his 
career in an overtly Islamic party, as did a 
fair number of Ax’s founding members. 
Yet, when they were swept to an overall 
majority in the election of November 3rd, 
Mr Erdogan reassured the nation that he 
had no intention of deviating from Tur- 
key’s solidly pro-western and secular poli- 
cies. And the issue of the headscarf, 
banned in government offices and 
schools,was not urgent, he said. 

But then some of his ministers began to 
speak. Zeki Ergezen, the public-works min- 
ister, said he did not think Turkish contrac- 
tors should take part in reconstructing bat- 
tered Iraq because their gains would be 
“tainted by Iraqi blood”. Abdullah Gul, 
briefly prime minister and now foreign 
minister, instructed Turkish embassies 
abroad to socialise with members of some 
rather shady pro-Islamic outfits. 

Told you so, cried the pro-secular elite, 
declaring that Ax’s mask had fallen. The 
National Security Council (Nsc), in which 
the generals lay down the law to the politi- 
cians, this week issued a clarion call for the 
defence of secularism. But few Turks, fed 
up with decades of corruption and mis- 
management by Axk’s secular predeces- 
sors, seem ready to believe in the Islamist 
bogeyman this time. Indeed, in an unprec- 
edented display of courage, the press has 
been mocking one of the topmost brass- 
hats, General Tuncer Kilinc, secretary-gen- 
eral of the Nsc. At a recent meeting of 


Turkish associations in Brussels, he had 
opined that Turkish women cover their 
heads not for religious reasons but for pro- 
tection against wind and rain, that Tur- 
key’s financial woes could be solved by 
printing more money, and that the PKK, a 
Kurdish separatist guerrilla group, had 
been created by the European Union. For 
some reason, the press found this funny. 
There are more serious issues. The gov- 
ernment’s belated embrace of an IMF pro- 
gramme last week earned it along-delayed 
$700m tranche from an $18 billion 
stand-by agreement. Some of the mea- 
sures the Fund insists on in exchange 
threaten what Turks call the “deep state”, a 
coalition of forces within the army, the se- 
curity services and the bureaucracy, who 
remain deeply opposed to democratic re- 
forms that would challenge their power. 
Some must now go, thanks to a new 
law reducing the age of retirement from 65 
to 61. Bad news for them, but also, they say, 
for Turkey: AK, they claim, is filling their 
places with its pro-Islamic cronies. How 
come the new chairman of Turkey’s largest 


Sweden and the euro 





A danger to the state? 


state bank, Ziraat, is Zeki Sayin, who 
worked under Mr Erdogan during his days 
as mayor of Istanbul, and later became 
head of an Islamic finance house? Why re- 
place Cem Kozlu, the man who turned 
around the national airline, with another 
of Mr Erdogan’s former associates? 

The old guard might better be asking 
why a swelling number of cabinet minis- 
ters’ relations are being given plum posts. 
Wasn’t AK elected to fight corruption and 
nepotism? It was. But why remind voters? 
Who were the nepotists then? m 


Persson calls the tune 


STOCKHOLM 


The pro-euro prime minister tells anti-euro colleagues to pipe down 


S THE prime minister, Goran Persson, 

starting to panic about the euro ref- 
erendum in which Swedes will vote in 
September? As support for adopting the 
EU currency slumps—the latest poll 
shows 50% against and only 34% for—Mr 
Persson is clamping down on anti-euro 
notables in his own Social Democratic 
Party. 

Why not, one might think? But their 
views—shared by most of his party’s 
rank-and-file—are no novelty and no se- 
cret: his own deputy, Margareta Win- 
berg, is anti-euro, as is the popular 
trade-and-industry minister, Leif Pagrot- 
sky, and others. And there was no party 
gag during Sweden’s equally divisive ref- 
erendum on EU membership in 1994. Yet 
when Mr Pagrotsky recently wrote 
against the euro in the party magazine, 
the prime minister declared flatly that it 
was unacceptable. Two anti-euro state 
secretaries also got warnings. 

The reason may be precisely that Mr 


Persson’s pro-euro campaign is going so 
badly: there are those opinion polls, an 
ever widening base—economists and 
bankers, not just left-wingers—for the no 
campaign, and his own failure to win 
support from Lo, the powerful blue-col- 
lar trade-union body. It had demanded a 
gigantic buffer fund to protect Sweden’s 
welfare state from the effects of euro 
membership; Mr Persson refused, fear- 
ing to alienate non-socialist support for 
the euro. The current slow-down in the 
big euro-zone economies is no help to 
him either. 

So what was he to do? Sit back and 
endure an anti-euro campaign within 
the government from now till Septem- 
ber? Or face a sharp but possibly short 
intra-party rumpus, and hope to get it 
over and done with now? Better the lat- 
ter, he may well have thought—and he 
can soon expect pro-euro support from 
the big guns of Swedish business, other 
parties and the heavyweight media. 
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Charlemagne | Waiting for Blair 


Britain’s decision to stay out of the euro has done little damage to its standing within the European Union 





N DECEMBER 31st 2001—the night before Europe’s single 

currency began to circulate freely across the continent— 
Romano Prodi, president of the European Commission, gave an 
interview to the BBC. That was rather gracious of him, given that 
Britain had chosen to watch from the sidelines as 12 other Euro- 
pean Union countries joined hands and leaptinto the unknown. 
Mr Prodi uttered some platitudes about the significance of the 
euro, remarking that it marked a huge development in the poli- 
tics of the Ev. At this, his British interviewer leapt forward like a 
weapons-inspector who had stumbled across a sarin-tipped 
missile. “Aha,” he exclaimed, “so it is political.” Mr Prodi, a for- 
mer professor, looked at his interlocutor with the pitying expres- 
sion he might once have reserved for a particularly dim student. 
Yes, he replied gently, it is political. 

It has always seemed odd, viewed from Brussels, that so 
many Britons should so resolutely insist on treating the euro as 
above all an economic matter, when other Europeans have 
never disguised the fact that they regard the single currency as 
primarily a “political project”. Some regard the British obsession 
with the economic case for the euro as an example of British 
mercantile pragmatism; some see it as an example of British ob- 
tuseness; to others it is a dishonest fig-leaf for an essentially po- 
litical decision. Almost nobody accepts that the question of 
joining the euro can really come down just to the famous “five 
economic tests” laid out by Tony Blair’s government. And yet itis 
those five tests that are likely to cause the British to announce, 
later this month, that their country will once again defer its deci- 
sion over whether to sign up to Europe’s single currency. 


We do understand 

Still, the perception gap between economics-obsessed Britain 
and politically-minded Europe may be narrowing. As the euro’s 
early problems have become more evident—with slow econ- 
omic growth across the euro zone and an increasing number of 
countries busting the budgetary rules that are meant to bind 
members of the single currency—there is more understanding 
for Britain’s dogged insistence on arguing the economics out. As 
one senior Brussels official puts it, “At least the British are having 
a proper debate about the euro, which is more than the rest of us 
did.” For his part, Mr Blair now regularly acknowledges that 


membership of the euro has an important political aspect. His 
current debating tactic is to assert that the political arguments are 
“overwhelmingly” in favour of joining; all that remains to be set- 
tled are those pesky five tests. 

This Blairite approach to the politics of the euro infuriates his 
Eurosceptic opponents in Britain. They regard joining the euro as 
overwhelmingly negative politically, since it involves an irre- 
trievable loss of sovereignty. Mr Blair, in contrast, has always 
seen the politics of the euro as a question of influence rather 
than sovereignty. His ambition is to “lead” in Europe, and his 
supporters have always argued that such an ambition can never 
be fully realised if Britain continues to stand aside from the euro. 
For while the Blairites have a dream of an EU whose agenda is 
set by an ascendant Mr Blair, they also have a nightmare, in 
which Britain’s failure to join the euro leads to the country being 
progressively marginalised within the EU. Under this gloomy 
scenario, the Union would eventually split into two groups: an 
integrated inner core of euro-members led by France and Ger- 
many, and a miserable smaller group of euro-outs, whose 
voices—on a range of issues—would be increasingly ignored. 

Because Mr Blair wants to keep the option of joining the euro 
open, he will not want to admit that this nightmare is now look- 
ing a lot less plausible. But the fact is that, so far, there is precious 
little evidence that Britain’s weight in the European Union has 
diminished because it has chosen to stay out of the single cur- 
rency. That makes it much easier for Mr Blair once again to defer 
the question of euro-membership. 

In part, Britain’s continuing influence in the EU is simply a re- 
flection of legal realities. In or out of the euro club, Britain still 
has the same number of votes in the Council of Ministers and 
members of the European Parliament. But it is also true that the 
euro has not yet transformed the political atmosphere within the 
EU in the way some of its boosters had hoped. 


Ever-grumpier union? 

The theory was that the indissoluble tie of sharing a currency 
would lead euro-zone countries to share common interests in an 
ever-widening array of policies and to see the world in the same 
way. It has not happened. Take the most divisive and consuming 
political issues facing the Eu: the war in Iraq and relations with 
the United States. Whether or not a country uses the euro has 
been of little help in predicting attitudes on such issues. The euro 
zone was divided about Iraq. It is no less divided in the clash be- 
tween Atlanticism and efforts to build up Europe as a counter- 
weight to the United States: this week, when four members of 
the euro area—Belgium, France, Germany and Luxembourg—met 
to discuss non-NATO European defence co-operation, eight 
other members stayed away, with some of their ministers bar- 
racking from the sidelines. Britain’s absence from the euro club 
has not stopped Mr Blair from being one of the most listened-to 
politicians in Europe. 

The question of whether or not Britain joins the euro still ob- 
sesses the political classes in London. But in the rest of Europe it 
is no longer a major topic of discussion. The big questions facing 
the EU now are its enlargement to 25 members next year, the ef- 
forts to write a constitution for the Union that are reaching a cli- 
max in a convention on its future, and the continuing struggle 
between Atlanticists and Europe-firsters. Britain will be a big 
player in all of these debates—whether or not it decides to take 
up Europe’s single currency. m 
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h ABN-AMRO 


PERFECT FIT 


Strong relationships need trust and the right fit. 
Many of the world's leading banks, insurance 
companies and investment managers appreciate 
these values in ABN AMRO. We combine our 
strengths in financial markets, working capital, 
corporate finance, equity capital markets and 
equities to build timely, integrated solutions. 
Clients find our perseverance and commitment 
ensure a perfect fit. 


We have the sector expertise. We have the 
products. But more than that we have the people 
and the mindset to solve problems in new ways. 
Contact: Samuel Zavatti, Global Head of Financial 
Institutions, Tel: (852) 2700 5683. 





eas BEAR 
cO = STEARNS 


American Express 

US $750,000,000 

3.75% Notes due 2007 
Mandated Sole Bookrunner 
United States, November 2002 
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Woori Bank 

KRW 145,000,000,000 
Asset Securisation 
Sole Lead Manager 
Korea, December 2002 


Bear Stearns 

CLS Third Party Services 
Advisor and Solution Provider 
United States, October 2002 
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Ga Nationwide 


Aegon KBC 
€3,500,000,000 

Accelerated Bookbuilt Offering 

Joint Global Co-ordinator and Bookrunner 
ABN AMRO Rothschild 

The Netherlands, September 2002 


Nationwide 

€750,000,000 

Floating Rate Notes due 2007 
Joint Lead Manager 

United Kingdom, September 2002 


€433,000,000 

Acquisition of 34% Stake in 
Nova Ljubljanska Banka 
Sole Financial Advisor 
Belgium, September 2002 





g5 BANCO ESPIRITO SANTO 


NATIONAL BANK OF GREECE 





Bradesco 


The above announcements appear as a matter of record only, all securities having been sold. 


National Bank of Greece Finance plc 
€750,000,000 

Subordinated Floating Rate Notes 
due 2012 

Joint Bookrunner 

Greece, June 2002 





Banco Espirito Santo 
€500,000,000 

6.625% Upper Tier Il 
Perpetual Subordinated Debt 
Joint Bookrunner 

Portugal, April 2002 





Banco Bradesco 

US $150,000,000 

5.875% Notes due 2004 
Bookrunner and Lead Manager 
Brazil, March 2002 








Also in this section 


Catching the tide 


Why does so little capital flow from rich coun- 
tries to poor? Page 5 


Hot and cold running money 


One way of increasing the benefits of global 
capital while reducing the costs is to alter the 
mix. Page 9 


The trouble with banks 


Nobody loves them, everybody needs them. 
Page 11 


Sudden storms 


Financial crises don’t come from nowhere. 
With effort and luck, some can be avoided. 
Page 15 


Safety first 
Howto handle bank regulation. Page 18 


Shipbuilding 

Developing-country governments still havea 
lot of work to do if they want to attract the 
right sort of foreign capital. Page 21 


Aslightly circuitous route 
Where capital controls make sense. Page 23 


Sources A list of sources and suggestions for 
pather raang can n be found online 








EiS RR FEE ii 


= oe ee ee eee ee 


ISHA Z 


Global financial integration is supposed to lift countries up. 
Sometimes it sinks them. A guide to safer sailing, by Clive Crook 


HOSE who believe that globalisation 

throttles democracy, gouges the poor 
and fouls the environment are bound tore- 
gard today’s mostly open markets for inter- 
national capital as evil. However, this does 
not prove that unimpeded flows of capital 
are a good thing. The capital market has 
vindicated its critics and embarrassed its 
would-be defenders too often of late. It has 
been responsible for, or at least deeply im- 
plicated in, some very costly economic 
breakdowns. Perhaps the anti-globalists 
are on to something. 

Rapid globalisation has done nothing 
to undermine the confidence liberals have 
always placed in trade. No serious econo- 
mist questions the case for international 
integration through flows of goods and 
services, though there is a lively argument 
over how integration through trade can 
best be brought about. Trade is good. But 
even the most enthusiastic advocate of 
economic integration may be starting to 
wonder whether unimpeded flows of cap- 
ital are quite such a blessing. 

Economic principles suggest that they 
should be. Economics relies heavily on the 
idea that wider opportunities make peo- 
ple better off—or at least that they do not 
make them worse off. Whatever else trade 
does, it widens opportunities. When trade 
barriers come down, people on each side 
have an opportunity lacking in a closed 
economy. They can decide to consume 
goods that they have not produced, and 
pay for them by producing goods they do 


not wish to consume. If they believe they 
are better off as a result, that is what they 
will do. Otherwise, they will carry on as 
before. 

Essentially the same logic applies to in- 
ternational finance. Just as a closed econ- 
omy can consume only whatit produces, it 
can invest only what it saves—no more, no 
less. Trade in capital makes it possible for 
countries to separate their saving and in- 
vestment choices. They can invest more 
than they save by borrowing the difference 
from abroad; or they can invest less than 
they save by lending out the surplus. 
Changes in the price of capital will ensure 
that global supply and demand match up, 
just as changes in the prices of goods bring 
exports and imports into global balance. 

Just as nothing forces a country to trade 
when the economy opens up, nothing 
forces a country to become a net importer 
or exporter of capital if its firms and indi- 
viduals prefer to lend and borrow as they 
did before. International capital widens 
choices in just the same way as interna- 
tional trade. 

So how can you be worse off if you are 
given choices you did not have before, 
without being obliged to take them up? 
The answer is that you may make choices 
you come to regret. Experience suggests 
that even within the borders of a single 
economy, trade in capital is far more prone 
to mistakes than trade in goods or ser- 
vices—though why this should be so is not 
immediately obvious. And if domestic >» 





> trade in capital is more error-prone than 
domestic trade in goods, then interna- 
tional trade in capital is even worse. This 
perhaps is easier to understand: take the 
mistakes that get made in a domestic con- 
text, then multiply them by ignorance due 
to distance and exchange-rate risk. 

The result is plain enough: recurring fi- 
nancial calamity; sovereign debt default; 
capital flight; currency crisis; bank failure; 
stockmarket crash. And the harm is by no 
means confined to the people who made 
the mistakes, or to the finance industry at 
large. Financial collapses have an un- 
matched capacity for projecting their ef- 
fects right across the domestic economy, 
and in the worst cases far beyond that, 
across the region and even across the 
world. 

Even if there were no doubt that the 
gains from trade in capital are large—on a 
par with the gains from trade in goods and 
services—the costs incurred in recent finan- 
cial emergencies would still give one 
pause. Financial crises of the sort that hit 
Latin America in the 1980s, Mexico in 1994 
or East Asia in 1997-98 cause recessions 
equivalent to years of growth forgone. The 
1980s were aptly called Latin America’s 
“lost decade”. Argentina and Brazil, to 
name but two, are even now struggling, re- 
spectively, with an exceptionally severe re- 
cession and the threat of a new financial 
collapse. Financial distress is a salient in- 
gredient in Japan’s endless economic diffi- 
culties, in Europe’s current slowdown, in 
the fragility of America’s economic recov- 
ery. And if things grow suddenly worse in 
any of these places, finance will spread the 
damage far and wide. 

So trade in capital is different from trade 
in goods and services in two main ways: in 
the scope for getting things wrong, and in 
the punishment that follows. The first is 
great and the second is fearsome. It is 


enough to make a good liberal stop and 
think. 


We all make mistakes 

What makes finance so prone to error? Fi- 
nancial markets are asset markets: that is, 
they are markets for streams of payments 
spread out over time. (Many goods and 
some services have an extended time di- 
mension too. By definition, the more this is 
true, the more such goods and services be- 
have like assets. That is why the market for 
houses behaves a lot like the market for 
corporate bonds and not much like the 
market for biscuits.) When you buy an as- 
set you are gambling on the future. Small 
changes in beliefs about the future can 


have a surprisingly large effect on the 
value of the assets concerned. 

The numbers can seem outlandish, but 
it is only a matter of the arithmetical rela- 
tionship between present value, com- 
pound interest and future value. Pricing a 
company share, for instance, involves sev- 
eral variables, but on plausible assump- 
tions an improvement of just one percent- 
age point in the expected growth of a 
company’s earnings could easily justify a 
rise of 25% in its share price. 

In other words, because asset prices are 
bets on a distant and uncertain future, they 
are inherently volatile. Moreover, inves- 
tors tend to deal with uncertainty in ways 
that aggravate the problem. If information 
about underlying value is absent or ob- 
scure, they are likely to become preoccu- 
pied with the views of other investors. 
Sometimes, maybe usually, this is a pro- 
cess that uncovers new information and 
disperses it. Now and then, however, it de- 
generates into crowd hysteria. 

In extreme cases, the views of other in- 
vestors are taken seriously even when 
flatly contradicted by such facts as may be 
available. That was certainly true during 
the later stages of the dotcom bubble of the 
1990s, and there are countless other exam- 
ples. From time to time, such mental ab- 
errations are even dignified by being pre- 
sented as “schools of thought”: from 
“momentum investing” and “greater fool 
theory” to “the new economy”. 





Now add to this the possibility of lever- 
age. Thanks to capital markets, investors 
can place their bets on this distant and un- 
certain future using borrowed money. 
Without debt, the most you can lose is 
everything you have. If you can borrow, 
on the other hand, there is really no limit to 
what you can lose, because leverage al- 
lows you to punt other people’s money as 
well as your own. Financial markets at- 
tract talented and ingenious people. A 
great deal of effort, it is said, goes into find- 
ing ways of pooling and reducing risk. Evi- 
dently, however, a good deal also goes into 
finding ever more complicated ways of 
building leverage on leverage, and then 
leveraging some more. 

It has been widely noticed that going 
bankrupt for a few million dollars is no 
more painful than going bankrupt for a 
few thousand. This is apt to discourage 
prudence, and the imprudent, however 
talented and ingenious, make mistakes. 

Debts are also a main reason why mis- 
takes in financial markets, when they hap- 
pen, can have bigger consequences than 
errors in an economy’s less excitable parts. 
Losses may cascade across a series of lend- 
ers, many of which may not even have re- 
alised that they were exposed to the risk. A 
surprise that is big enough and bad 
enough may perturb the mood of self-jus- 
tifying expectations that had up to then 
been propping valuations across an entire 
class of investments, and at worst across 
the economy as a whole. 

A particular risk is that a bank may be 
threatened with failure as a result of its 
losses. Banks are intrinsically fragile enti- 
ties, which is why, historically, they have 
invested so much in the pretence of secu- 
rity and solidity. They promise to give de- 
positors all their money back on demand. 
As soon as depositors ask a bank to make 
good on that pledge, the bank (which re- 
tains only a fraction of its deposits in ready 
cash) goes bust. Depositors at other banks 
may then want their money back too. And 
because banks provide the infrastructure 
of payments services in a modern econ- 
omy, that comes under threat as well. 

Financial volatility need notin itself be 
such a bad thing. Even if it causes volatility 
in GDP, and hence in incomes, that is not 
necessarily disastrous either. People have 
ways of protecting themselves against ups 
and down in their incomes. Financial mar- 
kets, of course, can help them in this. Gov- 
ernments can help as well, with safety- 
nets of one sort or another and with poli- 
cies that mitigate the highs and lows of the 
economic cycle. Unfortunately, the evi- >» 






> dence suggests that financial volatility not 
only causes bigger ups and downs in out- 
put and incomes, it also leads to lower av- 
erage incomes over time. Latin America’s 
lost decade really was lost. 

All this, to be sure, could perfectly well 
be true of a closed economy. But an econ- 
omy with financial links to the outside 
world may, according to circumstances, 
face much bigger risks. The problems of 
uncertainty are worse, for the reason al- 
ready mentioned: distance, measured not 
just in miles but also in differences in lan- 
guage, business culture and legal environ- 
ment. This increases the tendency to rely 
on other investors’ judgments rather than 
one’s own. It also increases the scope for 
risk that is disguised, accidentally or other- 
wise, and hence the danger that investors 
will be taken by surprise. 

And trading capital across borders usu- 
ally involves an additional financial mar- 
ket that is especially susceptible to all of 
the above: the market for foreign exchange. 
Most if not all of the big financial crises of 
recent decades have involved banking cri- 
ses, currency crises or both. In these ways, 
the global capital market appears to take a 
big problem—the economic instability that 
would anyway be caused by purely do- 
mestic finance—and make it worse. 

If the scope for error in capital markets 
is so great and the subsequent punishment 
so brutal, do the benefits of unimpeded 





UPPOSE capital were bottled up in 

individual countries, not free to flow 
from one to another. Rich economies 
would have lots of it. Too much, in a way: 
the law of diminishing returns would 
have set in. Poor economies, in contrast, 
would have less capital than they can put 
to good use: returns to extra capital there 
would be higher. Both kinds of country, 
and the world as a whole, would be better 
off if people were free to move capital from 
the one to the other—or so it would seem. 

The poor-country capital importers 
would invest more and produce more. The 
rich-country capital exporters would in- 
vest less, but the income they lost this way 
would be more than outweighed by the 
additional income they received from in- 
vestments abroad offering high returns. 


flow from rich cou 


global finance, substantial as they may be, 
justify the risk? The answer, as this survey 
will argue, is yes—but for many economies 
it is a close thing. Much depends, as well, 
on exactly what is meant by “unimpeded”. 


A close-run thing 
Trade in goods and services is simple: what 
governments need to do, through the 
World Trade Organisation, through this or 
that regional trade agreement, or best of all 
unilaterally, is abolish their barriers. 
When it comes to finance, there is no such 
straightforward advice. “Let capital flow 
where it may” is bad policy. Finance must 
be intelligently regulated, at home as well 
as internationally, in ways that ordinary 
commerce does not require. When capital 
flows are liberalised, it needs to be done 
cautiously and within prudent limits. To 
that extent, global finance must indeed be 
impeded. 

Governments and their advisers are a 
long way from understanding how this 
should ideally be done, let alone from 
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ntries to poor? 


This is the simple theory of interna- 
tional capital flows. Sometimes it works. 
For sustained periods during the past cen- 
tury or two, capital went where it was sup- 
posed to, and made a great difference to 
the pattern of economic development. In 
the last quarter of the 19th century, British 
capital equivalent to 5% of host-country 
GDP and more flowed out each year to the 
United States, Canada, Australia and Ar- 
gentina. France and Germany were big ex- 
porters of capital too, though not quite on 
that scale. The flows paid for a large part of 
the investment undertaken in the capital- 
importing countries. 

This golden age of financial globalisa- 
tion ended in 1914. Global financial con- 
nections were cut by the first world war, 
and only briefly repaired in the immediate 


putting any such understanding into prac- 
tice. There is no detailed consensus on the 
right approach to international financial 
regulation, any more than there is on the 
domestic sort: there is plenty of activity, 
but for the most part it is co-operation 
without conviction. 

The risks of international finance need 
to be frankly acknowledged, and then re- 
duced so far as possible. That means 
weighing the costs and benefits of differ- 
ent kinds of capital mobility, and setting 
policies accordingly. It means abandoning 
certain orthodoxies of international econ- 
omic policy. The danger cannot be elimi- 
nated altogether, but the remaining risk is 
worth taking because the potential gains 
from international capital flows are large, 
especially for the world’s poor countries. 

To ignore that potential would be an 
even greater mistake than to liberalise 
recklessly. The global capital market is a 
treacherous aid to economic growth, butin 
the end, above all for the poor, an indis- 
pensable one. m 





aftermath. Then, for nearly half a century, 
from the Depression until the 1970s, inter- 
national flows of private capital dwindled 
to almost nothing. In the 1970s, net flows 
of private capital to the world’s poor coun- 
tries amounted to a little over 1% of host- 
country GDP. This trickle was sufficient to 
finance a miserly one-twentieth of what 
many poor countries spend on investment 
(and an even smaller share of what they 
should be spending). 

By the end of the 1970s, those meagre 
figures were increasing, though they still 
fell far short of the 19th-century boom. 
And the resurgence, such as it was, ended 
badly, in the debt crises of the 1980s. By 
the end of the 1990s, flows had recovered 
from that setback and endured two more— 
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» East Asian debacle of 1997-98. Taking one 
decade with another, flows in the 1980s 
were about equal to flows in the 1970s; 
during the 1990s, they were substantially 
larger. By the end of the 1990s, annual 
flows as a proportion of developing-coun- 
try GDP were some three times bigger than 
in the 1970s (see chart 1). 

Nonetheless, measured against the ap- 
parent opportunities for productive invest- 
ment in the developing countries, as well 
as against the flows a century earlier, they 
were still small. At the end of 2001 (the lat- 
est year for which figures are available) the 
worldwide stock of cross-border bank 
loans and deposits was $9 trillion. Of that, 
only around $700 billion was attributable 
to developing-country borrowers. The 
stock of global cross-border investment in 
securities was some $12 trillion, of which 
developing-country borrowers accounted 
for just $600 billion. Asin the 19th century, 
moreover, most of the capital exported by 
rich countries to poor countries still travels 
to just a handful of recipients. 


Anti-gravity 

These figures belie the idea of a steady tide 
of capital running from rich countries to 
poor. On average, it is true, creditor coun- 
tries are richer than debtor countries; in 
this sense, at least, capital does flow down- 
wards. But there are some notable excep- 
tions even to this broad pattern. Despite its 
economic slowdown, the United States 
continues to invest a lot while saving next 
to nothing: its economy draws in huge 
amounts of capital from abroad, and its 
net foreign liabilities currently stand at 
more than 20% of GDP. 

All this raises a question. The most suc- 
cessful developing countries of an earlier 
era showed that foreign capital can make 
an enormous difference to their prospects 
for rapid development. Financial crises 


notwithstanding, rich-country investors 
profited too. Why, in that case, does capital 
today not flow in much larger quantities 
from rich parts of the world to poor? 

One reason is that capital is not the only 
thing which is lacking in most developing 
countries. Labour may be plentiful, but 
workers in poor countries are mostly less 
well educated and have less training in in- 
dustrial skills than their rich-country 
counterparts. In many countries, property 
rights are insecure and the rule of law is 
unreliable. The economic infrastructure 
necessary to get the most out of new in- 
vestment may not be there. Political risk 
may be a problem. For these and other rea- 
sons, switching capital from countries 
where there is plenty to countries where 
there appears to be a shortage yields 
smaller profits than one would suppose. 
(America’s overwhelming advantages in 
all these respects help to explain why it at- 
tracts so much new capital, despite seem- 
ing to have more than it needs.) 

Second, most developing countries do 
not let capital come and go freely. Blanket 
restrictions on the movement of capital 
are much rarer than they used to be, but as- 
sorted official or unofficial obstacles are 
still often put in the way of foreign inves- 
tors. Despite measures to liberalise the cap- 
ital markets in recent years, they are still far 
less open to cross-border finance than the 
typical developed economy (see chart 2). 

So where the flow of international capi- 
tal could do most good-—in the developing 
countries—there is precious little of it. Does 
that matter? If you take the view that capi- 
tal flows are more of a curse than a bless- 
ing, probably not. Yet history suggests that 
the most successful developing countries, 
at least up until the first world war, bene- 
fited enormously from foreign capital. And 
everybody agrees that the flow of capital 
from one rich country to another is wholly 
beneficial for both sides. Is anybody 
suggesting capital controls for the United 
States? Not even those who consider 
America’s present rate of capital inflow 
worryingly high. The benefits of access to 
global capital markets are called into ques- 
tion only for poor countries. 

To get an idea of what is at stake, it 
would be useful to have a rough estimate 
of the developing countries’ gains from 
capital flows. Unfortunately, no generally 
agreed estimates exist. The 19th century 
seems too remote a guide. Careful analysis 
of the more recent connection, if any, be- 
tween capital flows and growth in de- 
veloping countries is still surprisingly 
sparse, though interest in the subject has 


been mounting lately. As yet there are rela- 
tively few studies, far fewer than of the 
links between growth and trade, and the 
results have not settled down to anything 
resembling a consensus. This is partly be- 
cause the expansion of rich-to-poor capital 
flows to significant size is, as noted earlier, 
a comparatively recent event. 


Guessing the benefits 
Two other things frustrate efforts to esti- 
mate the gains. One is that the main effects 
of openness to capital can be expected to 
push in opposing directions: access to capi- 
tal ought to spur investment and growth, 
but at the same time it will expose an econ- 
omy to additional economic turbulence 
which may slow it down. The net result 
will be difficult to uncover among all the 
other factors contending for influence. 
Also, “capital flows” is a broad term. It 
includes quite different kinds of financial 
transaction: bank lending, short- and long- 
term; investment in public or private 
bonds; investment in equities; direct in- 
vestment in productive capacity. Each has 
different implications for growth on one 
hand and exposure to capital-market risk 
on the other. The gains from capital in- 
flows are going to depend on exactly what 
kind of capital is flowing. Again, statistical 
evidence may struggle to provide answers. 
Still, one may hazard a guess. According >> 
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> to one recent review of the literature, by 
Wendy Dobson of the University of To- 
ronto and Gary Hufbauer of the Institute 
for International Economics, developing 
countries may have gained roughly as 
much, overall, from access to global capital 
markets as from access to trade in goods 
and services. The authors say itis plausible 
to suppose that by 2000 developing coun- 
tries were gaining around $350 billion a 
year in additional GDP thanks to access to 
the global marketin goods and services. As 
a result, developing-country GDP was 
about 5% higher than it would otherwise 
have been. Drawing on research that aims 
to separate the effects of different kinds of 
capital, they calculate that the gain up to 
now from even the limited access to inter- 
national capital these countries have en- 
joyed might be about the same. 

If the gains from (incomplete) capital- 
market integration really are as big as that, 
they would be worth the price of a finan- 
cial crisis or two. Over the past few de- 
cades, admittedly, the world has suffered 
more than a few. When it did the sums in 
1999, the IMF counted 64 banking crises 
and 79 currency crises since 1970. (That in- 
cludes some double-counting, because 
many countries had both kinds of crisis 
simultaneously.) Most of these were small 
affairs, national rather than international 
in character. Over time, however, the role 
of international capital in spreading finan- 
cial breakdown across borders has been 
growing. And when financial crises hap- 
pen, the toll on incomes is heavy. 

Ms Dobson and Mr Hufbauer have 
gathered estimates of the cost in lost GDP 
of 24 banking crises and 36 currency crises 
during the 1980s and 1990s. Research sug- 
gests that the calamities of the 1980s cost 
Latin America an average of 2.2% of GDP a 
year over the decade. In the 1990s East 
Asia’s financial traumas cost the region 
1.4% of GDP a year. 

Within these regional averages, of 
course, some countries suffered much 
more than others. Indonesia’s output, for 
example, fell by 14% in 1998 alone, against 
an earlier trend of 7% annual growth: a 
one-year GDP shortfall of more than 20%. 
Overall, though, the cost of financial crises 
for all emerging-market economies 
worked out at around 0.6% of GDP a year 
for the1980s and 0.7% of Gpr a year for the 
1990s (see table 3). Set beside Ms Dobson’s 
and Mr Hufbauer’s estimated capital-mar- 
ket benefits of 5% of Gpr a year, that does 
not seem too bad. 

However, many critics of financial 
globalisation would challenge these num- 


bers, especially so far as the benefits are 
concerned. And they have a surprising 
new ally. Anew review of the empirical lit- 
erature by economists at the IMF, trad- 
itionally devoted to the cause of open capi- 
tal markets, finds no consensus that 
financial integration yields any net bene- 
fits in growth at all (even though, the Fund 
insists, in theory it ought to). Of 14 papers 
reviewed, only three find that financial 
integration has a positive effect; another 
four find that the effects are mixed; and the 
rest find no effect one way or the other. The 
IMF’s review also looks at the relationship 
between other measures of economic 
well-being and different measures of econ- 
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omic openness. Trade improves economic 
welfare, according to this research. Finan- 
cial integration has no significant effect. 
The absence of a clear conclusion sug- 
gests two possibilities. One is that finan- 
cial integration is indeed a mixed blessing: 
it has costs as well as benefits, making net 
benefits (if any) hard to spot. Second, un- 
like free trade, financial integration may be 
good for economies only if certain condi- 
tions are met. If countries meet these re- 
quirements, they gain; if not, they lose. On 
balance, the effects tend to cancel out. 
These theories are not mutually exclusive. 


Split the difference 

Even so, for some countries, at least, access 
to global capital is likely to bring advan- 
tages as well as drawbacks. And there is no 
need to come to an all-or-nothing judg- 
ment about capital flows. The choice is not 
between completely unfettered flows and 
financial isolation. According to circum- 
stances, a middle way may be best. The 
aim should be to reduce the costs of finan- 
cial integration without casting aside such 
benefits as there may be. 

Seeking the benefits of financial inte- 
gration while suffering fewer costs is a dif- 
ficult task, as the rest of this survey will ex- 
plain, but by no means a hopeless one. 
There is little prospect of ever eliminating 
the risk of financial crisis, short of elimi- 
nating finance itself. But the terms of the 
trade-off between higher incomes (be- 
cause of broadened economic opportuni- 
ties) and higher risk (because of exposure 
to financial hazards) can be improved. 

Unfortunately, developing countries 
face particular difficulties in striking the 
right balance. The combination of mal- 
functioning domestic finance, weak regu- 
lation and erratic economic policy is per- 
fectly designed to get the worst out of 
financial openness. In countries where 
those failures are severe and cannot be cor- 
rected, an incautious opening of the econ- 
omy to foreign capital is likely to do much 
more harm than good. 

Reaching a modest minimum compe- 
tence in regulation and economic policy is 
crucial for the emerging-market econo- 
mies. And there is a lot of work for govern- 
ments elsewhere too—very much in their 
own interests, not just for the sake of spur- 
ring development in the poor countries. 
Rich-country suppliers of finance, rich- 
country regulators and the international fi- 
nancial institutions directed by rich-coun- 
try governments all need to do better if the 
full mutual benefits of financial globalisa- 
tion are to be achieved. m 
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RE some kinds of iad inflow better 
than others? On the face of it, yes. Bor- 
rowing from a bank, for example, is rela- 
tively risky. If, for example, the borrower’s 
income falls, for whatever reason, he has 
no choice but to service the debt just as be- 
fore, even though his capacity to do somay 
be less. A bank loan taken out at a floating 
interest rate, or denominated in foreign 
currency, exposes the borrower to addi- 
tional risks beyond his control. Banks may 
call in loans, or refuse to roll over short- 
term credits. 

At the other extreme, foreign direct in- 
vestment (FDI) looks comparatively safe. 
In effect, the foreign investor is sharing 
much of the receiving country’s risk. If pro- 
fits should fall, so will the foreign inves- 
tor’s income from his investment: the cost 
of servicing the investment moves in step 
with the recipient’s economic fortunes. 
Also, FDI is alot more difficult to withdraw 
when times are hard. Investments may 
have to be sold ata loss, if they can be sold 
at all. Somewhere between bank loans 
and Fp1in terms of risk-sharing are portfo- 
lio investments such as bonds and shares. 

Again, however, there are trade-offs 
which make the choice more complicated 
than it seems. A key issue is cost: there isno 
something for nothing in international fi- 
nance. FDI may be a safer source of capital 
than borrowing from a bank, but in the 
long run it is likely to be more expensive. 
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The reason is simple: in return for shoul- 
dering extra risk, investors require a bigger 
income. In the end, the share of profits to 
which FD1 entitles them can be expected to 
pay a lot more than the interest payments 
due on acomparable bank loan. 

FDI has other drawbacks. It is much 
more difficult to arrange. Banks specialise 
in bridging the gap between investors and 
borrowers, bringing them together even 
though one may know nothing about the 
other. FDI demotes the middle-man to an 
advisory role at most, so the principals 
have more to do. Direct investment re- 
quires a close long-term relationship be- 
tween the investor and the company that 
is invested in. 

This is an advantage in some ways. FDI 
often brings the recipient useful technical 
and managerial knowledge, and vital con- 
tacts in world markets, as well as money. 
But an FDI partnership requires a big in- 
vestment of time and effort, especially on 
the investor’s side. This will tend to nar- 
row the scope of FDI to large projects in rel- 
atively large recipient countries (which 
can offer the investor a correspondingly 
big market for its output). Of all the compa- 
nies or activities in developing countries 
that could make good use of foreign capi- 
tal, comparatively few are currently in a 
position to attract FDI. 

A pity, because the economic evidence, 
such as itis, seems to confirm that FDIis on 
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balance the most desirable form of capital 
inflow. Recall the estimate quoted earlier 
for the developing countries’ gains to date 
from openness to cross-border capital: an 
improvement of 5% in GDP, roughly on a 
par with the gains from trade. The studies 
which yield that number allow separate 
(albeit rough) estimates to be made for the 
respective gains from FDI, portfolio flows 
(bonds and equities) and bank loans. This 
research suggests that a rise of one percent- 
age point in the ratio of the stock of FDI to 
GDP will raise GDP by 0.4%. In the decade 
to 2000, the ratio of FDI to GDP in the de- 
veloping countries went up from 7% to 
21%. That rise of 14 percentage points im- 
plies an improvement in GDP of 5.6%. 

The evidence on whether portfolio in- 
vestment affects growth is even more 
sparse than the evidence on FDI. However, 
the OECD’s Marcelo Soto, whose work 
was used in deriving the FDI estimate, has 
looked at both. He found that, within the 
total of portfolio flows, equity flows have 
an even bigger positive effect on GDP than 
FDI, an admittedly strange result. Con- 
versely, bond flows actually have a nega- 
tive effect. Averaging the two, with a 60% 
weighting for bonds (to reflect the mix 
within the portfolio-flows total), suggests 
an improvement of 0.2% in GDP for each 
one- point rise in the ratio of portfolio capi- 
tal to GDP. Between 1990 and 2000, the ra- 
tio of portfolio capital to GDP in the de- »» 








> veloping countries rose from 8% to 14%, 
implying an improvementin GDP of 1.2%. 

According to the same research, bank 
debtis the one to avoid. It is estimated to re- 
duce GDP by between 0.2% (Mr Soto’s fig- 
ure for loans) and 0.4% (trade-related cred- 
its) for every rise of one pointin the ratio of 
bank debt to Gpp. The developing coun- 
tries’ stock of foreign bank loans and trade 
credits increased from 30% of GDP in 1990 
to 37% in 2000. That implies a fallin GDP of 
around 2%. 


It just so happens 

At best, these figures should be regarded as 
only a rough guide to orders of magnitude. 
Nonetheless, they seem to support a pref- 
erence for FDI over portfolio flows, and a 
strong preference for either of these over 
bank-debt flows. 

Recent years have seen a dramatic shift 
in the composition of capital flows to the 
emerging-market economies. In light of 
the evidence on the advantages of differ- 
ent kinds of capital, the change looks like 
one for the better. Bank lending has fallen 
sharply. Portfolio investment (bonds and 
equities) has gone up. And FDI has soared, 
despite the difficulties in expanding it as 
quickly as many countries would wish. 

In 1980, flows of short-term debt to 
emerging-market economies amounted to 
$30 billion, net of repayments. In 1990, the 
figure was $15 billion. From 1998, flows of 
short-term debt turned negative; that is, re- 
payments and interest exceeded new 
loans. FDI inflows moved sharply in the 
opposite direction: from $5 billion in 1980 
to $24 billion in 1990 and $160 billion in 
2000. Net portfolio investment has in- 
creased too, from about zero in 1980 to $26 
billion in 2000 (see chart 4). 

A variety of factors lie behind this 
changing pattern. Bitter experience, cul- 
minating in the East Asian debacle, has 
curbed the banks’ own appetite for con- 
ventional cross-border lending, though 
perhaps only temporarily. Attitudes have 
also changed in many of the developing 
countries. In some of them, financial lib- 
eralisation has opened domestic securities 
markets to foreigners for the first time. In 
others, access may not yet be free but is at 
least easier than before. And attitudes to 
inward direct investment have undergone 
a transformation. Even countries such as 
India, which for decades set its face against 
foreign ownership of local assets, are vy- 
ing with each other to draw foreign inves- 
tors in. China’s remarkable growth during 
recent years, fuelled in part by its success in 
attracting FDI, has not gone unnoticed. 
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Even if economic policy in industrial 
and emerging-market countries did noth- 
ing further to alter the mix, the trend to- 
wards greater flows of FDI and equity fi- 
nance seems likely to continue. This is not 
because the lessons from the financial cri- 
ses of the 1990s have been taken to heart: 
financial markets have short memories. It 
is because economic development itself 
seems to favour this kind of finance. 

As the developing countries become 
more prosperous, their financial and legal 
systems will become more sophisticated. 
FDI opportunities will become easier to 
find and exploit, and domestic financial 
markets will converge on the standards of 
depth and organisation familiar in the rich 
West. As domestic banking systems ma- 
ture, moreover, they will be able to meet 
more of the financial needs so far satisfied 
by bank borrowing across borders. With 
economic growth and intensifying global- 
isation, every kind of financial flow might 
well continue to expand. But the mix of 
capital types, left to itself, is likely to drift 
gradually in the right direction. 


Faster, faster 
Ought governments to be satisfied with 
that, or should they try to accelerate this re- 
cent trend? The answer is that they should 
hurry it up. Some suggestions follow as to 
how they might do it. But first a word of 
caution: intervention of this kind needs to 
be done rather carefully. 

If different kinds of capital were a close 
substitute for one another, there would be 


little need to hesitate in trying to improve 
the mix. Policy could aim to reduce cross- 
border bank flows and increase FDI, say; 
the expanded FDI would meet all the 
needs satisfied up to now by cross-border 
bank finance; capital flows would be safer, 
and nobody (except the banks) would be 
any the worse off. The trouble is that differ- 
ent kinds of capital cannot stand in for 
each other in this way. Many of the bor- 
rowers in developing countries that could 
put foreign capital to good use lack access 
to FDI, or to equity finance for that matter, 
and will for the foreseeable future. A 
strong push against cross-border bank 
debt could leave most such borrowers 
stranded. Risky capital from banks may be 
the only kind they can get. 

This danger will be especially great in 
the poorest, worst-governed countries. Re- 
call that FDI and cross-border equity fi- 
nance are safer for the borrowing country 
because the investor shoulders more of 
the financial risk. In backward countries, 
foreign investors may simply refuse to do 
that. Legal systems may offer little or no 
protection against breach of contract, ex- 
propriation or outright theft. Corruption 
too is often an issue. In such circum- 
stances, a western company with a reputa- 
tion to lose will think twice before entering 
into a close economic partnership. To be 
sure, bank lending to such countries is 
hardly to be recommended either—but it 
may be that or nothing. Ruling out bank 
lending altogether is going to make some 
worthy borrowers worse off. 


All or nothing? 
Another risk is that in trying too hard to 
discourage one kind of capital, govern- 
ments may inadvertently discourage oth- 
ers too. Maybe cross-border bank finance 
goes hand in hand with cross-border equ- 
ity finance and with FpI. Discourage the 
banks, and far from seeing FDI and equity 
finance rise, you may see them fall, again 
leaving the borrowing countries worse off. 
On the whole, though, the evidence on 
these interconnections is encouraging. It 
certainly does not seem to rule out cau- 
tious efforts at reforms to improve the mix. 
Within domestic financial systems, differ- 
ent aspects of financial development tend 
to go forward together. Bank finance and 
stockmarket development, for instance, 
seem to be closely associated. But there is 
little sign that cross-border bank finance 
has any particular significance in this. Cer- 
tainly, economic policy needs to nurture 
efficient domestic banking: for its own 
sake, and also because otherwise equity > 





> markets and other aspects of financial 
deepening may be held back. But so long 
as governments do not discourage cross- 
border bank finance in a way that also dis- 
courages domestic bank finance, the ef- 
fects on FDI and securities markets are 
likely to be slight. 

So far as substitution of one kind of 
capital for another is concerned, the price 
to be paid for discouraging cross-border 
bank lending seems affordable. Other 
forms of capital are unlikely to expand to 
fill all of the gap, but they will expand to fill 
most of it—especially if the rules are drawn 
up to discourage only those forms of bank 
finance that are particularly hazardous for 
poor-country borrowers. 

If the rules concentrate on discouraging 
short-term lending, for instance, the result- 
ing gap can be filled not just by additional 
FDI and portfolio investment, but also by 
additional long-term loans—not as risky as 
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ANKS have proved themselves to be 

the most hazardous economic institu- 
tions known to man. Breakdowns in bank- 
ing lie at the centre of most financial crises. 
And banks are unusually effective at 
spreading financial distress, once it starts, 
from one place to another. It it tempting to 
conclude that banks should simply be 
abolished. Unfortunately, that is unlikely 
to be possible. Banks seem to be necessary. 

To see why, consider the job that any fi- 
nancial system has to do. It has to bring 
willing lenders and willing borrowers to- 
gether. One way or another, this involves 
processing information. Two kinds of pro- 
blem arise. First, the lender needs to know 
whether a would-be borrower is a good 
risk. To complicate matters, the keener the 
borrower—and the higher the interest rate 
he is willing to pay on the loan—the more 
likely he is to be a bad risk. This is called ad- 
verse selection: the most eager borrowers 
will be the least desirable, making lenders 
less willing to lend. The possibility of ad- 
verse selection inhibits productive lending 
and borrowing. 

The other problem that financial sys- 
tems encounter in processing information 
is moral hazard. Once a borrower has his 
loan, he may try to cheat. In investing the 
money, the most he can lose is the amount 


short-term loans. In 1991 Chile imposed an 
implicit tax on inflows of short-term capi- 
tal to reduce the aggregate inflow. In that, 
the policy failed: the overall flow was not 
much changed. But studies conclude that 
the tax did alter the pattern of inflows, 
shifting it away from short-term debt. That 
was a useful, albeit accidental, discovery. 
Bear in mind, also, that in making the 
global capital market a safer place, the pol- 
icy-reform agenda goes far beyond the ex- 
tent to which developing countries should 
encourage or discourage particular sorts of 
inflow. It requires changes in a broader set 
of policies, aimed at promoting an efficient 
and well-balanced domestic financial sys- 
tem. That in itself will help speed the right 
kind of inflows; and without it, even the 
right kind of inflows would be little use. 
Rich-country policies need to be looked 
at as well. The mistakes that led to the fi- 
nancial crises of the 1980s and 1990s were 
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of the loan. But he may calculate that the 
greater the risk he takes with the money, 
the higher his chances of doing very well. 
Because his losses are capped, he is en- 
couraged to take a bigger risk with his in- 
vestment than he otherwise would. 

Moral hazard becomes acute if the bor- 
rower expects to lose the value of his in- 
vestment anyway. In that case he has 
nothing further to lose by taking a much 
bigger risk in the hope of turning his for- 





made by rich-country financial institu- 
tions under the supervision of rich-coun- 
try regulators. And finally there is the 
multinational dimension: rich countries 
and poor countries alike need to examine 
the “architecture” of international finance, 
and see what kind of additional work—ex- 
tensions, embellishments or strengthened 
foundations—may be needed. Are multi- 
national bodies such as the 1mF doing all 
they can to prevent crises or, if they hap- 
pen, to manage them competently? 

The financial upsets of the past two de- 
cades, and especially the East Asian crisis 
of the late 1990s, have yielded a mass of 
new information and spurred a great deal 
of activity under each of these headings. 
Under its own steam, the global capital 
market seems to have been moving lately 
to a safer and more productive mode of 
operation. Here and there, better policy 
can help to move that process along. m 
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tunes around. If this “gamble on redemp- 
tion” works, he keeps all the proceeds after 
the loan is repaid, but the lender gets no ex- 
tra return. If the gamble fails, the borrower 
is no worse off than if he had acted pru- 
dently. Moral hazard also takes more obvi- 
ous forms: some borrowers will be 
tempted simply to steal the money, or 
waste it, or otherwise do things that make 
it less likely that the lender will be repaid. 
Lenders deal with moral hazard in the 
same way they deal with adverse selec- 
tion—by lending less than if they had all 
the information they needed. 

This is where banks come in. They are 
specialists in dealing with adverse selec- 
tion and moral hazard, which is why their 
role in financial systems everywhere is so 
central. They develop expertise in know- 
ing what questions to ask borrowers seek- 
ing loans; indeed, they will already know a 
good deal about them if the would-be bor- 
rowers are existing customers. This allows 
them to screen out many of the bad risks. 
Access to information also makes it possi- 
ble to curb moral hazard. Banks can moni- 
tor what their borrowers are up to; they 
can set restrictions on what the money is to 
be used for, and enforce them by threaten- 
ing to callin loans or withhold new ones. 


Could all this not be done by financial »» 
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> markets, at arm’s length? Up toa point, but 
banks do have the edge. They are more 
likely to know a lot about the borrower to 
begin with. Moreover, they keep all the 
benefits of effective appraisal and moni- 
toring to themselves, so they are willing to 
bear the risk. 

Compare this with a loan that takes the 
form of a bond purchase. Suppose that 
one investor has managed to gather the in- 
formation needed to curb adverse selec- 
tion and moral hazard, and on that basis 
buys a bond from the would-be borrower. 
Other lenders will be able to see this pub- 
lic transaction taking place, and will be 
able to buy bonds too, profiting from the 
first investor’s outlay on appraisal and 
monitoring at no cost to themselves. Be- 
cause of this open invitation to free-riding, 
a market-based investor will not want to 
spend much on appraisal and monitoring: 
unlike the bank lender, whose transact- 
ions are private, he cannot keep the bene- 
fits to himself. Everybody will try to take 
advantage of everybody else’s efforts. 

As a result, there will be too little ap- 
praisal and monitoring, and the problems 
of adverse selection and moral hazard will 
be much less well controlled. The cost of 
lending is driven up; financial activity, and 
output and incomes in the wider econ- 
omy, will all be lower. This is why banks 
are necessary. 


Make that “banks” 

Banks may be necessary because of their 
core financial functions, but just how 
widely the business of banking ought to 
be spread is more debatable. Some econo- 
mies’ financial systems rely on bank fi- 
nance far more than others. And the nature 
of banking is changing fast almost every- 
where. A core of traditional banking—de- 
posit-taking and straightforward commer- 
cial lending—may be indispensable, but 
how much of it does a successful economy 
need? In many countries, traditional bank- 
ing represents a diminishing part of what 
modern banks do. 

Economists have long theorised about 
the relative merits of bank-based finance 
and market-based finance. For years it was 
taken for granted that financial systems 
dominated by banks, such as Germany’s 
and Japan’s, were better at mobilising cap- 
ital and channelling it to the best uses than 
systems such as the United States’ and Brit- 
ain’s, which give financial markets a larger 
role. This was especially true, it was be- 
lieved, of economies at an early stage of 
development, where the information- 
gathering advantages of banks were cru- 


cially important. Believers in market- 
based systems emphasised the advantages 
on the other side, including improvements 
in the governance of companies fostered 
by an active market in corporate control. 
By the end of the 1990s these supposed 
advantages of bank-based systems 
seemed rather less compelling. Japan (es- 
pecially) and Germany were achieving a 
less-than-stellar economic performance, 
in stark contrast to America’s remarkable 
success during the decade. The current 
economic consensus, underpinned by 
new research, is not that one system is nec- 
essarily better than the other, but that ei- 
ther can work fine so long as certain condi- 
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The critical factor turns out to be the ef- 


ficiency of the domestic legal system. If 
thatis working well, a financial system can 
deliver the necessary array of financial 
services regardless of whether it is based 
mainly on banks or mainly on markets. 
Moreover, the evidence confirms that fi- 
nancial development—measured by the 
breadth of financial services, again regard- 
less of whether they are delivered by 
banks or markets—plainly promotes econ- 
omic growth. 

So the modern findings on financial 
structure, even though they have retreated 
from the earlier idea that bank-based sys- 
tems work best, offer no reason to jump to 
the opposite conclusion. Get the legal fun- 


damentals right, and banks are generally 
no better or worse than markets in allocat- 
ing capital and promoting growth. 

In any case, financial innovation is 
eroding the distinction. Over the past 20 
years, deregulation, competition and tech- 
nological progress have transformed 
banking worldwide. In a sense, banks 
have become increasingly market-based 
in the way they conduct their own busi- 
ness. The models are converging. Nowa- 
days banks bundle assets (loans) into se- 
curities and trade them; increasingly, they 
earn income from fees as well as from in- 
terest. The once-sharp distinctions be- 
tween commercial and investment bank- 
ing, portfolio management and insurance 
are blurring. And the use of financial deriv- 
atives—in yet another new set of financial 
markets—is altering the way banks man- 
age risk. 

These trends are welcome in some re- 
spects and worrying in others. Banks can 
achieve a much finer degree of control 
over financial risk than before. In princi- 
ple, this should improve the terms of the 
trade-off between risk and return across 
the entire economy, making it possible for 
an investor to achieve a given return at 
lower risk, or to earn a higher return for as- 
suming the same risk as before. 

But there are two snags. One is the 
sheer complexity of the positions that 
modern financial derivatives allow banks 
to create. Often, according to practitioners 
themselves, this outruns the ability of the 
institutions concerned to manage their 
risks. The other problem is much deeper. 
Sophisticated derivatives ought to help the 
economy find a better balance of risk and 
return, with the risks more accurately allo- 
cated to those who are willing and able to 
bear them. But what if banks are some- 
how predisposed to take on more risk than 
they should? Innovations that allow 
banks to gamble bigger sums would then 
appear in quite a different light. 

This is exactly what modern financial 
instruments do allow. Leverage—increas- 
ing the likely gain or loss from an invést- 
ment of a given size—is the salient feature 
of many derivatives. Buying an option to 
acquire shares in a company, for instance, 
is equivalent to buying a larger number of 
actual shares using borrowed money. Sell- 
ing such an option can expose the seller to 
potentially unlimited losses. An increas- 
ingly bewildering array of complex deriv- 
atives make it possible to create enormous 
leverage. If banks for some reason tend to 
take on more risk than they should, finan- 
cial innovation has unquestionably made »» 
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> this easier to arrange—and harder for su- 
pervisors, or even the bank’s own manag- 
ers, to monitor. 

Unfortunately, banks do have a reason 
to take on more risk than they should. The 
reason, paradoxically, is the safety net that 
governments put in place to prevent bank 
failures. By trying to make banks safer, 
governments give banks the means and 
the motive to behave recklessly. 


Fond of a flutter 

Banks are intrinsically fragile. They bor- 
row from depositors with a promise to re- 
pay in full and on demand, and then 
mostly invest those deposits in longer- 
term loans. If depositors all suddenly de- 
cide to withdraw their money at once, as 
their contract with the bank entitles them 
to, the bank cannot meet the demand for 
funds. It will fail. 

Depositors might be induced to with- 
draw their money by fear that the bank 
might be in trouble. Once this fear starts, it 
becomes self-fulfilling, because if there is 
any doubt about the bank’s safety, deposi- 
tors have every reason to withdraw their 
cash: they lose nothing by doing so. If one 
bank is perceived to be in danger, other 
banks are likely to come under suspicion 
too. Bank runs, once they start, tend to 
spread. Note that equity investors who 
fear a collapse in share prices face different 
incentives. As concern mounts, equity 
prices fall immediately, which makes it 
less attractive to sell. In a stockmarket, 
therefore, the price decline is somewhat 
self-limiting. Conversely, once a bank 
scare begins, there is no fall in price to deter 
further withdrawals. Deposits remain re- 
deemable at par until the bank locks its 
doors. 

At different points during the course of 
the 20th century, rich-country govern- 
ments decided that banks were too vulner- 
able to this danger. They were also aware 
that bank failures could cause damage not 
just to depositors too slow to get their 
money out, but much more widely across 
the economy. Banks are needed, after all, 
not just for intermediation between lend- 
ers and borrowers but also to oil the 
wheels of everyday commerce. If the 
banking system collapses, the infrastruc- 
ture for making and receiving payments 
collapses too, and the rest of the economy 
will follow close behind. 


The solution, governments decided, 
was to assure depositors that banks were 
sound, by promising to step in themselves 
if need be. They promised to supply a 
safety net, by arranging for deposits to be 
insured and in other ways. If depositors 
could be persuaded that their savings were 
safe, there would be no danger of a bank 
run and banks would not fail—or would 
fail only rarely, and would not take the rest 
of the system down with them when they 
did. Confidence in the banks would be 
self-fulfilling, in just the same way asin the 
absence of a safety net lack of confidence 
is self-fulfilling. The cost of providing in- 
surance would therefore be modest. 

Recall that banks exist because they are 
an answer to the problem of moral hazard: 
they can monitor borrowers to make sure 
that the funds are not stolen or wasted. But 
who monitors the monitors? Banks are 
borrowers too: they borrow from deposi- 
tors. What stops banks from wasting the 
money they borrow? Partly, the fact that 
depositors will not trust their money to an 
institution that they suspect will be reck- 
less with it: they will place deposits only 
with banks that they judge to be safe. 

Once governments arrange for deposits 
to be insured, however, there is no longer 
any reason for depositors to worry about 
the safety of their bank. They will get their 
money back anyway. So banks will be 
able to take bigger chances with the 
money they lend. They will be able to lend 
to bad risks, charging more in interest and 
therefore earning bigger profits. Higher 
lending rates will allow them to pay de- 
positors more too, enabling them to bid for 
a bigger share of the market. So once de- 
positors stop caring about the soundness 
of their banks, bad banking quickly 
crowds out good. 


Enter the regulator 

Governments have long understood this. 
Their solution is to monitor the banks 
themselves. The quid pro quo for deposit 
insurance—itself absolutely necessary, 
they say, to guard against runs—is careful 
supervision. Require the banks to keep a 
certain minimum proportion of their as- 
sets in reserve, monitor their lending poli- 
cies, place restrictions on the businesses 
they can enter, and so forth. Having lifted 
the burden of bank supervision from de- 
positors, there is only one possible course: 


nationalise it. 

This all seems logical enough, but the 
success of the policy has been mixed at 
best. Banking and financial crises keep 
happening. And there is good specific evi- 
dence that deposit insurance contributes 
to financial instability, especially in de- 
veloping countries. A recent study by Ed- 
ward Kane of Boston College and Asli De- 
mirguc-Kunt of the World Bank shows that 
where effective bank regulation is lacking 
(as itis in many developing countries), de- 
posit insurance of the wrong kind does 
more harm than good. The wrong kind 
means, in particular, that it is too generous 
in its coverage; too well-funded, with re- 
serves explicitly set aside for repayment of 
losses; and run by government officials 
rather than by the private sector. 

This helps to explain why banks have 
been so deeply implicated in the financial 
crises of recent years, as the next section 
will explain. An exaggerated appetite for 
risk has been part of the problem. And as 
banks have become more sophisticated, 
even the best regulators have found it 
increasingly difficult to keep up. 

So if depositors were responsible for 
supervision instead, would they do bet- 
ter? At first sight, professional, highly- 
trained regulators seem a more likely bet 
than ordinary depositors. The trouble is 
that regulators have allowed and even en- 
couraged the banks to become more “effi- 
cient”—lending ever more, against the 
backing of a diminishing base of capital. 
Depositors acting on their own behalf 
would probably have resisted that trend 
and insisted on a more conservative and 
less “efficient” style of banking, which 
nonetheless had the considerable advan- 
tage of exposing their deposits to less risk. 

Be that as it may, moral hazard, which 
banks were invented to tame, has now be- 
come one of the chief weaknesses in the 
international financial system. In reponse, 
governments and regulators have been 
trying to push more of the burden of su- 
pervision back to depositors and other 
parts of the private sector, without arous- 
ing fears of bank failure or otherwise des- 
tabilising the existing system. This is an ex- 
traordinarily difficult balancing act. The 
central role of banks in most, if not all, of 
the recent big financial crises in develop- 
ing countries underlines just how diffi- 
cult—and how important. @ 
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trade-off—to combine more econ- 
omic growth with less financial instabil- 
ity—would be to avoid at least some of the 
financial crises that might otherwise come 
along. But are they avoidable? They hap- 
pen so often that it is natural to think that 
capital mobility and financial distress are 
inseparable: if a country wants the first, it 
will have to put up with the second. There 
is some truth in this. Access to more capital 
makes bigger crises feasible; every now 
and then, somewhere in the world, one is 
going to happen. 

Is this because the same mistakes are 
made again and again, or is each crisis un- 
ique? The answer is yes to both: each crisis 
is unique, and the same mistakes are made 
again and again. However different the 
precise circumstances may be in each case, 
most of the scores of financial crisis seen in 
the past few decades do have certain cen- 
tral features in common. This is encourag- 
ing. Understanding these features and tak- 
ing steps to deal with them could increase 
the safety of the global financial system 
without denying the developing countries 
the capital they need to grow quickly. 

Banks are almost always deeply impli- 
cated when a financial crisis occurs—and 
banking crises are anything but rare (see 
map). Given their role at the centre of any 
market-based financial system, it could 
hardly be otherwise. International bank 
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‘She which declined so aie during 
the 1990s, can still leave a country finan- 
cially much more vulnerable than the fig- 
ures suggest, because bank flows are so 
much more volatile than other kinds. Bank 
capital can switch quickly from inflow to 
outflow, so movements that seem small in 
absolute terms can exercise disproportion- 
ate influence. 

Two kinds of banking weakness need 
to be distinguished: dangers specific to the 
borrowing country where the crisis starts, 
and risks that are due to capital moving 
across borders. As the crisis unfolds, these 
two interact. And the trouble often starts 
with financial liberalisation, a process that 
may aggravate both kinds of weakness. 
Talk about the perils of liberalisation 
makes some economic liberals uncomfort- 
able, though financial economists, includ- 
ing many with strong pro-market leanings, 
have been pointing to the dangers of badly 
handled liberalisation for decades. 


Falling standards 

Every study of the East Asian crisis of the 
late 1990s has drawn attention to lax lend- 
ing standards in the crisis countries. A 
lending boom preceded the breakdowns, 
and in each country most of the money 
went into risky assets such as property 
and equities rather than into productive in- 
vestment. In Thailand, Indonesia and Ma- 
laysia the stock of lending for property ac- 
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counted for as much as 40% of all lending 
before the crisis struck. Creditors were 
therefore unusually exposed to certain 
kinds of risk. Higher interest rates, for in- 
stance, would lower the value of the assets 
against which they had lent, at the same 
time as making some of their loans non- 
performing. 

Government involvement in many of 
the regions’ banking systems made mat- 
ters worse. Ministries urged banks to lend 
to specific sectors or firms with little regard 
for creditworthiness. “Connected lend- 
ing”—that is, lending to the banks’ own 
proprietors or to affiliated businesses— 
was tolerated or even encouraged. Ordin- 
ary standards of prudent loan appraisal 
were set aside. 

Banks often lacked the resources, hu- 
man and technological, to apply such stan- 
dards in the first place. Their lending offi- 
cers and risk-management systems were 
stretched beyond the limit of their compe- 
tence by the sheer volume of business. The 
same was true of the bank supervisors’ re- 
sources, such as they were. Not only did 
the banking authorities lack the skills and 
the manpower to do an effective job, but 
they were also usually under the thumb of 
ministries that were reluctant to see lend- 
ing curtailed. 

“Forbearance” was the rule—meaning 
permission to keep lending until the pro- 
blems went away, and to hide the evi- 
dence in the meantime. Bad loans were 
“evergreened”: failing borrowers were al- 
lowed to service their debt with new 
loans. Accounting rules allowed such prac- 
tices to be concealed. Nearly all of the crisis 
countries turned out to have had vastly 
greater volumes of non-performing loans 
on their financial institutions’ books than 
the official figures admitted at the time. 
The official figure for South Korea’s non- 
performing loans in 1996 was less than 1% 
of all loans—between one-tenth and one- 
twentieth of the true position. 

In addition to weakly regulated banks, 
most of the crisis countries had, in effect, 
virtually unregulated quasi-banks operat- 
ing alongside. Thailand’s finance compa- 
nies are the most notorious example. 
South Korea had its “merchant banks”: 
owned by the country’s conglomerates, >> 


16 Reuveyofeobal trance the ena Hay 3 2003 


> and more or less unregulated, they were at 
the forefront of credit expansion and of 
borrowing abroad. Indeed, the govern- 
ment allowed these ex-finance companies 
to borrow abroad only if the debt was 
short-term. 

All of this was familiar from earlier fi- 
nancial breakdowns, looking back to the 
1960s and before. Paradoxically, one of the 
least familiar aspects of the East Asian cri- 
sis, which helps to explain both its severity 
and the shock it caused around the world, 
is that many other aspects of economic 
policy were being handled well, and that 
the countries concerned seemed in most 
respects to be thriving. 

In fact, East Asia was an extraordinary 
success story. Investors had every reason 
to feel confident. Even fiscal policy was 
mostly under control, which in developing 
countries is unusual. In a perverted way, it 
added to the financial danger. Investors 
believed that if banks and finance compa- 
nies should fail, governments would be 
there to sort things out. The record showed 
that they were competent, and suggested 
that they had untapped fiscal resources in 
reserve. 

The countries’ success added to the 
dangers in another way: foreign capital 
was all the more readily drawn in. The 
sheer volume of additional inflows com- 
pounded the difficulties of monitoring 
and supervision. It added to the mood of 
optimism, so standards were relaxed still 
further. And it introduced the exchange 
rate as anew and potentially destabilising 
factor. Foreign inflows, while they lasted, 
supported the local currencies and added 


to the feeling that all was well. Govern- 
ments, moreover, had promised to peg 
their currencies against the dollar; again, 
the markets assumed that they meant it, 
and that they knew what they were doing. 

This sort of activity is strongly self-sus- 
taining. While a bubble is inflating, reck- 
less lending seems merely bold, and ap- 
propriately well-rewarded. Deteriorating 
credit quality is easy to conceal so long as 
the price of property and other assets of- 
fered as collateral is going up. The growth 
in lending fuels demand, so economic 
growth stays high as well. That reinforces 
the government’s reputation for compe- 
tence, so the boom continues. 


Overborrowing syndrome 

Itis easy to see how this cycle of excess gets 
out of hand, but what starts it in the first 
place? Any news that spurs a rush of opti- 
mism can get things going. One potential 
catalyst is financial liberalisation, the very 
thing that first opens the credit taps. This 
has been known for decades. A classic text 
on development finance, by Ronald 
McKinnon of Stanford University, spelled 
out the dangers exactly 30 years ago. 

A later volume of Mr McKinnon’s again 
drew attention to the risks. Published six 
years before the crisis of 1997-98, it re- 
counted South Korea’s previous experi- 
ence with overborrowing in the 


mid-1960s. Starting in 1965, financial and 
trade liberalisation had stimulated South 
Korea’s growth, prompting a fundamental 
reappraisal of the country’s prospects by 
foreign investors (not long before, econo- 
mists had compared South Korea’s pros- 


pects unfavourably with the North’s). Lib- 
eralisation allowed capital to rush in, but 
the surge was too great; it forced inflation 
up and left the country struggling with the 
problem until the early 1980s. 

Having started, and grown bigger, why 
does the bubble eventually burst? All it 
takes is a shift in perceptions, reversing the 
one that started it all off. After a few years 
of overborrowing, balance sheets start to 
look stretched. At some point, borrowers 
begin to think enough is enough. Here and 
there, asset sales begin as firms try to re- 
store financial ratios to something closer to 
normal. Prices stop rising and then start 
falling. Inflows of capital slow and the cur- 
rency comes under pressure. 

The central bank would like to defend 
the currency by raising interest rates, but 
finds it cannot because the weakness of 
the banks has suddenly become clear. All 
at once the abyss opens up, and there is a 
stampede to get away from it. Panic and 
forced selling accelerate the decline in 
property and equity prices into a crash. 
The government’s reputation for compe- 
tence tanks. As capital flees, pressures on 
the currency force it to give way. All the 
camouflaged gambles now stand revealed 
as irretrievable losses. Demand collapses 
and the economy sinks into recession. 

In the middle phase, while the bubble 
is inflating, multiple layers of moral hazard 
are in play. Domestic lenders are not effec- 
tively supervised either by regulators or 
(thanks to explicit andimplicit deposit pro- 
tection) by the markets. Foreign lenders 
likewise perform their death-defying feats 
over a safety net extended by their home »» 








> governments—with some additional as- 
surance of protection from borrowing- 
country governments and, should things 
turn really bad, from the IMF. 

What little discipline markets might 
supply under these circumstances is un- 
done by lack of information. Lenders’ un- 
warranted faith in the stability of the cur- 
rency is important both in inflating the 
bubble and then in worsening the effects 
when the bubble bursts. The promise to 
defend the currency creates a kind of 
moral hazard too: an exaggerated sense of 
safety, leading people to do things which 
they would otherwise regard as too risky 
or too costly. 

Looking back at the beginning of the 
1990s, with the East Asian debacle yet to 
come, Mr McKinnon putit like this: 


[We] know that in any purely private capital 
market each individual borrower faces an 
upward-sloping supply curve for finance. 
That is not really a distortion. The more that 
is borrowed, the riskier the loan gets at the 
margin. The upward-sloping supply curve 
imposed by private lenders accurately re- 
flects the increasing riskiness of the private 
borrower as he increases his exposure. 

Consider instead the world of the 1970s 
and 1980s, where governments guarantee 
all credit flows. The host government in the 
borrowing country guarantees private for- 
eign credits, either officially or unofficially. 
In the lending countries we have official ex- 
port-import banks and deposit insurance for 
the commercial banks. Consequently, the 
normal upward-sloping supply curve for fi- 
nance did not face individual private bor- 
rowers in the third world during these two 
decades of huge accumulation of external 
debts. Because of the government guaran- 
tees that were involved, they could borrow 
at a virtually flat rate of interest. 


Exactly the same thing happened all over 
again in the 1990s, and not justin East Asia 
but in many other countries too. Nobody 
should suppose for a moment that, after 
East Asia, it cannot happen again. Turkey 
and Argentina, to name but two, already 
confirm otherwise. 


Is it infectious? 

This account of the forces that drive the cy- 
cle of optimism, overborrowing (espe- 
cially from abroad), excessive risk-taking 
and crisis may seem plausible for any 
given individual economy—but one of the 
hallmarks of recent financial stress has 
been its multinational character. One 
country gets into financial difficulties, then 
another and another. This co-called conta- 
gion need not be confined to particular re- 
gions. The Russian financial crisis of 1998, 


itself a kind of aftershock from the East 
Asian crisis, put Brazil and other Latin 
American economies under pressure al- 
mostimmediately. 

Some economists insist that this appar- 
ent contagion is not real. They argue that 
countries make their own way into a posi- 
tion of financial weakness and vulnerabil- 
ity, essentially in the way just described. 
They object to the term contagion because 
it implies that the countries and govern- 
ments concerned are not to blame. Bad 
news about a neighbouring or similar 
economy, they say, merely alerts investors 
to problems elsewhere the markets had 
been unaware of, or willing to ignore. 

On this view, it is not so much the dis- 
ease that spreads as awareness of the dis- 
ease. Financial crises may tend to appear 
in clusters, but the sources of the problem 
are fundamentally national in character: 
that is, they spring from the mistakes of 
borrowers in, and lenders to, a particular 
country, not from some global propensity 
to system-wide breakdown. 

It is true that contagion will not bring 
down a financial system which is strong, 
and that a crisis needs strictly domestic 
material to work with. Also, some of the 
economic shocks that trigger crises in more 
than one country are global or regional in 
their effects to begin with, such as a change 
in world interest rates, or a big movement 
in the dollar or yen, or a big change in the 
price of oil. If events of that kind start a 
cluster of crises, contagion is not to blame 
(any more than one would call it contagion 
when an earthquake causes neighbouring 
buildings to collapse). 

The fact remains that even an economy 


which has been rendered vulnerable by 
weak supervision, excessive optimism 
and prolonged overborrowing is not nec- 
essarily doomed. If itis lucky, it might pass 
quietly through that period of danger and 
emerge on the other side with its vulnera- 
bilities lessened, either by acts of policy or 
merely as a by-product of advancing econ- 
omic development. If it is unlucky, it will 
be affected by bad news just when it is 
most susceptible. When this happens, it 
seems reasonable to call it contagion. 

A crisis in a neighbouring or similar 
country might suffice to bring on financial 
difficulties in just the same way as a purely 
domestic reappraisal of economic pros- 
pects could do: bad news that forces a re- 
think. Often, cross-border financial flows 
also come into play, exerting their own di- 
rect and powerful influence on events. The 
evidence points clearly to a “common 
banker” effect: if two countries have bor- 
rowed from the same lender, when one 
gets into trouble the other can expect to 
face a squeeze as well, regardless of differ- 
ences in underlying economic conditions. 

There are other channels of contagion 
too. Equity markets have spells of moving 
in step, especially in downturns. Rich- 
country portfolio managers have a ten- 
dency to herd together when it comes to in- 
vesting in emerging markets. When a bank 
or portfolio manager faces losses in one de- 
veloping country, it may choose (or be 
forced by regulators) to sell assets in other 
markets to shore up its position. If one 
country devalues its currency, competing 
exporters come under pressure to do the 
same, regardless of the effect devaluation 
might have on corporate and financial bal- 
ance sheets. All of these factors link econo- 
mies together. 

Because of technology, financial mar- 
kets move faster than ever before. Partly for 
the same reason, financial institutions are 
bigger than ever. When a big rich-country 
bank changes its mind about the prospects 
of a particular emerging economy, the ef- 
fect on asset prices in that economy can be 
dramatic; all the more so if other rich- 
country banks decide to join in. 

In short, the possibility of contagion 
certainly adds to the risks of relying on for- 
eign capital, shifting the balance of pros 
and cons away from openness to capital. 
For countries that nonetheless still seek ac- 
cess to foreign capital, it underlines the rel- 
ative attractions of forms that will move 
only slowly when circumstances change, 
notably FDI. And it emphasises the dan- 
gers of the most mobile and volatile form 
of capital, short-term bank debt. m 
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HE modern history of financial crises 

emphasises the importance of banks, 
their tendency to lend recklessly, and the 
role that deposit insurance plays in creat- 
ing moral hazard. So are governments hav- 
ing second thoughts about their deposit- 
insurance schemes? Nota bit of it. Many of 
them regard deposit insurance as politi- 
cally unavoidable, and they and their fi- 
nancial regulators are pretty relaxed about 
moral hazard. There is plenty of talk, and 
even some action, in regulatory circles 
about the need for greater market disci- 
pline, but no radical rethink of deposit in- 
surance is under way. Rich-country gov- 
ernments continue to export the idea 
around the world, advising developing 
countries that deposit insurance is a neces- 
sary part of a mature and sophisticated fi- 
nancial system. The number of schemes in 
place world-wide has been rising steadily 
for decades (see chart 6). 

If deposit insurance and other strands 
of the official safety-net were dispensed 
with altogether, an utterly different—and 
much more cautious—sort of banking 
would necessarily follow. But this is not 
going to happen. As a matter of practical 
politics, abolishing deposit insurance is 
out of the question. If the safety-net can- 
not be removed, how then might it be 
changed to mitigate some of its most 
harmful aspects? And what other reforms 
of the way countries regulate banks would 


How to handle bank regulation 


help alongside? 

In the aftermath of the savings-and- 
loan calamity of the 1980s, American leg- 
islators passed the Federal Deposit Insur- 
ance Corporation Improvement Act (FDI- 
CIA). This new law contained several 
useful measures that need to be adopted 
much more widely, and especially in the 
developing countries. The strategy 
adopted was, first, to narrow the scope of 
deposit insurance, so that there would be 
more uninsured creditors with an interest 
in monitoring; second, to make it harder 
for regulators and governments to bail out 
failing banks; and third, to shield bank su- 
pervisors from political pressures to exer- 
cise forbearance. 

A crucial feature of the reforms is the 
mechanism for “structured early interven- 
tion and resolution” (SEIR). Its rules force 
regulators to act promptly, with a degree 
of rigour that varies according to the 
amount of capital retained by the bank or 
banks concerned. The law defines “well- 
capitalised” banks as those with capital 
equal to more than 10% of their assets, 
with capital and assets both weighted for 
risk; “adequately capitalised” banks as 
those with capital of 8-10% of assets; and 
so on through “under-capitalised” and 
“significantly under-capitalised”, down to 
“critically under-capitalised”, with equity 
of less than 2% of assets. 

Well-capitalised banks are rewarded 
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for their prudence with minimal regula- 
tion. The regulatory burden—with only 
limited discretion given to the regulators— 
mounts as the cushion of capital gets thin- 
ner. FDICIA requires regulators to tell un- 
der-capitalised banks to curb their asset 
growth, to seek permission for other ex- 
pansion of their business (such as opening 
new Offices), and to come up with a plan 
for restoring their capital base. In the case 
of critically under-capitalised banks, the 
law tells regulators to close them or sell 
them, and to require interest payments to 
unprotected creditors to be suspended. 

More generally, the Federal Deposit In- 
surance Corporation is under an explicit 
obligation to deal with failed banks in a 
way that minimises the cost to the deposit- 
insurance fund. Bail-outs that protect all 
creditors are not ruled out altogether, in 
recognition of the fact that sometimes a 
bank failure might pose a genuine risk to 
the financial system as a whole. But any 
such comprehensive bail-out requires the 
explicit agreement of the president of the 
United States, two-thirds of the governors 
of the Federal Reserve and two-thirds of 
the FDIC’s directors. 

FDICIA substantially implemented the 
earlier advice of George Benston and 
George Kaufman, two of America’s lead- 
ing financial economists, long-time de- 
posit-insurance sceptics and advocates of 
greater market discipline over banks. They 
welcomed the change in the rules, but ar- 
gue that even in America more still needs 
to be done. Elsewhere, they point out, >> 





> measures like SEIR, to ensure prompt cor- 
rective action when banks get into trouble, 
are few and far between. 

Starting in the 1980s, rich-country gov- 
ernments began to co-operate more 
closely on bank regulation. The growth of 
cross-border lending made co-ordination 
necessary, it was argued, otherwise coun- 
tries with stricter regulation would put 
their banks at a competitive disadvantage 
against more mildly regulated banks 
based abroad. The Basel Committee, 
founded in 1975 by the rich G10 countries 
(plus Luxembourg), was given a larger role, 
and undertook to bring the different na- 
tional systems of capital-adequacy regula- 
tion closer together. 

In 1988 an accord was reached. It was 
based on a two-tier definition of capital, 
together with a method of weighting risks 
so that loans and other assets could be 
measured against capital in a more mean- 
ingful way. According to this standard, 
banks had to retain “tier-1 capital” (equity, 
mostly) equivalent to 4% of their risk- 
weighted assets. In addition they had to 
keep supplementary “tier-2 capital” (in- 
cluding some kinds of debt, loan-loss re- 
serves and, to please the Japanese, 45% of 
unrealised gains on securities) equivalent 
to another 4%. 

All this was directed at credit risk: the 
risk that a loan would go bad. In 1996 the 
accord was amended to take account also 
of market risk: the risk that the prices of se- 
curities or other investments on the bank’s 
trading books would fall, exposing the 
bank to losses. Banks were allowed to use 
their own internal models for measuring 
market risk, subject to some oversight. 

The accord did not work well. Criticism 
has centred chiefly on the credit-risk 
weights, which were based on very broad 
categories of asset, and therefore produced 
judgments far out of line with the market’s 
own finer-grained risk assessments. In re- 
ality, risks vary widely for assets within 
each of the categories. Loans to OECD gov- 
ernments, for instance, which are assigned 
a zero risk-weight, may vary from rock- 
solid to not-so-solid. (Mexico, South Korea 
and Turkey are members of the OECD.) 
The accord rates loans to companies as 
riskier than loans to governments—but the 
market knows that a loan to Microsoft is 
safer than aloan to Venezuela. 

These unduly broad categories created 
opportunities for banks to game the sys- 
tem, reducing their burden of regulatory 
capital for any given level of risk (or, con- 
versely, increasing their exposure to risk 
for any given level of capital). In any case, 


the idea that aggregate risk can be esti- 
mated by adding up risks in the different 
categories is wrong in principle. Managing 
a portfolio to reduce risk involves combin- 
ing assets with different risks in such a way 
that the hazards offset each other. The ac- 
cord, in effect, denies the risk-reducing 
benefits of diversification. 

Worst of all, the accord probably con- 
tributed to the Asian crisis. Short-term in- 
terbank lending was given a low risk- 
weight—just a fifth of the weight attached 
to longer-term lending, or to loans to priv- 
ate non-bank borrowers. Short-term inter- 
bank lending played a big part in the re- 
gion’s disastrous credit expansion, with 
the local banks re-lending the proceeds at 
high interest rates and in local currency 
(thus exposing themselves, in addition, to 
exchange-rate risk). 


Try again 

So for the past few years the Basel commit- 
tee has been at work designing a new ac- 
cord, Basel 2, which is meantto be finalised 
by the end of this year and to come into 
force by the end of 2006. In addition to a 
great deal of technical tinkering, there are 
three main proposals. The first is to in- 
crease the number of risk “buckets”. The 
second is to give ratings produced by priv- 
ate agencies such as Standard & Poor’s a 
role in calculating the new credit-risk 
weights. The third is to let banks use their 
own internal ratings to calculate the capi- 
tal required for credit-risk purposes (ex- 


tending the approach used at present for 
estimating market risk). 

George Benston, George Kaufman and 
a group of other financial economists who 
meet regularly as the Shadow Financial 
Regulatory Committee (SFRC), which lob- 
bies for reform, argue that even this new, 
improved accord will have serious defects. 
The adding-up-categories fallacy is still 
there (though ameliorated by the increase 
in the number of categories). And relying 
on private rating agencies also seems ques- 
tionable, however desirable it may be in 
principle to draw on wider sources of in- 
formation. Academic research suggests 
that the agencies change their ratings too 
slowly as new information becomes avail- 
able. Certainly, the agencies’ record in the 
run-up to the East Asian financial crisis 
was hardly impressive, even if nobody 
else did any better. 

But there are other problems with Basel 
2 as well. Banks will design assets to fit par- 
ticular categories of risk, bending what- 
ever connection there might previously 
have been between a rating applied after 
the fact and the level of risk. The agencies 
themselves will also face a form of moral 
hazard: they will be tempted to debase 
their ratings in order to bring banks to their 
door. As the sFrc puts it, “If the primary 
constituency for new ratings is banks for 
regulatory purposes rather than investors, 
standards are likely to deteriorate.” 

The proposal to let banks, under super- 
vision, rely more heavily on their own >» 








> credit ratings is again guided by a good 
idea—namely, to broaden the base of mar- 
ket-based information feeding into the reg- 
ulatory process. But it is unclear how the 
regulators will gauge the accuracy of the 
banks’ ratings, or establish comparability 
between one bank’s method and an- 
other’s, or what happens if the ratings turn 
out to be wrong. 

Despite all the delays so far, the chances 
are that something like Basel 2 as it now 
stands will be implemented in due 
course—though if it is, its application will 
be far from comprehensive. America’s reg- 
ulators recently announced that they in- 
tend to apply the new rules to fewer than a 
dozen of their banks, leaving thousands of 
others to continue with the existing rules. 
Europe’s regulators are aghast. It all makes 
the case for a thorough rethink seem stron- 
ger than ever. 


Another way 

The sFRC suggests an entirely different 
method, drawing heavily on FDICIA in its 
approach to deposit insurance and “early 
intervention”, and in other ways too. The 
group’s alternative has five main parts. 

First, measure each bank’s capital in a 
way that reflects market (not book) values 
and disclose this to the markets regularly. 
Second, require banks to maintain a level 
of capital capable of absorbing “almost all 
losses that would be incurred by reason- 
ably prudent management”. Third, let 
banks meet this capital requirement by is- 
suing subordinated debt (such as unin- 
sured certificates of deposit: in effect, debt 
which will not be recovered if the bank 
fails). Fourth, not merely allow but require 
large banks to issue and regularly reissue a 
particular form of subordinated debt. 
Fifth, adopt an improved version of SEIR. 
The idea is to furnish the financial markets 
with both the information and the incen- 
tives they need to monitor the banks. 

In this scheme there would be no risk- 
weighting. Weights may make sense in 
principle but in practice, the group argues, 
they distort lending decisions and fail to 
convey the information they are meant to. 
So required capital should be based on a 
single market-value measure of loans and 
off-balance-sheet commitments. The mus- 
cle of the system is provided by a higher 
basic capital requirement—the group 
thinks it should be 10% of total assets—to- 
gether with FDICIA-style early interven- 
tion, and the extra discipline that would 
come from the use of subordinated debt. 

Banks regard a higher ratio of required 
capital as a tax, which in a way itis. But a 
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ratio of 10% of total assets does not seem 
that onerous. Until deposit insurance 
started in America in 1933, banks main- 
tained capital-to-asset ratios of roughly 
15%. Mr Benston and Harald Benink, a 
European collaborator, have shown that 
before the creation of official safety-nets in 
Europe, banks had capital-to-asset ratios of 
as much as 20% (see chart 7). American 
banks currently operate with equity-to-as- 
set ratios as little as half those of other fi- 
nancial institutions (such as investment 
banks, insurance companies and con- 
sumer-credit firms). 

Moreover, the costs to banks of requir- 
ing a higher capital-to-asset ratio need not 
be great. In some cases it would be zero. Al- 
lowing subordinated debt to be counted as 
capital would help a lot. Many well-run 
banks already have such capital, and 
would probably find it cheaper to issue 
subordinated debt than issuing equity. 
The main difficulty is not the cost, but the 
further rules that would be required to en- 
sure that this debt really would be avail- 
able to meet any losses. If the discipline of 
subordinated debt is to work, there must 
be no possibility that the holders of the 
debt would be bailed out. 

Discipline is also the reason why, on 
this scheme, big banks would be required, 
not merely allowed, to issue subordinated 
debt. The sFRC recommends that 2% of as- 
sets and off-balance-sheet commitments 
be backed this way. That would create a 
group of investors with the best possible 
reason to monitor the banks’ safety: in the 
event of failure, the holders of subordi- 
nated debt lose their money. 

Shareholders, too, lose their money 
when a bank fails. Why, then, does subor- 
dinated debt add discipline? The answer is 
that the owner of subordinated debt, un- 
like a shareholder, has nothing to gain 
from a troubled bank gambling on re- 


demption by making riskier and poten- 
tially more profitable loans. The subordi- 
nated-debt holder receives at most the 
interest on his debt; he has no stake in the 
upside of any hazardous escape plans, 
whereas shareholders stand to win the 
jackpot. This is why the subordinated-debt 
holder is a better disciplinarian than the 
banks’ owners. 

Given all this, subordinated debt does 
not sound very attractive. Why would 
anybody buy this uninsured debt if the 
only return is interest rather than a possi- 
ble share-price bonanza? Banks would 
have to induce investors to buy it by pay- 
ing a sufficiently generous rate of interest. 
Here lies the beauty of the idea. For a bank 
judged by the market to be well capitalised 
and extremely safe, the rate would be low; 
for a bank judged to be under-capitalised 
and risky, it would be high. So the cost of 
capital for safe banks would be lower than 
for risky banks, which is as it should be. 
Also, the rate demanded in the market for 
the debt would be a revealing indicator of 
perceived risk. Changes in the yield on the 
relevant subordinated debt could even be 
given a regulatory role, triggering various 
stages of early intervention to resolve diffi- 
culties at troubled banks. 

No doubt there are practical problems 
in all this, but the basic approach seems a 
more direct and potentially far more fruit- 
ful way of introducing market discipline 
into bank regulation than Basel 2 as it now 
stands. Ata minimum, a modest version of 
the subordinated-debt idea should be 
grafted on to the existing plan as an experi- 
ment. Yet whichever basic method is 
adopted—Basel’s_ finely tuned risk- 
weights, as seems most likely, or the subor- 
dinated-debt approach with early inter- 
vention, which may have to wait for Basel 
3—it will still fall to national regulators to 
apply the letter and the spirit of the new 
rules. In many countries they have been 
pretty inept at applying the letter and spirit 
of the old ones. 

In the world of financial regulation, for- 
giveness and forbearance are not virtues. 
That is why the most urgent change to the 
way many countries regulate banks is the 
creation of a legal framework that makes it 
harder for regulators to turn a blind eye. 
America’s FDICIA shows that this can be 
done. Other countries should adopt simi- 
lar measures. These would serve a useful 
purpose whatever the Basel committee 
eventually comes up with. If banks can be 
made safer, that will go a long way to- 
wards making financial globalisation 
much safer as well. m 
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task for rich-country as for poor-coun- 
try governments. But in addition, the de- 
veloping countries also need to imple- 
ment many other financial reforms and 
improvements of their own. Few of them 
have the capacity to put imported capital 
safely to work. This capacity is something 
that governments can build, but a lot 
needs to be put right before openness to 
capital can be relied on to bring net bene- 
fits rather than net disappointment. 

Reducing corruption would be high on 
the list even if economic efficiency were 
the only concern. Corruption particularly 
discourages inflows of Fp1, the safest and 
most productive kind of capital inflow, so 
relatively speaking it favours bank lend- 
ing, the riskiest kind of capital (see chart 8). 

Work on the connection between cor- 
ruption and the mix of capital inflows has 
been reviewed in a paper just published 
by the 1mr. However corruption is mea- 
sured, the answer comes out the same: cor- 
ruption discourages inward FDI. Indeed, it 
appears to discourage it even more than do 
high corporate taxes. 

Many developing-country govern- 
ments, keen nowadays to attract FDI, try to 
appeal to investors by cutting corporate 
taxes or by offering subsidies. This often 
works, but the cost is quite heavy, and goes 
beyond the mere fiscal outlay or forgone 
revenue. Governments in most poor coun- 
tries have to rely on a narrow tax base. 
They find it difficult to pay for social spend- 
ing and economic infrastructure while 
keeping their own borrowing under con- 
trol. Macroeconomic stability, as noted 
earlier, is an important contributor to fi- 
nancial safety. Special tax breaks for FDI 
may militate against such stability—and 
run a far greater risk, too, of distorting FDI 
decisions in favour of inefficient projects. 
In every respect, curbing corruption is a far 
better method of attracting FDI. 

Reducing corruption is hard but notim- 
possible. Measures include explicit restric- 
tions on connected lending, better ac- 
counting standards and greater disclosure 
of financial information (and not just for 
the banks). In many countries, legal re- 
forms will be needed as well. A constant 
theme of much of the recent research on fi- 
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nance and development is the importance 
of strong property rights. Without them, it 
is difficult, for instance, to offer collateral 
against a loan, or to resolve bankruptcies 
quickly and smoothly. 

Faster and more accurate disclosure of 
information too is desirable in itself, for 
governments as well as for banks and priv- 
ate companies. A study by Gaston Gelos 
and Shang-Jin Wei, quoted in the IMF pa- 
per, looked at the investments of interna- 
tional equity funds between 1996 and 
2000 to see if there was a connection with 
“transparency”, measured in a number of 
different ways. It examined disclosure not 
just in the corporate sector but also in the 
release of official macroeconomic data 
andin the running of macroeconomic pol- 
icy. All three aspects of transparency were 
found to be related to inward portfolio 
flows, even after allowing for the effect of 
many other factors (for example, incomes 
and market liquidity). 

And these effects were big. For instance, 
on the macroeconomic-data measure, 
transparent countries received a share of 
global equity investment that was 48 per- 
centage points higher than their market 
capitalisation (as a share of global market 
capitalisation) would suggest. Non-trans- 
parent countries received a share that was 
25 percentage points lower than the same 
benchmark (see chart 9 on next page). 

The same study found that herding 
among investors was substantially lower 
for countries with good disclosure than for 
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the rest—presumably because greater tran- 
sparency gives investors something more 
substantial to go on than what other inves- 
tors are doing. Less herding is a good thing: 
when investors follow the crowd, they am- 
plify the economic cycle, driving output 
and asset prices higher in booms and 
lower in slumps. 

Also, in the event of a financial crisis, 
capital flight seems to be less of a problem 
in countries with better transparency. 
Again, this may be because information 
equips investors to see beyond the short- 
term emergency to more reassuring long- 
term fundamentals. “Overall,” the study 
concludes, “the data suggest that an im- 
provement in transparency might very 
well reduce the so-called sudden-stop phe- 
nomenon of ‘hot money’, and hence in- 
crease the stability of the domestic finan- 
cial market in a developing country.” 

There is evidence that ownership of the 
banks and other financial institutions in 
developing countries matters a lot. Most 
governments restrict foreign ownership of 
banks. State ownership, on the other hand, 
is typically extensive. It would be far better 
the other way round. 

Foreign ownership of banks is just a 
particular form of FDI. In many ways, 
therefore, the benefits to the host country 
of foreign-owned banks are simply the fi- 
nancial-sector equivalent of the broader 
benefits of Fp1. These include not just the 
initial capital inflow itself but also the in- 
troduction of better technology and new 








> management skills, not to mention greater 
competition for the existing domestic insti- 
tutions. But in finance there are additional 
advantages as well. The task of financial 
regulators is easier if foreigners come into 
the market and establish new and higher 
standards. With a heavy presence of for- 
eigners, the government is much less likely 
to bail out the banks en masse if they get 
into trouble. Uninsured depositors will ac- 
cordingly feel that much less secure— 
which is all to the good, from the stand- 
point of discipline and monitoring. 

Banking-sector FDI also helps to fight 
corruption. Foreign-owned banks have 
their reputations at home and around the 
world to consider, not to mention their 
home-country regulators, so they will be 
less susceptible to corruption than incum- 
bent domestic banks. They also have good 
reason to monitor what domestic banks 
are doing, and to expose corruption when 
they find it. From their point of view, im- 
proper conduct is a kind of unfair compe- 
tition that puts them at a disadvantage. 

Possibly most important of all, bank- 
ing-sector FDI promotes diversification, 
which is a good way of reducing risk. The 
business of domestic banks in developing 
countries tends to be heavily concentrated 
at home. If the local economy turns down, 
all of their activities are exposed. Foreign 
banks have a far wider spread of risk, and 
can call on head office to help if need be. 

For every advantage that banking FDI 
offers the emerging-market economy, state 
ownership brings with it a corresponding 
disadvantage. State-owned banks often in- 
stitutionalise practices that would be 
called questionable or corrupt if underta- 
ken by private banks. Connected lending, 
for instance, is not so much a consequence 
of state ownership as its very purpose: the 
whole idea is to make lending decisions on 
the basis of non-economic tests. This 
means state-owned banks must be ex- 
pected to make losses, and will have to be 
sheltered from competition. Regulatory 
forbearance, in the same way, is not just 
likely, it is required. Monitoring by deposi- 
tors and other creditors will be minimal: 
the promise of bail-out is as clear as it pos- 
sibly can be. The evidence confirms that 
countries with the highest proportion of 
state-owned banks have the highest bank 
operating costs and the largest proportion 
of non-performing loans. 

In addition to promoting access to in- 
formation and curbing corruption—where 
greater foreign ownership can be of great 
help—developing-country governments 
need to weigh the case for explicit restric- 


i Transparently attractive 


Foreign investment by mutual funds, actual % share of total minus expected share of total 


Countries rated: Ml opaque M transparent 









*Conformity with prescribed standards and codes Frequency and timeliness of official macroeconomic data 
Level of financial disclosure and availabilty of information about business opportunities 


Source: “Effects of Financial Globalisation on Developing Countries: Some Empirical Evidence”, 
by Eswar Prasad, Kenneth Rogoff, Shang-Jin Wei and M. Ayhan Kose. IMF, March 2003 


tions on certain kinds of financial activity. 
In systems that are otherwise clean and 
well-run, the need for further measures 
might be limited. Even then, some action 
may seem advisable, especially since bank 
regulation is likely to remain far from ideal. 
But in systems that are neither clean nor 
well-run, and where governments would 
find it difficult to put this right by more di- 
rect means, narrower restrictions may be 
necessary. Two kinds of capital stand out: 
short-term debt, and debt denominated in 
foreign currency. Short-term foreign-cur- 
rency debt, combining the hazards of both, 
is therefore a prime concern. 


Unpegged 

Today the exchange-rate danger, at least, is 
smaller than before—not because curren- 
cies are more stable, but because the fragil- 
ity of systems that merely appear to be sta- 
ble is better understood. Fixed but 
adjustable exchange rates helped to 
worsen the plight of the East Asian econo- 
mies and others in the late 1990s. The pro- 
mise of astable currency helped to draw in 
too much of the wrong sort of capital. 
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Then, when events forced a devaluation, 
the economies concerned found them- 
selves in trouble twice over—once for over- 
borrowing in the first place, and then again 
because many of those debts had to be re- 
paid in dollars or other hard currencies 
which had appreciated in the meantime. 

The economic problem is even worse 
than this, because a heavy burden of for- 
eign-currency debt makes it difficult for the 
governmentto cushion an economic slow- 
down in the orthodox way, by lowering in- 
terest rates. If it does that, it is likely to 
speed the flow of capital out of the coun- 
try. This will drive the currency down fur- 
ther, increasing the burden of foreign debt 
yet again and dragging the economy into 
an even more ferocious recession. 

Here, if nowhere else, lessons have 
been learned. All over the developing 
world, fixed but adjustable currencies 
have been replaced by more flexibly man- 
aged regimes (either pure floats or, more 
commonly, managed floats). Under float- 
ing-currency arrangements, the foreign in- 
vestor comes in with a more realistic idea 
of the exchange-rate risk, and if the econ- ) 
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> omy does get into trouble, the simple one- 
way bet of withdrawing capital before the 
currency peg gives way becomes more 
complicated. That is likely to encourage 
stability, both by tempering the inflow of 
capital during upswings of market senti- 
ment and by encouraging long-term flows 
at the expense of short-term ones. 

In other respects as well, international 
monetary arrangements are improving, al- 
beit more slowly. The Imr, for instance, 
has a keener sense of the harm that can be 
done by letting investors believe that it will 
protect their investments come what may: 
moral hazard, yet again. A great deal of at- 
tention has concentrated lately on making 
sure that, once a crisis strikes, investors 
fully share in the losses—and that they will 
be well aware of this in advance. 


But although understanding of the 
IMF’s role has improved, policy for the 
most part has not. The main reason is that 
big financial crises are usually political cri- 
ses as well. It is the way of the world that, 
at such times, economic principles are 
swiftly set aside. Generous IMF support, 
pushed through by powerful members 
(notably the United States), has often been 
granted for political rather than economic 
reasons, and will continue to be. 

Also, as the Basel bank-regulation saga 
confirms, institutional reform that re- 
quires international consensus takes 
years, if it happens at all. Anne Krueger, 
the Fund’s deputy managing director, has 
proposed a scheme for dealing with “sov- 
ereign bankruptcy”, which among other 
things would allow investors’ losses on 


loans to developing countries to be appor- 
tioned faster and more predictably. It is a 
good plan, and has won the support of 
many expert observers. But many govern- 
ments, including America’s, are not keen. 
At the moment, its prospects look poor. 

Besides, the extraordinary attention 
paid to reforms of the “international ar- 
chitecture” over the past five years has 
been out of proportion to its real impor- 
tance. As this survey has argued, it is the 
quality of national financial policy, in rich 
countries and poor countries alike, that de- 
cides the safety of the global capital mar- 
ket. If that policy is wrong, no reform of the 
IMF or changes to other aspects of the in- 
ternational architecture, however inge- 
nious, is going to make cross-border capital 
safe and productive. m 





ALAYSIA responded to the financial 

crisis of 1997-98 by violating one of 
the most sacred canons of economic or- 
thodoxy: it imposed exchange controls. 
The government started supervising all 
foreign-currency transactions for financial 
(as opposed to trade) purposes. The policy 
was draconian, especially by the stan- 
dards of the financial freedom the country 
had enjoyed up till then. Suddenly it was 
illegal to take even $100 abroad. The aim 
was to allow the authorities to ease fiscal 
and monetary policy without provoking 
massive capital flight. Some economists 
think that the policy was a success, and ad- 
vocate something similar for other de- 
veloping countries. A few even see it as a 
way to prevent crises in the first place, not 
just to help deal with existing emergen- 
cies. Are they right? 

They have a point. Liberal economists, 
who for years rejected the mere possibility 
that capital controls might make sense, 
need to acknowledge that the long-stand- 
ing orthodox prohibition on any and all of 
them was far too confident. For the IMF, 
capital-account liberalisation as quickly as 
possible was until recently an article of 
faith. The Fund told South Korea to press 
on with liberalising its capital account 
even as the crisis of 1997-98 was unfolding. 

This newspaper, too, long maintained 
that capital controls are always wrong. Yet 
the evidence reviewed in this survey 
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shows that the global capital market is a 
turbulent and dangerous place, especially 
for poorly developed economies that may 
be ill-equipped to navigate it. To be sure, 
capital controls are not the best way to pre- 
pare; but for some countries, imposing cer- 
tain kinds of control on capital will be 
wiser than making no preparations at all. 
In rich economies, with their deep and 
diversified financial markets, honest and 
competent regulators, and macroeco- 
nomic policies that keep public borrowing 
and inflation in check, a liberal regime for 
capital flows works best. Indeed, it works 


so well that the policy arouses next to no 
debate. There may be arguments about the 
details of bank regulation or fiscal policy, 
but nobody seriously proposes that the 
United States, say, should introduce ex- 
change controls. Even if it were still possi- 
ble to control capital flows that way— 
which it would not be, given the sophis- 
tication of America’s financial institut- 
ions—who would want to? The benefits of 
financial integration are clear to all inves- 
tors, and any economic costs vanish by 
comparison. Moreover, in most rich coun- 
tries the ability to move capital across bor- 
ders is seen as a matter of personal liberty. 
If a government wanted to stop its citizens 
from moving their savings abroad, it 
would have a lot of explaining to do. 


Timing is all 

As a medium- or long-term goal, emerging- 
market economies too should aspire to reg- 
ulate cross-border capital as lightly as rich 
countries do—as a matter both of econ- 
omic efficiency and of individual freedom. 
Nor does this mean that they must wait 
until they are rich before they liberalise 
capital: that would keep them poor much 
longer than necessary. What it does mean 
is that they must improve the standard of 
their monetary and fiscal policies; deepen, 
diversify and deregulate their domestic fi- 
nancial systems (not least by allowing for- 
eign ownership of banks and other finan- pp 





> cial institutions); and upgrade their 
standards of financial supervision (espe- 
cially of banks). 

Once they are more like rich countries 
in these three respects, and long before 
they have closed the income gap, they can 
liberalise access to foreign capital in com- 
parative safety. All the while they should 
be encouraging inflows of FpI—not with 
subsidies, but by curbing corruption and 
strengthening property rights. When they 
start to reach those higher standards of 
economic policy and institutions, the 
benefits of inward portfolio investment 
and, later, offshore bank finance will 
increasingly outweigh the costs as well. 

Itis a cumulative process, and each step 
poses difficulties of its own. The need for 
better bank regulation is nowadays 
widely understood—but, judging by ex- 
perience to date, that does not make the 
underlying dilemma of systemic stability 
and moral hazard any easier to resolve. 


Essentials 

The importance of macroeconomic stabil- 
ity, and especially of fiscal conservatism, 
continues to be underestimated. Yet if a 
government cannot keep its borrowing in 
check, it must either force domestic banks 
to absorb its debt (ruining any chance of 
creating a profitable, lightly regulated and 
efficient banking system) or else simply 
print money, thereby fuelling inflation 
and destabilising the currency. Now that 
floating exchange rates predominate, fiscal 
caution is even more important than be- 
fore. The simplest principles of public fi- 
nance are still the foundation for every- 
thing else. This is one article of faith the 
IME need not renounce. 

But until progress in these areas is well 
under way, some kinds of restriction on in- 
flows (not outflows) of capital will make 
sense for many developing countries. 
Chile’s well-known system of holding- 
period taxes subjected imports of capital 
to a one-year 30% non-interest-bearing de- 
posit. It failed in its stated goal of reducing 
total capital movements, but managed to 
tilt the balance away from short-term to- 
wards longer-term inflows. In that respect, 
it was a success worth emulating. 


A tax on short-term inflows has the ad- 
vantages of relative simplicity and tran- 
sparency. It resists bureaucratic subver- 
sion. Moreover, just as tariffs are a more 
efficient way to restrict trade than import 
quotas, so taxes are a much less costly way 
of managing capital inflows than blunt re- 
strictions on quantities. A regime such as 
Chile’s still allows access to short-term 
capital, albeit at a price. 

Over time, it seems the regime became 
less effective and more subject to evasion, 
but thatis of no great concern. As the finan- 
cial system becomes more sophisticated, 
the need to discourage short-term inflows 
recedes anyway. The important thing is to 
ensure that standards of supervision rise 
in tandem with the institutions’ growing 
depth and breadth. 

Until recently, financial orthodoxy set 
its face against restrictions of the Chilean 
sort. They still make the ımF uncomfort- 
able. In its free-trade negotiations with 
Chile and Singapore, the United States has 
also frowned on capital-account restric- 
tions, though it was willing to compro- 
mise. Instead of reluctantly acquiescing, 
rich-country governments and the Fund 
need to start recommending such policies. 
If they must, they can tell themselves that 
holding-period taxes are not really capital 
controls at all, but simply another form of 
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prudential regulation. In any event, de- 
veloping countries should be advised to 
use this method until their financial sys- 
tems are ready to participate properly in 
the global capital market. 

Rich-country banks will oppose this, 
because they would be the principal losers 
from new impediments to short-term 
bank inflows to developing countries. But, 
helpfully if incidentally, their opposition 
might oblige the imF and its most power- 
ful members to endorse such policies ex- 
plicitly, instead of merely tolerating them. 
This would make it clear that the global 
capital market is not, as is sometimes al- 
leged, being run for the benefit of rich- 
country banks. 


No greater prize 

The world’s poorer countries have a great 
deal to gain from the global market for cap- 
ital, and should do their best to take advan- 
tage of it. But they need to approach the 
opportunity more cautiously than in the 
past, and better prepared. If rich countries 
also improve their own financial policies— 
which they should, in their own interests— 
the market will become even safer for all 
its participants. The international market 
for capital is already vast, but its potential 
for promoting growth where it matters 
most has hardly begun to be tapped. m 
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Britain and the euro 


Five tests and a funeral 


Gordon Brown willsoon bury the chances of Britain joining the euro before 2005 


Y THE first week of June, Gordon 

Brown, the chancellor of the exche- 
quer, must announce the results of the 
most comprehensive study the Treasury 
has ever made of a single decision: 
whether or not Britain should join the 
euro. His answer will be: not yet. This will 
make it virtually impossible to join the 
euro before the next election, which will 
probably be in 2005. 

The Treasury’s analysis has spawned 18 
supporting studies and will run to 2,000 
pages. But at its heart are five tests, which 
Mr Brown first set in October 1997. Are 
business cycles and economic structures 
compatible so that Britain can live perma- 
nently with euro interest rates? If pro- 
blems emerge is there sufficient flexibility 
to deal with them? Would joining the euro 
encourage investment? How would the 
City of London be affected if Britain joined 
the euro? Finally, will joining the euro pro- 
mote higher growth, stability and a lasting 
increase in jobs? 

Leaked reports suggest that four out of 
the five tests will be “failed”—the same re- 
sult as six years ago. But whatever the pass 
rate, the judgment will be less damning 
than the dunce’s report of 1997. This is es- 
pecially clear with the first test, about con- 
vergence. Short-term interest rates are 
now much closer than in 1997. So, too, are 
output gaps, which measure whether 
economies are overheating or running be- 


low capacity. 

So does this mean that Britain passes 
the convergence test? Probably not. The 
house-price boom of recent years has 
highlighted a fault line between Britain 
and the euro area. A house-price bust 
could weaken demand. As long as Britain 
retains its own currency, the Bank of Eng- 
land can respond with lower interest rates. 
A Europe-wide interest rate would make 
that impossible. Mr Brown revealed in last 
month’s budget that he is looking for ways 
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to make housing finance less reliant on 
short-term floating-rate mortgages and so 
less vulnerable to short-term interest rates, 
which suggests he thinks that Britain has 
not yet achieved the goal of “sustainable 
and durable” convergence. 

What of the second test, about flexibil- 
ity in the event of economic mishaps? At 
present the pound can fall if Britain’s costs 
get out of line with those of the euro area. 
But once Britain joins the euro, wages will 
have to fall to restore competitiveness. In 
1997, Mr Brown concluded that Britain’s 
economy was not yet flexible enough to 
join the euro. In his budget speech, he 
seemed still to be worried about the issue. 
With good reason: wage costs carried on 
rising in the trading sectors of the econ- 
omy when the pound appreciated so 
sharply in the late 1990s. So the real loss of 
competitiveness was even greater. This is a 


further reason to doubt whether the recent » 
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> fallin the pound against the euro has gone 
far enough. 

The way that the Treasury initially as- 
sessed the second test also gives it scope to 
find fault on another ground: the euro 
area’s own lack of flexibility. The Euro- 
pean Council agreed a set of ambitious tar- 
gets to unclog labour markets when it met 
in Lisbon three years ago. Progress since 
then has been disappointing. 

The Treasury will find it more difficult, 
however, to score the third test, about in- 
vestment, as a “fail”. For one thing, higher 
investment is potentially the big prize from 
joining the euro. Businesses will no longer 
have to worry about exchange-rate risk. 
Currency unions can give a big boost to 
trade; and this seems to be happening 
within the euro area. More trade and 
greater price transparency should mean 
more competition and thus higher pro- 
ductivity growth. 

Set aside the potential gains in higher 
investment from joining the euro: staying 
out could mean less investment, especially 
from overseas companies. After several 
years in which Britain was usually the top 
recipient in the Ev, its share of foreign di- 
rect investment fell sharply in 2002, ac- 
cording to preliminary estimates from the 
United Nations Conference on Trade and 
Development. On balance, it seems diffi- 
cult to see why this test should not be 
marked as a “pass” unless Mr Brown in- 
vokes broader concerns about the impact 
on investment if Britain joins the euro be- 
fore full convergence. 

The fourth test is about the effect of 
joining the euro on Britain’s financial ser- 
vices. Staying out has done the City no 
harm: its current difficulties arise from the 
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general weakness of financial markets. 
Still, the Treasury concluded in 1997 that it 
would do better within the single currency 
area than outside it, so it is likely to stick 
with that assessment. 

The fifth test will highlight the euro 
area’s disappointing record on growth 
and jobs. Britain has grown faster than the 
euro area since its launch in 1999 and by 
even more in the past ten years. That looks 
set to continue. The OECD is forecasting 
that Britain will grow by 2.1% in 2003 and 
by 2.6% in 2004, compared with 1% and 
2.4% in the euro area. And it expects Brit- 
ain’s unemployment rate to be 5.4% of the 
labour force in 2003, compared with 8.8% 
in the euro area. Mr Brown peppered his 
budget speech with such unfavourable 
contrasts, which suggests that the Treasury 
will also score this test as a “fail”. 

So on at least three of the five tests, the 
decision will be: not yet. But this judgment 
leaves a lot to play for. Given the clear and 
stable majority in the opinion polls for 
staying out, that is clearly the safer option 
politically. But Mr Blair still wants to go in. 
Paradoxically, a period when Britain’s 
economy is under-performing the euro 
area would help him make the argument. 

If Mr Blair is determined to take the 
gamble, the best time to call a referendum 
would be a few months after a third elec- 
tion victory—in late 2005, say. For that to 
happen, the Treasury’s negative judgment 
will have to have a positive spin. The five 
tests are therefore likely to generate two 
answers. One will be: not yet. The other 
will be: but we're getting there. Mr Brown 
may bury the issue for the rest of the par- 
liament, but it is likely to be resurrected a 
lot earlier than many now expect. m 


Shareholder activism 


Herding fat cats 


The government is bothered about fat 
cats. So, at last, are investors 


NGER in America at stories of fat-cat 
bosses of underperforming compa- 
nies (see page 58) has loud echoes in Brit- 
ain. This week, Corus, a troubled Anglo- 
Dutch steel company, announced more 
job cuts. The lowly treatment of the sacked 
workers was widely contrasted with the 
handsome pension that Sir Brian Moffat, 
the outgoing chairman, will receive. 

The government has climbed aboard 
the bandwagon. Peter Hain, the Welsh 
secretary, described big pay-offs as “ob- 
scene”; Patricia Hewitt, the trade and in- 
dustry secretary, said shareholder revolts 
were “entirely justified fury”. 

This year new regulations have forced 
companies to put directors’ pay to a share- 
holders’ vote at the AGM—one of the main 
reasons why meetings have been so frac- 
tious lately. Now the government seems to 
want directors’ contracts cut to six months 
and put to a shareholders’ vote, and to link 
pay-offs to performance. Two recent re- 
ports the government has commissioned, 
by Derek Higgs and Paul Myners, recom- 
mend, respectively, that companies 
should have more independent non-exec- 
utive directors and that pension-fund 
trustees should take more notice of the 
companies in which they are invested. 

The new regulations on directors’ pay 
do seem to have encouraged shareholder 
activism, though companies’ poor perfor- 
mance has probably been more influen- 
tial. Investors are beginning to hold bosses 
more closely to account, not just on the 
question of pay, but also on broader ques- 
tions. “What you’re really worried about is 
corporate strategy,” says Lindsay Tomlin- 
son, of the Institutional Shareholders’ 
Committee (Isc), which represents big 
shareholders. 

More investors are bothering to vote in 
shareholder meetings. In 1994, only 35% of 
votes were exercised; last year the figure 
was 55%, according to PIRC, a corporate- 
governance consultancy. The number of 
funds prepared to take a stand is rising. To 
activist diehards such as Hermes, a vocal 
fund manager wholly owned by the Brit- 
ish Telecom pension fund, have been 
added others, such as Deutsche, Schroder 
and Morley, who are taking a generally 
more robust stance. Some-—especially 
those that hold stocks for the long term 
and rarely sell—have been hiring corporate 
governance experts recently. 

Industry bodies, such as the Associa- 


tion of British Insurers and the National p» 





> Association of Pension Funds, have taken 
stands against companies that they think 
have breached important points of princi- 
ple. The ABI complained to Cable & Wire- 
less aboutits reluctance to return money to 
shareholders; to British Telecom about the 
huge increase in its debts when it was bid- 
ding for 3G licences; and to Marconi about 
huge payouts to the bosses who had taken 
the company to the brink. Both the ABI 
and the NAPF have been taking companies 
to task over their pay policies for several 
years, admittedly with limited success. 

Fund managers are making their dis- 
pleasure more public. The number of “No” 
votes and abstentions cast by institutional 
investors has been rising recently, accord- 
ing to PIRC. In 1997, only 0.5% of compa- 
nies had opposition of over 20% to one or 
more of their motions; last year the num- 
ber was 3%. The number of abstentions 
has risen from 2% to 6%. Abstentions are 
not seen by fund managers as a cop-out 
but as a yellow card. The number of 
“Noes” and abstentions is likely to be 
much higher this year because companies 
have been forced to reveal more about 
remuneration and put packages to the 
vote. 

Will any of this do any good? Possibly, 
as long as investors do not meddle too 
closely. Much of the damage that investors 
are now trying to undo could have been 
avoided had shareholders been awake. If 
active funds do better than lazy ones, 
shareholder activism will get a boost. But 
so far, the evidence on that is mixed. m 


Science 


Stinks tanks 


The peculiar boom in forensic science 


NE of the few reasons undergraduates 

still study chemistry, admits an old 
hand, is that they think they will be able to 
make illegal drugs such as ecstasy in the 
laboratory. The way things are going, it is 
not just the students, but also their teach- 
ers, who will need some chemically-in- 
duced happiness. 

Chemistry in British schools and uni- 
versities is in a dire state, short of money 
and students. The University of Kent is set 
to close its chemistry department, it 
emerged this week. That followed similar 
news earlier this month from Kings Col- 
lege London. 

But there is one seeming bright spot 
(see chart). The numbers applying to do fo- 
rensic science courses are growing fast. At 
first sight this might seem a welcome ex- 
ample of several desirable trends, such as 
universities repackaging their courses to 


Northern Ireland 


At least it’s clear 





Tony Blair has put Northern Ireland’s peace process on hold 


66 ALL problems are from now on re- 

solved politically. They are not re- 
solved by a mixture of politics and 
paramilitary activity.” After weeks of 
uncertainty and comings and goings be- 
tween London, Belfast and Dublin, Tony 
Blair’s statement on May ist could not 
have been clearer. The elections due on 
May 29th have been postponed and 
Northern Ireland’s devolved govern- 
ment remains suspended until the IRA 
commits itself absolutely clearly to giv- 
ing up all paramilitary activity. The “cre- 
ative ambiguity” which had charac- 
terised earlier stages of the peace process 
was no longer useful, said Mr Blair. “It is 
a different world.” 

The argument that led up to this an- 
nouncement was, ostensibly, about a 
few words. The British and Irish govern- 
ments have been trying to get a state- 
ment out of the IRA saying that it is 
giving up “military attacks, training, tar- 
geting, intelligence-gathering, acqui- 
sition or development of arms or 
weapons, other preparations for terrorist 
campaigns, punishment beatings and at- 
tacks and involvement in riots”. After 
three weeks of negotiations and drafts, 


meet customer demand; narrow science 
syllabuses widening to include real-world 
skills; and students realising that exciting 
jobs may require a core of hard scientific 
knowledge. 

Sadly, the real story is very different. 
For a Start, the jobs available are very few: 
the Forensic Science Service (Fss), the gov- 
ernment body that employs the vast ma- 
jority of graduate specialists, recruits be- 
tween 70 and 120 a year—less than a tenth 
of the number accepted to study the sub- 
ject last year. Furthermore, the Fss prefers 
people with good first degrees in main- 
stream science, not forensic science. 

Secondly, most of the 360-plus under- 
graduate forensic science courses on offer 
are of dubious worth. Most are taught by 
academic chemists with no forensic sci- 
ence training or experience. They may 
have a few retired police specialists to add 
a whiff of authenticity. None match the 
handful of postgraduate specialist courses 
that employers actually find useful. 

The real reason for their popularity is 
that the “new universities” (ex-polytech- 
nics) that offer them are finding it very 
hard to attract students, especially in un- 
popular subjects such as science. Forensic 
science, especially as portrayed in detec- 
tive fiction, is a much easier sell. “Young 


Gerry Adams, head of Sinn Fein, the aie 
litical wing of the IRA, which was pi 

of the suspended government, issued a 
statement saying that there would be - 
“no activities which will undermin ad in o 
any way the peace process or the G G9 700( 
Friday Agreement”. That was not — | 
enough. 

Mr Blair did not attack Mr dain a 
was quite polite about the Sinn Fein 
leader’s efforts to keep the peace process 
alive. But he went out of his way to _ 
shower praise on David Trimble, leader 
of the Ulster Unionists, who is risking- 
his political career to keep the peace pro- 
cess going. : 

Mr Blair must have calculated that 
the rrA statement was not enough to — 
vindicate Mr Trimble’s support for the 
Good Friday Agreement in Unionist _ 
eyes. If the election had been held when 
Mr Trimble’s credibility was low, Ian 
Paisley’s hard-line Democratic Unionist 
Party might well have overtaken the 
UUP. That, as Mr Blair made clear in his 
statement, would be the end of power- 
sharing between Unionists and republi- 
cans, and a settlement would be even 
further away than it is now. 









people are seduced by what they see on 
the television—it seems extraordinarily 
glamorous,” says David Giachardi, who 
heads the Royal Society of Chemistry. In 
fact, though, the students are getting nei- 
ther a vocational course, nor enough core 
science to fit them for jobs elsewhere. 

History suggests this bubble will burst. 
That was the case with environmental sci- 
ence, a similarly blurry discipline which 
was very popular in the mid-1990s, when 
students thought it would train them to 
save the planet, but found the job market 
strangely indifferent. m 
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S The Economist went to press, votes were being cast in local- 
government elections across England. But not very many: 
little more than a third of those entitled to vote will bother to do 
so. The surprising thing is not that turnout is so low, but that it 
should be so high when the outcome has so few consequences 
for people’s lives. 

This is something that politicians from all parties say they are 
very worried about. The Liberal Democrats have always wanted 
more power for local government because the councils they con- 
trol are the nearest thing they have to a power base. But for La- 
bour and the Conservatives, who, between them, have 
centralised government to a degree unknown elsewhere in the 
democratic world, it’s quite a new concern. 

These days, everybody is in favour of “localism”. The Tory lo- 
cal-government spokesman, Eric Pickles, cheerfully beats his 
breast over past errors: “We were absolutely wrong. We’re born- 
again local.” A recently formed think-tank, the New Local Gov- 
ernment Network, headed by a New Labour insider, Dan Corry, 
has been pushing with some success what it calls the “new local- 
ist” agenda. Even Tony Blair, no great fan of local government, 
has begun to remember the lines he used to spout before he be- 
came prime minister about local diversity and strong, empow- 
ered communities. 

How seriously should one take all this? Despite some half- 
baked devolution on the Celtic fringe, Labour has done its best to 
stifle what little was left of local-government autonomy in Eng- 
land by means of thousands of centrally conceived targets and 
initiatives. After 18 years in frustrated opposition, the idea that 
local government might be anything more than a transmission 
mechanism for the “project” was never seriously considered. 

Councils have found that even the things which they thought 
they might have some slight say over are determined from the 
centre. No home secretary has ever seized more direct power 
over policing than David Blunkett. Up to a million new homes 
are to be forced on the over-crowded south-east by John Prescott, 
deputy prime minister and minister for this sort of thing, in de- 
fiance of the wishes of local people and their representatives in 
the councils. 

And then there is education—still, at least in theory, the big- 





gest thing for which local government retains responsibility. The 
row between the government and local authorities about what 
has become known as the “missing £500m” encapsulates the 
problem. Last year, the government announced the largest in- 
crease in schools funding that a crude reading of the numbers 
would bear—about 6% for each of the next three years. But it has 
not worked out quite like that. 

Under the fiendishly complex funding formula that provides 
at least 80% of local authorities’ money, councils in some parts 
of the country—the better-off south-east, mostly—got only 3.2% 
more. From this, schools had to cover the costs of the higher na- 
tional-insurance charges levied by Gordon Brown, the chancel- 
lor of the exchequer, to pay for the health service, and increased 
pension contributions. Many schools with falling rolls have had 
even less than that. The government blames some councils for 
not passing all the money they have been given to schools, while 
the councils blame the department of education for wasting 
money on pet schemes that are fun for bureaucrats, but not 
much use to children. 

Unless you think that schools are best run from Whitehall, 
there are two possible solutions to this typical mess. Either the 
money central government provides should go straight to the 
schools (or, better still, the parents) to spend as they see fit, or lo- 
cal authorities should raise far more of what they spend and ac- 
count for it to local people. 


A little local difficulty 

The government understands the problem. It is now aware that 
its top-down approach to managing public services is flawed 
and that service-providers will not respond to local needs until 
they are locally accountable. But, as Tony Travers of the London 
School of Economics says, it is like a clever junkie: it knows what 
it should do, but it keeps on finding arguments for not doing any- 
thing just yet. 

This is not, however, simply a problem of political will. There 
is a real dilemma, as shown by the bitter arguments now raging 
over the quasi-independent foundation hospitals. Deep within 
Labour’s psyche is the notion, developed by the early Fabians, 
that the state should treat everyone the same, regardless of how 
much they earn or where they live. Nor is this preoccupation 
confined to the left. Tabloids of all colours deplore the idea of a 
“post-code lottery”. So the centralisation of local-government fi- 
nance is not just a mechanism for political control, but also a 
way of ensuring that the standard of public services does not de- 
pend on the local tax base. 

But equity comes at a price. Local government should hold 
sway over many of those things that people care most about. Yet 
it can’t do so unless it raises much more of the money it spends. 
As things are, it is correctly perceived as little more than an agent 
of the state; local democracy is seen as a sham. The dead hand of 
centralism also kills the impetus to innovate and improve that 
characterised the thriving, competitive municipalism of Eng- 
land in the late 19th century and of America today. Whereas 
Liverpool has for more than 30 years depended on a life-support 
system fed from London, Detroit, in the absence of such a sub- 
sidy, has discovered the determination and the ideas to save it- 
self from near-extinction. 

There is a real choice to be made, and the new localists should 
admit it: does democracy, or a peculiarly British concept of fair- 
ness, matter most? W 








Airlines 


A way out of the wilderness 


Itis time for aviation to snatch victory from the jaws of disaster 


HE biggest danger facing the global air- 

line industry is not the effects of terro- 
rism, war, SARS and economic downturn. 
It is that these blows, which have helped 
ground three national flag carriers and 
force two American airlines into Chapter 
11 bankruptcy, will divert attention from 
the inherent weaknesses of aviation, 
which they have exacerbated. As in the cri- 
sis that attended the first Gulf war, many 
airlines hope that traffic will soon bounce 
back, and a few catastrophic years will be 
followed by fuller planes, happier passen- 
gers and a return to profitability. Yet the in- 
dustry’s problems are deeper—and older— 
than the trauma of the past two years im- 
plies. Alan Mulally, chief executive of 
Boeing Commercial Airplane Group, 
points out that airlines have not earned 
enough profit to cover the cost of their cap- 
ital over the past 30 years. 

Concentration on the immediate crisis 
is understandable. 1ATA, the industry’s 
trade association, reckons that $30 billion 
has been lost since September 11th 2001. 
That is ascribed—unsurprisingly—to fac- 
tors that the industry can do nothing 
about. Airlines in America have to endure 
traffic 17% lower than last spring, when it 
was 10% lower than in spring 2001. On At- 
lantic and Pacific routes, traffic was already 
25% lower than a year earlier, before SARS 
struck. The big American carriers alone 
have debts of $100 billion on a combined 
stockmarket value of less than $3 billion. 


True, in recent weeks there have been 
encouraging signs. Concessions that 
American Airlines belatedly wrung from 
its workers—in pay cuts and more flexible 
working—kept it clear of Chapter 11. Un- 
ited, although bankrupt, this week agreed 
new working arrangements that could 
produce big savings. But such responses 
alone are not enough. 


A worrying lack of concentration 
As the centenary of the first powered flight 
approaches in December, the industry it 
launched is still remarkably primitive. The 
car industry, created not long after the 
Wright Brothers made history, is now a 
global industry dominated by a dozen 
firms, at least half of which make good 
profits. Yet commercial aviation consists of 
267 international carriers and another 
500-plus domestic ones. The world’s big- 
gest carrier, American Airlines, has barely 
7% of the global market, whereas the 
world’s biggest carmaker, General Motors, 
has (with its associated firms) about a 
quarter of the world’s automobile market. 
Aviation has been incompletely dereg- 
ulated, and in only two markets: America 
and Europe. Everywhere else deals be- 
tween governments dictate who flies un- 
der what rules. These aim to preserve 
state-owned national flag-carriers, run for 
prestige rather than profit. And numerous 
restrictions on foreign ownership impede 
cross-border airline mergers. 
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In America, the big network carriers 
face barriers to exit, which have kept their 
route networks too large. Trade unions re- 
sisting job cuts and Congressmen oppos- 
ing route closures in their territory con- 
spire to block change. Airlines dominate 
their home hub airports, putting pressure 
on municipal owners to keep out competi- 
tors. Itis as if GM could get Toyota vehicles 
banned in Michigan. 

In Europe, liberalisation is limited by 
bilateral deals that prevent, for instance, 
British Airways (BA) flying to America 
from Frankfurt or Paris, or Lufthansa offer- 
ing transatlantic flights from London’s 
Heathrow. To use the car industry anal- 
ogy, itis as if only Renaults were allowed 
to drive on French motorways. So Europe 
continues with 23 flag carriers, whereas 
half a dozen more muscular airlines might 
suffice. Most analysts think that Europe 
will soon have only three big carriers with 
global networks—BA, Air France and Lufth- 
ansa. Were aviation a more rational busi- 
ness, there would be a handful of global 
airlines based in America, with another 
five or sixin Europe and Asia. 

In airlines, the optimists are those who 
think that things are now so bad that the 
industry has no option but to evolve. Fred- 
erick Reid, president of Delta Air Lines, 
said earlier this year that events since the 
September 11th attacks are the equivalent 
of a meteor strike, changing the climate, 
creating a sort of nuclear winter and lead- 
ing to a “compressed evolutionary cycle”. 
So how, looking on the bright side, might 
the industry look after five years of acceler- 
ated development? 

The two big forces for change, predat- 
ing September 11th, are the advance of 
low-cost carriers (LCcs) and the greater 
transparency of fares provided by the in- 
ternet. Neither will go away. So big airlines 
will no longer be able to gouge business >> 
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> travellers as they did in the late 1990s. In 


Europe, Ray Webster, the chief executive 
of easyJet, the biggest LCC, reckons that 
LCCs will grab half the European market, 
up from under 10% today, by 2010. 

In America, the conventional wisdom 
has been that LCCs would remain at 
around 25% of the market. Most LCCs have 
a business model based on point-to-point 
connections between cities, flying out of 
cheaper secondary airports. Network car- 
riers consolidate passengers at hubs fed by 
spokes linking them to smaller markets. 
LCCs face a bigger revenue risk with their 
point-to-point service, but they reduce it 
by offering very low fares and flying full 
aircraft. Their simple networks do not, for 
instance, involve keeping expensive 
planes sitting on the tarmac ata hub to pro- 
vide connections. So LCCs get 50% more 
flying hours per day out of their aircraft 
than conventional carriers. 

Now the two models are starting to 
blur. Network carriers are learning from 
LCCs to use internet bookings to cut distri- 
bution costs. They also now imitate their 
dynamic pricing, selling cheap seats early 
and raising the price as each flight fills up. 
But the Lccs, notably AirTran (formerly 
the much-derided ValuJet) and JetBlue, 
two of the more enterprising young air- 
lines in America, are embracing aspects of 
the network-carrier model. AirTran, for in- 
stance, offers a separate business cabin (for 
a $35 supplement). AirTran, JetBlue and 
Southwest Airlines are also starting to offer 
transcontinental services in America, 
moving into a market dominated by the 
network carriers. So the Lccs could cap- 
ture half of the market in America, too. 

On a wider international front, the big- 
gest change may come within a year, 
when the European Union takes over from 
member states responsibility for striking 
air traffic deals. At that point, there will be 
direct negotiations between the giant 
European and American markets over full 
liberalisation, including mutually unre- 
stricted access. Carriers such as United in 
America and BA in Britain are already lob- 
bying for this, hoping to create a sort of 
transatlantic common aviation market. 
The prize for the Americans would be the 
demise of uneconomic state-owned flag 
carriers in Europe, which distort compe- 
tition across the Atlantic. For the Europe- 
ans, it would be access to the American 
market—some 50% of global air travel. 

Along with that ought to come the abo- 
lition of restrictions on foreign ownership. 
And if Europe and America pool their air 
markets, the rest of the world may have no 
choicer but to do likewise. Mergers might 
lead to the creation of a dozen or so global 
carriers, fierce rivals yet profitable: not un- 
like in the car industry. In short, there 
would be a true globalisation of the indus- 
try that was midwife to globalisation. And 
the pessimistic scenario? More losses. W 


Hong Kong and America seta. 


Keeping out Li 
Ka-shing 


HONG KONG 
A controversial takeover 


EOPLE in his home town, Hong Kong, 

call Li Ka-shing “superman” for his 
stunning business success. But America’s 
government apparently considers him a 
potential threat. Though Mr Li, like his 
homeland, is ultra-capitalist, he does show 
up in lots of group photos with Beijing’s 
Communist leaders, and Hong Kong is 
after all part of China again. It seemed so 
Suspicious to an American government 
committee reviewing Mr Li’s role in a pro- 
posed takeover of Global Crossing, a bank- 
rupt American fibre-optic cable operator, 
that it pondered the case for 30 days, be- 
fore announcing that it would keep pon- 
dering it for another 45. Mr Li is a busy 
man. On April 30th, he dropped his offer. 

For Mr Li, this was a case of déja vu. In 
1999, even before terrorist attacks raised 
America’s national temperature, several 
Republicans in Congress railed against Mr 
Li’s business interests in the Panama Ca- 
nal. Mr Li’s flagship company, Hutchison 
Whampoa, is, among many other things, 
the world’s largest private port operator, 
and it runs berths on both ends of the ca- 
nal. Trent Lott, then Senate majority 
leader, called Hutchison “an arm of the 
People’s Liberation Army”. To Asians, this 
sounded about as appropriate as Mr Lott’s 
praise of Strom Thurmond’s segregationist 
views rang to Americans last year. 

Naturally, Mr Li cultivates what the 
Chinese call “guanxi”, or connections, in 
mainland China. On the whole, these 
seem to pay off—he managed, for instance, 
to get one of the choicest real-estate sites in 
all of China, just off Tiananmen Square. 
But Mr Li has pulled such stunts in Britain, 
Canada, and all sorts of places. Through- 
out his career, Mr Li has stayed surpris- 
ingly apolitical, given his influence. 

Without his offer, Global Crossing 
could now go to Singapore Technologies 
Telemedia, with whom Hutchison had 
jointly bid $250m for a 61.5% stake. It is it- 
self not uncontroversial, being owned by 
the government of Singapore. But Singa- 
pore has become one of President Bush’s 
darlings for its staunch support in the war 
against terrorism. 

Another possibility is to sell Global 
Crossing to IDT, a very American com- 
pany run by a former Republican congress- 
man, James Courter, who this week stated 
that “having critical Us telecommunica- 
tions assets in a foreign and communist- 
controlled country poses grave national 
security concerns for the us.” IDT has 





Scary Mr Li 
been buying other distressed telecoms 
companies, and Global Crossing would 
make a nice addition. 

Mr Li is unlikely still to be thinking 
about this little setback. He continues to do 
well in electricity, property, oil, retailing, 
ports, and telecommunications. His big- 
gest passion these days is third-generation 
mobile telephony, on whose success 
Hutchison is betting more than any other 
company in the world. Still, this episode 
might make for jolly cocktail-party banter 
next time he isin Beijing. m 


Online music 


How to pay the 
piper 


SAN FRANCISCO 
As lawsuits fly, a new service offers a 
simple way to pay for music online 


INCE Napster arrived in 1999 to pioneer 

the unfettered exchange of music files 
over the internet, the record industry has 
responded with a two-pronged strategy. It 
has done its best to stop illegal file-swap- 
ping in the courts. And it has backed sev- 
eral subscription-based online music ser- 
vices, to provide a legal alternative to 
piracy. So far, neither approach has had 
much impact. But the events of the past 
few days may prove a turning point for on- 
line music, in the courts and in the market. 

On the face of it, the legal battle is going 
just as badly as ever. Napster is gone, hav- 
ing been killed last year by a lawsuit 
launched by the music industry’s “big 
five” record companies. But KaZaA, Groks- 
ter and other file-swapping services that 
have sprung up in its place are now even 
more popular than Napster was in its hey- 
day, and are proving much harder to shut »» 
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Second Roundtable on Branding in Japan 
Brand mythology: 
results-driven strategies to leverage the brand story 
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Mapping the road ahead 


July 17th 2003, Four Seasons Hotel, Tokyo 


High-level debate on the future of Japan’s automotive industry 
You will help shape the answers with: 
* Rolf Eckrodt, President, Mitsubishi Motors Company 


e Carlos Ghosn, President and Chief Executive Officer, 
Nissan Motor Company 


* Ludwig Willisch, President, BMW Japan Corporation 
and many more... 


Sponsored by In association with Supporting organisation 


FAI ORAL BRM OAR MN aN, foe 





> 
accenture 


# w & BRN 


-Fax this form to (813) 3263 7537 


Visit www. economistconferences.com/asia.html * E-mail conferencesjapan@economist.com + Tel (813) 3263 6035 





Familyname 
See secant Sos ann si Seep acta oe eet eet ese 
Address __ E E aa tag Sea E ANE ees ne a ee TEE 
i et ee eee es a a ue 
Email 


ee nanan Re LAIMA nigh RAL RA ft Rite init aaan baum ayuin ran iynabranhn nana Sp Arahwioritalyssinmahranh tna isnt Yi pl le YM Mf beeen ont Hove Meter 


Company _ 


First name 


AAA AA 0 treet ree eee ere ereen Aree earners RII ALLAN WALA AY A aia AA AAM iiei iiA A ANANASA AA WY e Hint ete neh liner berth r na a pe pais 





ANAC aman rennet AAAA EA AAA itm Senne A inanan eR ARAL ANAA ERIN AAAA ni rwareerana ranavianaanarasts suns} amagana uanga A HMDA MA Ad 


Economist Conferences is part of The Economist Group of companies. “I do not wish to be contacted about new features, events, or services from:” 
LJ Economist Conferences [C] Other Economist Group Companies D External Organisations 


An Economist Group Business 


The Economist May 3rd 2003 


> down. New albums by Madonna (below), 
Radiohead and others are available online 
long before their official release; last week 
Madonna even resorted to flooding file- 
sharing services with expletive-carrying 
bogus files in an attempt to confuse pirates 
and boost sales of her new album, “Ameri- 
can Life”. Hackers promptly posted a free 
copy of the album on her website. 

Napster lost in the courts because of a 
fatal flaw: it used central directory comput- 
ers to keep track of the music each user 
was making available online so that other 
users could find what they wanted fast. Its 
parent company, which maintained these 
computers, was found guilty of “contribu- 
tory infringement” of copyright. Its succes- 
sors have avoided relying on a central di- 
rectory computer. Instead, requests for a 
particular file are passed from one user’s 
computer to another. This makes search- 
ing slower and less reliable, but lets the 
firms that make and distribute such pro- 
grams (and profit by selling on-screen ad- 
vertising) argue that they cannot be held 
responsible for the actions of their users. 
On April 25th, a federal judge in Los Ange- 
les agreed, ruling that the firms behind 
Grokster and Morpheus, two popular file- 
swapping programs, were not guilty of 
contributory infringement, just as makers 
of video recorders are not responsible for 
the use of such machines for piracy. 

This was a setback, but the record com- 
panies are having more luck trying to hit 
file-swapping networks in another way: 
by targeting users directly. On April 24th, 
another federal judge upheld a ruling in a 
test case that would require internet-ac- 
cess providers to reveal the identities of 
subscribers engaging in file-swapping 
when ordered to do so by a court. Verizon, 
an American telecoms firm that has so far 
refused to reveal the identities of two of its 
subscribers on privacy grounds, says it 
will appeal. The record industry aims to es- 
tablish a precedent, so that it can force ac- 
cess providers to disconnect subscribers 
who are trading copyrighted material 
without having to go to court every time. 

Even if it fails, the music industry has 
been quietly stepping up other efforts to 
pursue individuals by legal means—a risky 
strategy that could end up hardening some 
consumers’ already-resentful attitude to- 
wards the record industry. On April 29th, 
the Recording Industry Association of 
America began sending messages to users 
of file-swapping programs who appear to 
be offering copyrighted music for down- 
load, warning them that they face possible 
legal action. The industry has also been 
clamping down on universities, asking 
them to warn students who use computers 
on campus of their criminal liability if 
they download music, and to wipe outille- 
gally stored files. 

So much for the stick. What of the car- 
rot? Despite industry backing for several 
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Another day at the office 


LAGOS 


Kidnapping is just a cost of doing business 


ji ths strikers’ demands were quite rea- 
sonable. They said they wanted to be 
ferried to work by helicopter each day, 
rather than by boat. And they de- 
manded the reinstatement of five col- 
leagues who had been sacked for alleged 
embezzlement. The methods they used 
to press these claims were normal, too, 
for the Niger delta. They kidnapped 
nearly 100 expatriate workers on four oil 
rigs, which they reportedly threatened to 
blow up if the navy tried to storm them. 
Oil firms in Nigeria are used to this 
sort of thing. Ethnic militants often kid- 
nap their staff and demand money, or 
jobs for their cousins. It is an unusual 
way of trying to impress potential em- 
ployers, but it works. Oil firms really do 
hire people at gunpoint, or at least pay 
them to go away. Happily, the kidnap- 
pers rarely kill their captives. In the early 
1990s, when they were motivated more 
by politics, their victims were treated as 


subscription-based online music services, 
such as Rhapsody, pressplay and Music- 
Net, response has been tepid. Lee Black, an 
analyst at Jupiter Research, estimates that 
such services have topped out at around 
350,000 subscribers, compared with tens 
of millions of file-swappers. The appeal of 
subscription-based music services is lim- 
ited for two main reasons. Rather than buy 
music outright, as they do on CD, users 
merely rent it for the duration of their sub- 
scriptions. And whereas a track ona cp (or 
downloaded from a file-swapping service) 
can be easily transferred on to a portable 
music player, or “burned” on to another 
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honoured guests, with air-conditioned 
huts, the best pepper soup and more. 

Two oddities about this week’s stand- 
off were that the kidnappers were em- 
ployees, rather than ethnic militants, 
and that the firm involved, Transocean, 
an American drilling contractor, has (so 
far) declined to be blackmailed. This is 
principled: by paying up, other firms 
give kidnappers an incentive. But itis a 
risky strategy. As The Economist went to 
press, the Nigerian navy reportedly 
boarded the rigs. 

Allin all, Nigeria is a tough place to 
work. Expats demand higher pay to live 
there—though perhaps no more so than 
in, say, Colombia. Shell, the largest oper- 
ator in Nigeria, said this week that 10% 
of national oil output is lost to thieves, 
who puncture pipes to get at the con- 
tents. But these expenses are bearable. It 
still costs under $5 a barrel to pump Ni- 
gerian crude, so the oil firms will stay. 


CD, such transfers are either prohibited by 
online music services, or cost extra. 

So the launch on April 28th of anew on- 
line music service by Apple, a computer 
maker, could be a big step forward. The 
new service, called iTunes Music Store, re- 
jects monthly subscriptions for a simpler 
model: each track from its 200,000-track li- 
brary costs $0.99. Once purchased and 
downloaded, a track can be copied on to as 
many as three computers, burned on to 
CDs, and transferred on to Apple’s popular 
iPod portable music-players. There is no 
need to buy an entire album just for one or 
two tracks. And Apple’s boss, Steve Jobs, 
hopes that because there is no subscrip- 
tion fee purchasing a track will become an 
“impulse buy”. Many people, he observes, 
happily spend $3 on a cup of coffee. 

So far, the new service is available only 
in America, to users of Apple’s Macintosh 
machines, which account for under 5% of 
personal computers. A version of the ser- 
vice for PCs running Microsoft Windowsis 
planned for later this year. In effect, Mac 
users are acting as guinea pigs for a new 
way of selling music online. If it proves 
popular, the other paid-for online services 
will no doubt demand the same licensing 
terms from the record companies, and fol- 
low Apple’s lead. Rumours that Apple 
would buy Universal, the biggest record 
company, have proved unfounded. Yet 
just as Apple pioneered the graphical inter- 
face in the 1980s, it could now blaze a trail 
for the music industry. If, thatis, it can beat 
a free alternative... m 
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Corporate governance To remedy this, Mr Bébéar proposes 


Killing capitalism? 


PARIS 
A leading French capitalist worries 
about the system that made him rich 


EPENDING on whom you ask, Claude 

Bébéar either is, or wants to be, the 
godfather of French business and finance. 
Founder and chairman of AXA, France’s 
biggest insurer, Mr Bébéar has been a 
quintessential capitalist, using numerous 
acquisitions to turn an unknown regional 
firm into a global giant. His eyes sparkle 
with commitment to the jockeying and 
scheming of the corporate world. Surely it 
was his covert influence that led to the 
ousting last year of Jean-Marie Messier, Vi- 
vendi Universal’s controversial boss? Mr 
Messier certainly thinks so—he detests Mr 
Bébéar and the cosy club he represents. 

And was not, according to the rumour- 
mill, Mr Bébéar also quietly campaigning 
to remove Jean-Pierre Tirouflet, boss of 
Rhodia, another embattled French firm? 
On April 29th, Mr Tirouflet survived an ef- 
fort by rebellious shareholders to unseat 
him. Mr Bébéar took the unusual step of 
denying any involvement. But just the 
mention of his name had raised the profile 
of the minority shareholders who wanted 
Mr Tirouflet out. Like it or not—and he 
mostly likes it-Mr Bébéar’s has become a 
talismanic name. Now he wants to use his 
influence to challenge the very system that 
made him famous. He thinks the capitalist 
system is in danger of imploding, and has 
published a book, “Ils vont tuer le capital- 
isme” (Editions Plon), to explain why. 

Some of what he says is far from origi- 
nal. Financial markets and the real econ- 
omy have disconnected, he says. Share 
prices no longer reflect true values as they 
are too volatile. Analysts follow ratios like 
sheep, and have sold their independence 
to their corporate-finance colleagues. 

As for quarterly reporting, the less said 
the better. Porsche, a German car maker, 
has been arguing fiercely with the Deut- 
sche Börse over its plan for compulsory 
quarterly reports from listed firms. Porsche 
says such reports are inconsistent with 
how it wants to present its long-term strat- 
egy. Mr Bébéar would approve. Such re- 
ports encourage false accounting and a dis- 
honest culture, he says, pointing a finger, 
as the French are wont to do, at America. 

If Mr Bébéar had painted only this 
bleak picture, then he might have been ig- 
nored as merely another doomsayer. But 
he has gone further, suggesting restor- 
atives for the capitalist system. At the heart 
of today’s malaise, he argues, is the fact 
that shareholders have forgotten that, as 
well as rights, they also have duties. 


that voting by shareholders should be 
compulsory. More boldly, he wants to 
scrap the principle of equal treatment of 
shareholders (a cynic might argue that it is 
often ignored in Europe anyway) in favour 
of asystem that rewards investors for hold- 
ing shares over time. Thus, an investor 
who owns a share for, say, two years, will 
have more voting rights than one who 
bought yesterday. And the dividend re- 
ceived would rise with the length of the in- 
vestment. After a decade, it might be 50% 
higher than on a newly purchased share. 

With full disclosure of such arrange- 
ments, financial markets could set prices 
accordingly. For example, in France there 
are limited companies, but there is also a 
company structure under which share- 
holders do not appoint the management: 
Michelin, a tyre-maker, is an instance. This 
structure means that its shares trade at a 
discount, but investors know why and can 
choose whether or not to buy. Mr Bébéar 
foresees a plethora of such arrangements 
in future—including, presumably, some 
that would actually increase a firm’s 
value—provided that the market has the 
will to change today’s flawed system. 

The logic is that such reforms would be- 
come self-reinforcing. An investor with an 
enhanced dividend would be reluctant to 
lose it by selling, but more inclined to inter- 
vene in a company and, says Mr Bébéar, 
thereby fulfil his ownership duties. “As in- 
vestors, we need to re-think the nature of 
equity,” says Mr Bébéar. 

Mr Bébéar also thinks it has been a mis- 
take to limit the role of auditors to looking 
at numbers. Acting as a check and balance 
to management, the auditors should com- 
ment on a firm’s strategy and the status of 
its assets. Give them the authority to ques- 
tion what they see and an obligation to re- 





France’s godfather of capitalism 





port to investors, and you might avoid di- 
sasters such as Enron—or Vivendi. 

How realistic is all of this? In some 
cases, reform would require new laws or 
the scrapping of old ones. Shareholders 
would have to agree: how willingly would 
they accept greater rewards for those who 
held shares longest? Companies would 
have to be prepared to try something new. 
But firms can be as sheep-like as those who 
analyse them. Mr Bébéar hints that a few 
pioneering firms may have to break ranks. 
Presumably, then, it will be worth keeping 
an eye on AXA, where Mr Bébéar has 
scope to put his ideas into practice. W 


Pay for chief executives 


Is that enough? 


At last, shareholders are revolting 


OR years, it seems, shareholders have 

bought the argument that top-quartile 
performance meant top-quartile pay for 
the chief executive. Now, plenty of bot- 
tom-quartile American companies still 
seem to be richly rewarding the boss, and 
shareholders have been protesting (in Brit- 
ain as well as America, see page 50). Ac- 
cording to the Investor Responsibility Re- 
search Centre, this year a record 275 
shareholder proposals are critical of 
bosses’ pay. 

While the value of many companies 
has contracted, bosses’ pay packets have 
not. Pearl Meyer, a large pay consultancy, 
surveyed the compensation of chief exec- 
utives of 200 American firms that filed 
their results for 2002 earlier this year. Me- 
dian pay for chief executives—a better 
guide than average pay—rose by 18% over 
2001. That figure covers all compensation 
except the theoretical value of stock op- 
tions. Add that in, and median compensa- 
tion rose by only 3%. But it still grew, even 
in a year of falling share prices. 

Last week, compensation arrange- 
ments claimed a rare victim: Don Carty, 
head of American Airlines, resigned after 
failing to tell its beleaguered unions that 
the company made a $41m pre-tax pay- 
ment last October to a trust fund to protect 
the pensions of 45 executives if the com- 
pany went bust. Last year Delta, another 
floundering airline, put $25.5 million in a 
protected pension trust for Leo Mullin, its 
chief executive, and 32 other executives. 
Lucky Mr Mullin was credited for 22 years 
of service, entitling him to a much larger 
pension. Again, the aim was clearly to 
make sure that the chaps at the top have 
lifebelts if the ship sinks. 

Increasingly, bosses’ pay is structured »» 





to protect them from risk. There is, points 
out Paul Reilly, head of Korn Ferry Interna- 
tional, a growing demand for cash rather 
than stock options: in 2002, 84% of chief 
executives of a sample of the top 1,000 
American firms received options, down 
from 90% in 2001. Pensions are emerging 
as the perk of choice. “Pensions, remem- 
ber, are guaranteed pay,” says Steven Hall 
of Pearl Meyer—especially when they are 
put in special trusts that are Chapter 11- 
proof. “There is an attempt to take the risk 
out of pay programmes.” 

Some would like to see the risk rede- 
fined rather than removed. Peter Kontes, 
co-founder of Marakon, a consultancy, ar- 
gues that chief executives’ basic annual 
salaries should be higher, and bonuses 
paid rarely, and only for exceptional per- 
formance. Simon Garrett of Hay Group, a 
pay consultancy, argues that incentives 
linked to share values should go only to 
two or three top executives, who set com- 
pany strategy. Those lower down the list 
should get cash rewards instead. 

Maybe. But this all seems terribly simi- 
lar to what happened in the last prolonged 
bear market, and might herald exactly the 
sort of easily manipulable remuneration 
schemes that made share options seem 
such a brilliant idea in the first place. m 


Space tourism 


G-whiz 


The first commercial zero-gravity flights 
may soon take off 


AKING a flight on an aircraft that 

repeatedly plummets to the earth in a 
death-defying dive is not everyone’s idea 
of fun. But it is the only way to experience 
the feeling of weightlessness that astro- 
nauts get when they travel into space— 
short of boldly going there too. Alas, 
adrenaline addicts have just one way to 
experience zero gravity—travel to Russia 
and take a trip on a modified, government- 
owned airforce Ilyushin-76 plane. 

This could soon change. This summer, 
if all goes to plan, the Federal Aviation Ad- 
ministration (FAA) will grant the first com- 
mercial licence to an aircraft that can take 
tourists on “parabolic flights” out of Amer- 
ican cities. The firm, er, floating the idea is 
the Zero Gravity Corporation—and one of 
the people behind it is Peter Diamandis, a 
pioneer in the embryonic “spacetourism” 
business and co-founder of a travel com- 
pany called Space Adventures. 

For the past five years, Dr Diamandis’s 
team has been testing a Boeing 727 for par- 
abolic flights. The final step for FAA ap- 
proval is nearing, when the craft will un- 


TOKYO 


Dismal results at Japan’s top electronics firm have stunnedinvestors 


È CONSUMER electronics, it is fine to 
mare people something smaller than 
they expect—as long as itis a clever new- 


i portable device for listening to music e A 


taking pictures. Itis not a good idea, 


however, to try this with profits. When _ 4 | 


Sony announced lower-than-expected © 
earnings on April 24th, investors were 
most unpleasantly surprised. Japan’s 
stockmarket continued to reel early this 
week, as investors tried to work out how | 
the firm could have done so badly with — 


so little warning. Although Sony has “ako 






long been one of Japan’s most su 


its core consumer-electronics busi- re 


‘ness, which accounts for two-thirds of 
sales, is in trouble. Its shambolic earn- 
ings release reinforced the impression 
that the firm’s managers, starting with `- 
Nobuyuki Idei, the chief executive, are 
still not on top of the problem. = 
 Sony’s ¥115.5 billion ($948m) net son 
fit for its latest fiscal year was better than 
the year before, but more than a third © 
lower than the firm had said it expected. '- 
The weak result was due largely to a net 
loss of ¥111 billion and a 12% drop in 
sales in the most recent quarter. Nor 
does Sony expect things to get better _ 
soon. After taking ¥100 billion of re- 
structuring 
take another ¥140 billion this year. Al- 
though some of last year’s charges ee 
to Sony’s music business, most of the | 
. overhaul is aimed at its electronics arm. 
Japan’s high cost base, plus growing 

competition, are chomping away at the 
-unit’s profit margins, which have now 
fallen below 1%. 

-~ Mr Idei hopes to cure this by moving 
production out of Japan and shutting — 


dergo training and demonstration flights. 

Zero Gravity will work with an un- 
named freight airline that now uses its air- 
craft only at night. The main modification 
is the addition of lots of padding—essen- 
tial when, in free fall, every direction is up. 

It will probably cost around $4,000 a 
head for a full day’s astronaut-training ex- 
perience. The highlight will be a two-hour 
flight in which 25 customers at a time will 
enjoy about 20 dives, each providing 30 
seconds of zero gravity. 

Zero Gravity says that the greatest inter- 
est is from firms wanting to reward their 
employees with something more interest- 
ing than around of golf. There is also inter- 
est in using the aircraft to film for Tv and 
movies, and for experiments and testing 
satellite components in zero gravity—espe- 
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of its PlayStation and ps2 pemr 
are likely to fall, and it will be a couple 7 


years before its third-generation con- 

_ soles hit the market. Nor does Sony ex- — 

-~ pectits film business to do as well as last 

~ year, when “Spider-Man” and the sequel: 
to “Men in Black” boosted profits. 


All of this should keep Sony'sseven 


proposed new board members busy. — 
_ They include Carlos Ghosn, who won © 


fame by cutting costs and reviving Nis- 
san after Renault, a French car maker, 
took it over; and Yoshihiko Miyauchi, t S 
-outspoken head of Orix, a Japanese leas- 
-ing company. Unfortunately for Mr Idei, © 
way these people seein rs $ 





cially while the space shuttle is grounded. 

Flights on the Russian aircraft have at- 
tracted passengers ranging from scientists 
to zero-gravity dancers. The possibilities 
for things to do in zero gravity are endless. 
Arthur C. Clarke, a master sci-fi author, 
once speculated that weightlessness 
would inspire new forms of erotica, and 
“Moonraker”, a James Bond film, featured 
a zero-gravity sex scene. 

Mr Diamandis is reluctant to discuss 
the potential for his new enterprise to at- 
tract those who find the mile-high club too 
tame—and don’t worry that all those sud- 
den dives might bring on a nasty head- 
ache. But he would be happy for couples to 
hire the aircraft. The cost? A private ride on 
a parabolic Boeing 727 would cost $85,000. 
Alas, he has no plans to accept air miles. m 


gan as a 
in. es ale artes | 
i i Ae 
>" } Di hes » Y F "i 4 
si . F : . Dy 


hoi Ai Ayr LFE Spe ts ite a A $ 
U vU = AT =. te, Cis j y AT A 
SAPR Mote WE et ee | Tat RAEE Vale HR 
EAn? CREI i /= ` Te $ > , rr) 5 
me M \ Mi ity: E 0 g A 7, "A ch A iu 
TA i FR ae R Fi, AE ee ee oa es ARGS | ota ‘ial? 


= me Sa't 


Face value | The first casualty of war 
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Be aD ete Do 


When the BBC’s Greg Dyke talks about truth, you should smell a rat 





REG DYKE, head of the Bsc, declares himself “shocked” 
(shocked!) by the American news networks’ coverage of the 
Iraq war. In a pointed speech in London last week, he contrasted 
the “gung-ho patriotism” and “narrow, pro-American agenda” 
of American Tv news with what he described as “the drive for 
accurate and impartial reporting” which is “in the DNA” of the 
BBC. In a speech liberally sprinkled with self-congratulatory ref- 
erences to the corporation’s “impartiality”, “balance” and “inde- 
pendence”, Mr Dyke presented the Bsc as a rock of objectivity in 
a commercial, Americanised sea of uncritical jingoism. For those 
pro-war Americans who dubbed the Beeb the “Baghdad Broad- 
casting Corporation”, this was all rather perplexing. 

Certainly, the network he singled out for criticism, Fox News, 
owned by Rupert Murdoch’s News Corp, may offend genteel 
British tastes. The Stars and Stripes in the corner of the screen, 
the unapologetic cheerleading for “our guys”, the loose control 
the anchors have over the pitch of their voice—not to mention all 
the big hair—is a far cry from the slightly scruffy, sceptical Brits 
who tend to deliver the BBC’s news bulletins. 

Yet surely the war in Iraq, with its unprecedented real-time 
delivery of front-line action into the living room, has punctured 
the idea that 24-hour television news can supply instant ob- 
jectivity. Anchors, in a vain attempt to provide context for the 
random collection of eye-witness reports, put impossible de- 
mands on correspondents, especially those “embedded” with 
soldiers. Anchor to reporter standing in dust storm in desert, 
wearing protective goggles: “What’s your overall view of how 
the war is going?” This was raw, undigested news which every 
station had a hard time cooking into sensible analysis. 

Mr Dyke largely ignored the subtle, tricky issues this raises. 
Instead, quoting advice given to the BBC’s journalists, he simply 
said that: “Our audiences should have confidence that they are 
being told the truth.” Plainly, any news organisation should as- 
pire to reach as close an approximation of “truth” as is ever pos- 
sible. But it is often fiendishly hard for reporters to do so. This 
war, as wars do, compromised journalists at every turn. Were 
embeds free to tell the “truth”? Did Central Command in Qatar 
tell the “truth”? Did minders in Baghdad allow reporters there to 
report the “truth”? When CNN’s Eason Jordan, its chief news ex- 


ecutive, confessed that, to protect his staff in Baghdad, his net- 
work had withheld information about murder and torture by 
Saddam Hussein’s regime during the 1990s, what sort of “truth” 
had CNN been reporting about Iraq all those years? 

But suppose for a moment that Mr Dyke’s claim to be report- 
ing the truth is fair. Is the goal of objectivity a sensible commer- 
cial strategy? Mr Dyke argues that the American TV news 
networks, which “wrapped themselves in the American flag and 
swapped impartiality for patriotism”, misjudged the market. 
They have undermined their credibility with viewers, and will 
lose share as a result. Mr Dyke, whose background is in commer- 
cial Tv and who brought Roland Rat, an irritating puppet rodent, 
to British breakfast Tv, regards this as an export opportunity for 
the BBC: to occupy the niche deserted by the American news 
outlets. The growing popularity during the war of the BBC News 
website and of BBC World Tv news, he argues, shows that there 
is an appetite for a trusted brand of independent news. 

Judging by the past year or so, in the highly competitive 
American Tv news market where four big broadcast networks 
jostle with three big 24-hour cable news channels, it is angled, 
high-octane, opinionated news—not sober objectivity—that sells 
best. Fox News is beating CNN hands down in the ratings. Fox ar- 
gues that this has nothing to do with a less objective view—the 
channel’s slogan is “We report. You decide.”—but a less staid re- 
porting style, albeit with a conservative twist. At the very least, 
in a competitive news market such as America’s, no network 
will thrive for long by reporting readily refutable untruths. Mr 
Dyke may insist that patriotism and journalism should never 
mix, but, within limits, that may be what Fox’s viewers want. 

Arguably, a fiercely competitive news market encourages 
such segmentation. Britain’s newspaper market, for instance, 
which is as competitive as America’s TV news market, has also 
sharpened the political leanings of its national titles—though, in 
Britain, the left-wing Guardian boosted sales the most in percent- 
age terms during the war. And even if Mr Dyke is right to spot a 
lucrative niche for the BBC in America, that may be because 
some consumers want an offshore, international—-maybe even 
anti-American—spin to their news, not because the BBC is neces- 
sarily more truthful. 


Economical with the truth 

Which prompts a cynical thought: might Mr Dyke’s concern 
with truth owe quite a lot to economics? Thanks partly to the rise 
of Fox’s sister station, Sky News, British Tv news is more com- 
petitive than it was when the mighty BBC towered over every- 
body else. But it is also far more regulated than American Tv 
news. Mr Dyke fears that, with a bill that would open Britain’s 
top commercial Tv station to American ownership currently be- 
fore Parliament, British news will “become Americanised”. 

In short, it may have been business strategy as much as shock 
that inspired Mr Dyke’s attack on American Tv news. The man 
who embodies the world’s best known public-service corpora- 
tion may simply have been making a sales pitch for the Ameri- 
can market. He may also have been making another self-serving 
case, addressing a British constituency that must decide whether 
in 2006 to renew the charter giving the BBC its generous licence 
fee (a tax on having a Tv set). Britons—or, at least, politically in- 
fluential ones—may be more sympathetic to the idea of lavishing 
public money on an institution if it is seen as a bulwark against 
the ghastly Americanisation of the British airwaves. m 
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Wall Street 


Unsettling 


WASHINGTON, DC 





After months of bargaining, the investigation into investment banks is over 


T HAD, acknowledged one of the partici- 

pants, all the elements of a bad awards 
ceremony: pious, — self-congratulatory 
speeches and a lack of surprise. A year- 
long probe into how Wall Street’s leading 
firms underwrote and recommended 
lousy stocks during the boom was off- 
cially closed on April 28th, with a packed 
press conference in the basement of the Se- 
curities and Exchange Commission (SEC) 
in Washington. 

Hundreds of stocks had collapsed; hun- 
dreds of billions of dollars had been lost. 
Someone had to be held accountable. Ev- 
eryone already knew who would be 
blamed and what their punishment 
would be, thanks to a mixture of an- 
nouncements and leaks. To settle charges 
that, to varying degrees, they had either 
touted rotten shares or in effect bribed 
company bosses to gain investment-bank- 
ing fees, ten Wall Street firms agreed to pay 
a total of $1.4 billion in fines, “disgorge- 
ment” of ill-gotten profits and payments to 
support independent research and inves- 
tor education (see table). Two more banks 
are still haggling with regulators. 

The investment banks will also adopt 
new operating procedures intended to sep- 
arate the function of research (recom- 
mending shares) from investment banking 
(underwriting them). In future, analysts’ 
pay will be determined by the quality of 
their stock-picking, and their reports will 


note their employers’ conflicts of interest. 
Firms will disclose the success of their re- 
search. “Spinning”, or the provision of 
shares in hot initial public offerings (IPOs) 
to executives whose firms are potential cli- 
ents, will not happen again (when, that is, 
the Iro market eventually revives). Regu- 
lators believe that the new procedures will 
restore fairness, and even integrity, to fi- 
nancial markets. 

No one from the banks squeezed into 
the sEc’s basement to hear the verdict, but 
Wall Street may be just as happy asits regu- 
lators. The penalties and disgorgement 
charges amount only to three-fifths of the 
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Payments in Wall Street settlement, $m 


The Economist May 3rd 2003 61 


Also in this section 
62 Adebit-card settlement 
63 Indian banks’ reluctant buyers 
64 Will Munich Re change course? 
64 Europe’s stumbling economies 
65 The theory of reverse snobbery 


66 Economics focus: Ranking 
development policies 


cost of the settlement. The rest may be met 
by insurers, or be tax-deductible. Even if 
not, the full bill is equivalent to just a few 
days’ collective profits, and is a tiny per- 
centage of what was earned from under- 
writing during the boom. And if the new 
procedures are costly, then the big firms 
can content themselves with the thought 
that they all carry the same burden. Better 
still, none of them has had to admit any 
guilt. The market has given a vote of confi- 
dence: the shares of the investment banks 
covered by the agreement have all done 
brilliantly in the past few weeks. 

Senior executives at Wall Street firms 
have also been spared by the settlement, 
notwithstanding remarks by Eliot Spitzer, 
attorney-general of New York state, that 
malfeasance went well up the corporate 
food chain. The two self-regulatory orga- 
nisations that are primarily responsible for 
the conduct of the big banks, the National 
Association of Securities Dealers and the 
New York Stock Exchange, were also 


spared censure, even though they may » 
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> have deserved it. During the boom of the 
1990s, both benefited from the torrent of 
trading and new listings. They donned 
their regulatory hats and joined in the in- 
vestigation only after the bust was at hand 
and the damage done. Mr Spitzer made the 
running, followed by other state attorneys- 
general and the SEC. 

Left to carry the can for all the bad ad- 
vice and all the bad deals were just two 
equity analysts: Henry Blodget, once an in- 
ternet analyst at Merrill Lynch, and Jack 
Grubman, formerly a telecoms guru at Sal- 
omon Smith Barney, Citigroup’s invest- 
ment-banking arm. Each has been banned 
from the securities industry for life. Mr 
Blodget will pay $4m in fines and Mr Grub- 
man $15m. A separate investigation by fed- 
eral prosecutors in New York has now tar- 
geted a third person, Frank Quattrone, 
formerly an investment banker with 
Credit Suisse First Boston (CSFB). Al- 
though they were influential in their fields, 
whatever went on during the boom was 
hardly the fault of just three men. 

Having settled with the regulators, Wall 
Street firms can now expect plaintiff law- 
yers to start filing civil suits. That the banks 
did not have to admit guilt in this week’s 
settlement may help them in those battles. 
The sec considers this standard practice, 
but juries in future cases may interpret it as 
a lack of, well, guilt. Indeed Jack Coffee, a 
professor at Columbia Law School, sug- 
gests that the banks actively sought a set- 
tlement with the regulators, so that they 
could assure investors that the evident pro- 
blems had been cured and the conflicts of 
interest had been banished. 


Enter the lawyers 

Nonetheless, the pile of documents ac- 
companying the settlement will be re- 
quired reading for plaintiff lawyers. Ac- 
cusations of impropriety against J.P. 
Morgan, CSFB and Citigroup have already 
been widely aired. The fresh disclosures 
show that their competitors have pro- 
blems as well. An analyst at Goldman 
Sachs complained that he could not lower 
his ratings on AT&T and WorldCom be- 
cause of investment-banking ties. At Piper 
Jaffray, a junior analyst said a company 
should be rated a “buy” because of a bank- 
ing relationship, but would be “neutral” 
without one. At Bear Stearns, an analyst 
said, “The artificial buy rating on a stock 
makes me look bad.” The list goes on. 

One of the most interesting allegations 
buried in the legal documents concerns 
the use by investment banks of underwrit- 
ing fees to subsidise research by other in- 
vestment banks in an underwriting syndi- 
cate at the request of the company issuing 
shares. Because investors view the initia- 
tion of research as an encouraging sign, 
this would, other things being equal, boost 
the company’s share price. By law, pay- 
ments of this sort should be disclosed in 
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the offering document. According to regu- 
lators, they were not. The worst offender 
was Morgan Stanley, which, according to 
the settlement, paid $3m to 25 banks in 12 
offerings between 1999 and 2001. 

This week’s settlement leaves many 
questions unanswered. One is the ratio- 
nale for the scale of the penalties and other 
payments. The $1.4 billion is trumpeted by 
regulators as one of the largest ever, yet its 
economic underpinnings are about as 
sound as those of analysts’ loopy buy re- 
commendations during the boom. It was 
based on the $100m fine levied last June 
on Merrill Lynch. The justification for this 
was that it looked bigger than past civil 
penalties in the securities industry. 

Nor is it clear how the money will be 


Credit and debit cards 


Plastic pricing 
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spent. More than $430m will be allotted to 
independent research, but no one knows 
what such research might be. Another 
$80m is to be spent on investor education. 
Again, no one knows what this means, or 
how the spending will be administered. 
Most complex of all, the settlement in- 
cludes a fund of $387.5m for investor res- 
titution. Even if this is reserved for losses 
on stocks mentioned in the complaint, di- 
viding the money fairly looks impossible. 
Investors lost billions of dollars on these 
stocks alone. 

The wisest course for investors may be 
to consider their losses an effective, if ex- 
pensive, form of education. Next time they 
should use the only truly independent re- 
search available: their own. m 


Visa and MasterCard settle out of court with American retailers 


JURY trial due to start in New York this 
week was settled out of court when 
Visa and MasterCard, the world’s two big- 
gest credit-card associations, agreed to pay 
$3 billion in compensation to retailers and 
to lower their charges for certain pay- 
ments. That ended a class action led by 
Wal-Mart, on behalf of nearly 5m Ameri- 
can retailers. Visa will pay $2 billion and 
MasterCard $1 billion over the next ten 
years. The plaintiffs’ real victory, however, 
was to force Visa and MasterCard to lower 
their fees for offline debits. 
The retailers claim that the credit-card 





Cheap as chips? 


associations have been forcing them to 
give customers complete freedom to 
choose whether they use credit or debit 
cards, and whether they verify their identi- 
ties electronically or with their signatures. 
This may sound harmless, but the retailers 
say that one method of payment has cost 
them collectively billions of dollars a year 
in unnecessarily high charges—which they 
have passed on to their customers. The 
American public has been blissfully un- 
aware of this hidden charge. 

At issue were the so-called interchange 
fees that Visa and MasterCard levy from 
retailers, on behalf of issuing banks, every 
time one of their customers uses a debit or 
credit card. The safest and most efficient 
payment method, from the retailer’s point 
of view, is a debit card combined with a 
PIN (personal identification number) 
punched by the customer into an online 
device at the point of sale. This transaction 
debits the customer’s account instantly, 
and costs the retailer about 12 cents for a 
$100 purchase. 

All other methods either involve cus- 
tomer credit or are less secure. For exam- 
ple, the customer can use an offline debit 
card, supplying a signature but no PIN. His 
account is debited after a day or so, and 
there is less certainty about the availability 
of funds (insufficient funds can land him 
with a surcharge) and protection from 
fraud. The Visa and MasterCard inter- 
change fee for this service is around $1.50 
for a $100 purchase. 

Logically, retailers would prefer cus- 
tomers to use the online method at less 


than a tenth of the cost. But most custom- >> 
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> ers have no idea that the services are differ- hard it is to prove that consumers are dis- 


ently priced, and Visa and MasterCard 
have not gone out of their way to enlighten 
them. In fact, the Wal-Mart plaintiffs ar- 
gued, they did exactly the opposite: Visa 
and MasterCard conspired for years to 
steer customers towards the expensive ser- 
vice. Why else would there be such a 
dearth of pin devices at checkouts in the 
United States? Only 28% of outlets have 
them, while across the border in Canada 
the level is between 54% and 70%. 

There is worse. Back in 1997, according 
to evidence that Lloyd Constantine, Wal- 
Mart’s lawyer, dug up, MasterCard appar- 
ently colluded with the more powerful 
Visa and shelved efforts to push its online 
Maestro card in America. At a rather theat- 
rical hearing in January, Mr Constantine 
persuaded the presiding judge, John Glee- 
son, that Wal-Mart’s case was mostly al- 
ready won. MasterCard agreed to settle out 
of court on April 28th. The terms included 
dropping its insistence that all methods of 
payment be honoured, and a “substantial” 
reduction in the offline interchange fee 
starting in August. 

As the bigger fish, Visa had more at 
stake and held out a day or two longer. It 
has around 80% of the offline debit pay- 
ments market in America, while Master- 
Card has about 20%. Outside America, 
particularly in Britain, Austria and Switzer- 
land, MasterCard has a growing share of 
online debit payments, thanks to Maestro. 
Perhaps, say pundits, MasterCard broke 
ranks and went for a settlement first be- 
cause it saw a chance to get ahead while 
Visa was tied up in litigation. 

Estimates of Visa’s and MasterCard’s li- 
ability, had the card associations lost in 
court and had punitive damages been 
awarded, ranged from $7 billion to many 
times that. Interchange charges for offline 
payments have cost retailers perhaps $4 
billion a year more than online payments 
would have done, say market sources. In 
the end, faced with the uncertain outcome 
of court action, the card companies were 
forced into what Visa called a “reasonable 
and responsible resolution”. 

Competition authorities in Britain, act- 
ing against MasterCard, and in the Euro- 
pean Union as a whole, against Visa, have 
tried to tackle the hidden levy embedded 
in interchange fees. Britain’s Office of Fair 
Trading has asked MasterCard either to 
lower its fees or to come up with more ar- 
guments for why they should be so high. It 
is expected to issue a ruling this month. 
Visa was forced last year by the European 
Commission to lower its cross-border in- 
terchange fees for credit and offline debit 
cards. By 2007, they must match the French 
level of 0.7%, chosen by the European 
Commission as a benchmark, everywhere 
in the euro zone. 

However, the Wal-Mart case, which 
had been brewing since 1996, shows how 


advantaged by hidden card charges. Be- 
hind Visa and MasterCard are thousands 
of banks, many of them members of both 
associations, which continue to make big 
profits from their share of interchange fees. 
They have used these profits to subsidise 
other services, such as free current ac- 
counts and credit cards’ implicit offer of a 
month’s free loan. 

However, such perks are not transpar- 
ent and tend to favour certain income 
groups at the expense of others. Custom- 
ers may be reluctant to lose them, espe- 
cially if the lower charges that retailers 
have won are not passed on in lower 
prices in shops. Nevertheless, if there is to 
be greater transparency in retail financial 
markets, the structure of costs and fees of 
what remains, in effect, a duopoly in plas- 
tic cards should be plain for all to see. m 


Indian banks 


Come and buy 


MUMBAI 
Foreigners are wary of buying their 
way into India’s retail-banking market 


N PAPER, at least, India’s commercial- 

banking market is opening up to for- 
eigners. In February Jaswant Singh, the fi- 
nance minister, raised the limit on foreign- 
ers’ stakes in private Indian banks from 
49% to 74%. Foreign banks may now set up 
subsidiaries in India, not just branches. 
And in recent years the number of new 
branch licences issued annually has been 
more than the 12 India promised the World 
Trade Organisation. 

Certain events might suggest—at first 
blush, at any rate—that foreign banks are 
eager to use their new freedom to buy In- 
dian private banks. On April 23rd foreign 
investors led by Sabre Capital, a group of 
four ex-bankers including Rana Talwar, 
former head of Standard Chartered, a Brit- 
ish bank, said they would pay around 
$27m for 48% of Centurion, a troubled 
private bank. Other foreign investors are 
also buying stakes in the bank. Mr Talwar, 
who is Indian, says that he sees his home- 
land as “the most promising market 
among emerging countries for retail finan- 
cial services”. 

Mr Talwar’s strike follows last year’s 
move by ING, a Dutch bank, to raise to 44% 
its stake in Vysya, a bank of which it had 
owned a small slice since 1996. The pur- 
chase has given ING a branch network to 
sell insurance, another newly deregulated 
market. The Dutch bank owns 26%, the 
maximum permitted for foreigners, in an 
insurance joint-venture with Vysya. It has 
not yet decided whether to increase its 


È State of the market 
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stake in the Indian bank further, as Mr 
Singh’s new rules allow. On top of this, for- 
eign private-equity investors have bought 
into a few fast-growing private banks with 
high technological skills, launched in the 
mid-1990s as showcases for India’s finan- 
cial deregulation. 

Despite all these positive signs, there is 
little enthusiasm among foreigners for 
buying India’s private retail banks. It took 
Centurion more than a year to find a 
buyer; several possible partners rejected it. 
Niall Booker, who heads HsBc in India, 
says that, for all the excitement around re- 
tail banking, banks made most of their pro- 
fit last year on the wholesale side. A large 
portion of the population is simply not 
bankable, he says. Competition is fierce, 
particularly from local private banks such 
as HDFC and ICICI, in the booming busi- 
ness of home, car and consumer loans. 

Indeed, some foreign banks have left 
the country. Fewer than 40 remain in In- 
dia. Their share of total bank assets, cur- 
rently 7.2% is falling, in a market still 
dominated by the state (see chart). Those 
that remain might be thought to be likely 
buyers of Indian banks. Yet Citibank, 
HSBC and Standard Chartered—all in India 
for more than a century, and with fairly 
large retail networks—seem to have no 
pressing need to acquire a local bank. Es- 
tablished foreign banks have preferred to 
take over customers or businesses from 
other foreign banks that want to leave. 
Thus HSBC, in recent years, has acquired 
customers from France’s BNP, Germany’s 
Deutsche Bank and Japan’s Bank of Tokyo- 
Mitsubishi. ABN Amro, a Dutch bank, took 
over Bank of America’s retail business. 

In any case, only around half a dozen 
of India’s 30 private banks are worth buy- 
ing. Most have poor assets, are controlled 
by an ethnic group or have only regional 
networks. The risk in buying an Indian 
bank, says Bart Hellemans, managing di- 
rector of ING Vysya, lies in the difficulty of 
assessing the quality of its assets, cus- 
tomer data, contingent liabilities and dis- 
tribution skills. Mr Talwar clearly has more 
faith in his ability to turn around Centu- 
rion than all the prospective buyers who 
looked at the books, shuddered and 
walked away. He believes he can put mat- 
ters right within a year or so. Hopefully, he 
will have a happy homecoming. m 





Munich Re 


Changing the 
guard 


The world’s top reinsurer is getting a 
new boss. Why not a new strategy too? 


LL change in Königinstrasse. This 
peaceful Munich street is home to 
both Allianz, one of the world’s largest 
insurers, and Munich Re, the world’s big- 
gest reinsurer. Both have reputations for 
solidity and continuity that have lately 
been shaken by unusually hard times. 
Both are changing their bosses. On April 
29th Henning Schulte-Noelle, chief execu- 
tive of Allianz for 12 years, stepped aside 
for Michael Diekmann. The day before, 
Hans-Jürgen Schinzler, his counterpart at 
Munich Re since 1993, had said he would 
go atthe end of the year. 

Mr Schinzler is 62 and thus ripe for re- 
tirement by the standards of corporate 
Germany. Even so, the timing of his depar- 
ture is probably connected to the state into 
which Munich Re has fallen. Last year the 
reinsurer made a profit of €1.1 billion ($1 
billion) only because it sold €4.7 billion- 
worth of shares in its neighbour, Allianz. It 
lost €2.2 billion in the fourth quarter. On 
April 30th Munich Re warned investors 
that it might have lost money again in the 
first quarter of 2003. 

Under Mr Schinzler, the giant reinsurer 
has diversified into other fields: its ERGO 
subsidiary is one of Germany’s biggest 
primary insurers, and it owns 25.7% of Hy- 
poVereinsbank (HvB), the country’s sec- 
ond biggest bank, as well as one-tenth of 
Commerzbank. Reversing this diversifica- 
tion, and concentrating on reinsurance, 
might provide Munich Re with a way out 
of its troubles. Yet Nikolaus von Bomhard, 
Mr Schinzler’s successor, does not yet 
sound like a man about to change course. 
He says he does not consider a new strat- 
egy necessary. 

Granted, the main culprits for Munich 
Re’s current woes are its exposure to equity 
markets, partly through its shareholdings 
in other insurers and banks, not its diversi- 
fication. At the end of 2001 Munich Re had 
33% of its assets in equities; now, it has less 
than 10%. Besides its stake in HVB, Munich 
Re owns one-fifth of Allianz. Both hold- 
ings have lost more than 75% of their value 
in the past three years. That said, Munich 
Re’s activities in primary insurance are not 
profitable either. ERGO lost €1.1 billion last 
year, thanks mainly to investment losses. 

Munich Re intends to reduce its stake in 
Allianz to 15%. Michael Huttner of J. P. 
Morgan Chase thinks Munich Re should go 
much further, cutting its stakes in Allianz 
and HVB to 5%, as well as floating or selling 
ERGO. This would free perhaps €8.6 bil- 
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lion to be redeployed to reinsurance. 

“I would like them to do what Swiss Re 
did,” says Mr Huttner. In 1994 Swiss Re, 
Munich Re’s arch-rival, reversed its ill-fated 
diversification strategy to concentrate on 
reinsurance. A new boss, Lukas Mühle- 
mann, sold off all Swiss Re’s non-reinsur- 
ance businesses. By December 1996 the 
share price had almost tripled. 

The market for reinsurance is “hard” at 
the moment, with prices increasing and 
demand rising. Rates for reinsurance rose 
across the board by 14% last year, and con- 
ditions in reinsurance treaties, as the in- 
dustry’s contracts are called, have tight- 
ened. However, because of its weak 
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balance sheet, Munich Re cannot take on 
as much new business as it would like to. 

Munich Re hasjustraised €3.4 billion in 
the capital markets. How could it raise 
more to finance the underwriting of more 
profitable reinsurance business? It could 
ask shareholders for cash, but that would 
hardly be welcome: Allianz, Munich Re’s 
biggest shareholder, completed its own 
€4.4 billion rights issue on April 30th. Or 
the reinsurer could sell something. Mu- 
nich Re conceded this week that it might 
sell at least part of its stake in HvB. When 
Mr von Bomhard takes over in eight 
months’ time, a strategic shift could al- 
ready be under way. m 


The case for another cutin euro-area interest rates is overwhelming 


HE European Central Bank is not one to 

cave in to calls for lower interest rates 
from market commentators and politi- 
cians. But what if those calls are obviously 
right? In March the bank disappointed 
many by cutting rates by a mere quarter- 
point to 2.5%. The ECB next meets on May 
8th against an increasingly gloomy out- 
look for growth in the euro zone. Yet recent 
comments from ECB Officials suggest that 
the bank is in no rush to cut again. 

The euro area’s economy grew by only 
0.7% at an annual rate in the fourth quarter 
of 2002, and has begun this year slug- 
gishly. Germany’s Ifo survey of business 
confidence was worse than forecast in 
April, falling to levels normally seen when 
output is flat or falling. The German gov- 
ernment has cut its growth forecast for this 
year to only 0.75%. 

Over the past couple of years, while 
Germany’s economy has been stuck in 
first gear, France’s has motored along 
nicely. Now the French engine is sputter- 
ing too. France’s GDP growth in the fourth 
quarter of last year has just been revised 
down, to show a decline of 0.3% at an an- 
nual rate. This year is looking no better. 
The INSEE survey of business confidence 
fell unexpectedly in April, to its lowest 
level for more than a year. Consumer con- 
fidence has also fallen sharply this year, to 
its lowest level since 1996. As a result, the 
French economy, like Germany’s, may 
have suffered two consecutive quarters of 
declining Gpp, satisfying the commonest 
definition of recession. 

The standard response of ECB officials 
to demands for another interest-rate cut to 
spur growth is to claim that monetary pol- 
icy is already extremely stimulative, be- 


cause never since the second world war 
have rates been as low as they are now. But 
nominal interest rates are a poor measure 
of monetary tightness; a better test is the 
“Taylor rule”, devised by John Taylor, an 
American economist now at his country’s 
Treasury. This calculates the appropriate 
real interest rate from the output gap (ie, >» 
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> the gap between potential and actual 
GDP) and the deviation of inflation from 
its target (in the euro area, 2% or less). Most 
estimates of the rule suggest that interest 
rates are broadly correct for the euro area 
as a whole. 

However, this does not get the EcB off 
the hook. The first concern is that the cen- 
tral bank has reacted too slowly to the re- 
cent rise in the euro, which could seriously 
reduce future growth and inflation. This 
week the euro rose to a four-year high 
against the dollar, above $1.11. By one rule 
of thumb, a 5% rise in the euro’s trade- 
weighted value has the same impact on 
growth and inflation as an increase of one 
percentage point in interest rates. This 
year’s quarter-point cut has therefore been 
nowhere near enough to offset the euro’s 
6% gain since mid-December. 

Moreover, the euro is likely to rise fur- 
ther. Not only have investors become less 
eager to finance America’s huge current- 
account deficit, but with little room left to 
cut interest rates to boost their own econ- 
omy, American policymakers will be 
more than happy to let the dollar slide. 
Economists at HSBC are tipping the euro to 
reach $1.20 by the end of this year. Yet most 
economic forecasts, such as those of the 
OECD, assume no change in the exchange 
rate. If the euro rises strongly, growth will 
be weaker and inflation lower. 


Japanese lessons 

A second criticism of the EcB’s policy is 
that, in current circumstances, it may not 
be sensible to focus, as the central bank 
does, on the average inflation rate in the 
euro area, if this risks creating deflation in 
Germany. The zone’ headline inflation 
rate has stayed stubbornly above 2% in the 
past year, although core inflation (which 
excludes energy and food) is now 1.8%. 
However, Germany’s core inflation rate is 
only 0.6%, perilously close to deflation. 

Japan’s experience has shown how 
dangerous deflation can be. Falling prices 
increase the real burden of debt, and real 
interest rates cannot be reduced to boost 
the economy, because interest rates can- 
not be negative. The lesson from Japan is 
that, if there is the slightest risk of defla- 
tion, monetary policy needs to be looser 
than warranted by current economic con- 
ditions. For once deflation has taken hold, 
monetary policy becomes a blunt tool. 
This is even more important when fiscal 
policy is also severely constrained by Eu- 
rope’s stability and growth pact. 

Interest rates are already too high for 
Germany. Given the harm deflation can 
do, the EcB arguably needs to cut interest 
rates by more than seems appropriate for 
the euro area as a whole in order to prevent 
deflation in the zone’s biggest economy. It 
may be too late. Even assuming more rate 
cuts soon, economists at Dresdner Klein- 
wort Wasserstein (Drkw) forecast that 


Reverse snobbery 


Signal failure? 


The economics of understatement 


ONOMISTS have long been ob- 

sessed with signals. Slogging through 
an MBA course, for example, might not 
raise your productivity, but the mere fact 
that you bothered to do so—and paid 
thousands for the privilege—tells em- 
ployers something about you. People of 
above average ability want to show that 
they are a cut above the riff-raff, and are 
willing to pay for it. 

So far, so simple. But signalling the- 
ory copes badly with real-word nuances. 
How can economists explain the con- 
fused or even false signals people often 
send? Some university hopefuls like to 
dress like urban gangsters. The best com- 
panies sometimes prefer discretion to 
shouting about their merits, or even de- 
lay their results. Isn’t this irrational, and 
further evidence of the uselessness of 
economic theory? 

Not according to a recent article in the 
RAND Journal of Economics, which ar- 
gues that such behaviour is readily expli- 
cable. Rather than assume (as most 
signalling models do) that there are just 
two classes of people—above and below 
average—the authors start with three cat- 
egories: high, medium and low ability. 
“Countersignalling”—pretending to be 
less bright than they really are—is then 
one way in which people of high ability 
can set themselves apart from the 
merely middling. 

Suppose that a mixture of people ap- 
ply for a job. Interviewers have two 
sources of information about their qual- 
ity: exam grades and a personal recom- 
mendation. Because these are imperfect 
signals, middle-ability applicants might 
be confused with either high-ability or 
low-ability types. To distinguish them- 


core German consumer prices will fall by 
0.3% in the year to June 2004. Using the 
Taylor rule, and his own forecasts for infla- 
tion and output gaps, David Owen of 
DrKW calculates that Germany would 
need negative nominal interest rates (if 
that were possible) by early next year. 

Indeed, the EcB may be underestimat- 
ing the risk of a big fall in inflation across 
the euro area. If growth remains well be- 
low trend and the euro rises, the average 
core inflation rate will fall below 0.7% next 
year. That is a strong argument for cutting 
rates now. There is also a risk of deflation 
in France, where core inflation is expected 
to fall near to zero next year. 

It is popular to blame Europe’s sluggish 
growth on structural rigidities. On a long- 





selves from the dross, they boast about 
their grades. The high-quality people, 
however, know that their grades and ref- 
erences will distinguish them from those 
of low ability. By not bothering to men- 
tion their grades, they set themselves 
apart from the middle group as well. The 
authors back up their theory with class- 
room experiments. 

-Countersignalling, say the authors, 
can explain why mediocre students are 
keen to answer a teacher’s easy ques- 
tions, while the best students are embar- 
rassed even to bother raising their 
hands, and why minor, insecure manag- 
ers are obsessed with displays of power. 
The trouble now is that those of middle 
rank are sure to grasp the idea. What will 
high-flyers do next to distinguish them- 
selves? Expect soon the theory of 
counter-counter signalling. 


* “Too cool for school? Signalling and 
countersignalling” by N. Feltovich, R. Harbaugh and T. 
To. RAND Journal of Economics, Winter 2002 


term view, thatis surely right: structural re- 
forms are essential to improve economies’ 
performance. But the benefits of reforms 
will take a long time to appear, and they 
will do nothing to prevent deflation. The 
euro area’s immediate problem is overly 
tight monetary and fiscal policies. 

Germany’s low inflation rate, its lim- 
ited room to ease monetary or fiscal policy 
and the problems in its banking system 
look horribly like the early symptoms seen 
in Japan in the mid-1990s before it sank 
into deflation. How appropriate, therefore, 
that Heizo Takenaka, Japan’s economics 
minister, is calling for the ECB to ease pol- 
icy more aggressively than it has hitherto. 
Hopefully, the EcB has better hearing than 
the Bank of Japan. m 








Which rich countries do most to help poor countries? 


UDGED by their rhetoric, rich countries are falling over them- 

selves to help the world’s poorest. The current multilateral 

round of trade negotiations is called the Doha Development 
Round, because it is meant specifically to help poor countries. 
Jacques Chirac, host of this June’s G7 summit, wants to focus the 
meeting on Africa. France’s to-do list includes a moratorium on 
subsidies on exports to Africa, trade concessions and new efforts 
to stabilise commodity prices. George Bush, who in 2002 pro- 
posed a 50% increase in America’s aid budget over three years, 
this year offered to triple spending to combat Arps in Africa. 

Promises aside, which rich countries actually have policies 
that help the poor? The traditional gauge of a country’s commit- 
ment to development is foreign aid. Total aid flows rose in 2002, 
by 4.8% after inflation. America is the biggest donor in absolute 
terms, but the stingiest relative to the size of its economy, spend- 
ing only 0.12% of its Gop. Denmark, Norway and the Nether- 
lands were the most generous. Each gave more than 0.8% of their 
national income. However, aid is not the only, or even the best, 
measure of help. Trade policy is crucial: shutting out their ex- 
ports is a sure way of condemning the poor to remain poor. Lib- 
eral immigration policies can also help, because migrant 
workers’ remittances support their home economies. 

A new index drawn up by the Centre for Global Develop- 
ment (CGD), a Washington think-tank, with Foreign Policy maga- 
zine, attempts to rank 21 rich countries by averaging their scores 
in six development-related policies: aid, trade, the environment, 
migration, investment and peacekeeping. The Netherlands, says 
the CGD, comes top (see table and, for more details, 
www.cgdev.org). Norway, although a generous aid donor, ranks 
only tenth, mainly because of its protectionist trade policies. 
America scores well on trade but badly on everything else, and 





so is ranked second-bottom, above only Japan. 

In both theory and construction, the best components of the 
index are aid and trade. The cep study does not simply rank 
countries’ ratios of foreign aid to GDP, but adjusts them to cap- 
ture the quality as well as the quantity of aid. It deducts adminis- 
trative costs. It strips out principal and interest repayments made 
by poor countries, because a lot of “aid” is in fact low-interest 
loans, not gifts. It discounts “tied aid”, which must be spent on 
goods and services from the donor country, by 20%. Aid to 
poorer countries that are well governed counts more than aid to 
richer developing countries (which need it less) or poorly run 
countries (which are more likely to waste it). Japan does badly, 
because most of its aid consists of loans. America scores worse. 
However, if America’s vast philanthropic foundations, which 
give a lot of aid privately, were included, its aid score would rise, 
although its overall ranking would not. 


The good, the bad and the arbitrary 

America’s trade policy, in contrast, is ranked top. The CGD mea- 
sures trade policy mainly by combining information on tariffs, 
non-tariff barriers and domestic subsidies. To capture other 
forms of protectionism, such as discriminatory regulations, the 
index also looks at how much is in fact imported from poor 
countries. America scores highly because its economy, broadly, 
is the most open. Norway, Switzerland and Japan come last. 

The ranking on migration policy is surprising. Switzerland— 
not normally thought of as open to foreigners—comes top, along 
with New Zealand. A country’s score is based largely on the 
number of legal migrants from developing countries it accepts 
relative to its population. 

The other three elements of the index have less to be said in 
their favour. The investment-policy component is based mostly 
on flows of direct investment from rich countries to the develop- 
ing world. Unlike the aid element, therefore, it reflects corporate 
decisions rather than government policy. The main finding is the 
extent to which flows still reflect old colonial ties: firms from 
highly ranked Spain and Portugal, for example, are big investors 
in Latin America. 

The environmental index tries to capture how much rich 
countries deplete global environmental resources, for example 
by measuring greenhouse-gas emission per head. It also looks at 
their contributions to clean technology and commitment to 
environmental treaties. Not surprisingly, the United States 
comes bottom. Yet this component seems arbitrary. Granted, 
rich countries’ environmental policies affect poor countries, but 
so does investment in pharmaceutical or agricultural research. 

America also ranks near the bottom in peacekeeping. That 
will astonish many Americans. The reason is that the index is 
based on contributions to multilateral peacekeeping efforts, rela- 
tive to GDP. Greece, which comes out top, shines because it sent 
2,000 peacekeepers to Bosnia and Kosovo. However one regards 
America’s foreign policy, America’s contribution to multilateral 
peacekeeping surely understates the country’s contribution to 
global security. Besides the more spectacular episodes, the 
American navy renders many sea-lanes safe. 

These caveats imply that the cep index is far from the last 
word on development policies. As its authors acknowledge, it is 
a crude first stab at measuring the rich world’s help for the poor. 
It is inevitably flawed, but it does make clear that aid alone is a 
misleading guide. Trade and peace matter at least as much. @ 
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Four horsemen of the Apocalypse? 


IWAYA 


Infectious diseases are in the news. Here are reports on four of them. First malaria, 
which kills ten times as many people a day as SARS has killed in total 


HERE is no spare space in the slums, so 

the people of Iwaya build their homes 
on wooden stilts above a sewage-filled 
swamp. They punt around in pirogues, 
and earn their living, mostly, by netting 
fish for the hungry millions of Lagos, the 
Nigerian metropolis on whose edge this 
village floats. Despite the abundant purple 
blossoms on the water’s surface, Iwaya is 
an unattractive place to live. Unless, thatis, 
you are a mosquito. 

Malaria is, unsurprisingly, the most 
troublesome disease in Iwaya. As Anwan 
Soulu, a local health worker, observes, the 
dirty water is a breeding ground for mos- 
quitoes. On the plus side, in Nigeria, as in 
most of West Africa, drug-resistant strains 
of malaria are less common than in the 
eastern or southern parts of the continent. 
Iwaya’s dispensary, a stuffy bamboo cubi- 
cle above the swamp, sells plenty of chlo- 
roquine, one of the oldest and cheapest 
anti-malarials, which is nearly useless in 
most of the rest of Africa. 

Last week, two organs of the United Na- 
tions, the World Health Organisation and 
Unicef, issued a comprehensive report on 
African malaria, the first of its kind. The 
numbers are not completely reliable. Diag- 
nosis in Africa rarely involves sensitive 
laboratory tests, and in much of the conti- 
nent the disease isso common that anyone 


who arrives at a clinic with a fever is sim- 
ply assumed to have malaria, and treated 
accordingly. Nevertheless, it looks as 
though at least 1m Africans die of malaria 
each year, more than 90% of them children 
under five (see chart, overleaf). Among in- 
fectious diseases, therefore, malaria’s im- 
pactis second only to that of Arps. And be- 
sides slaying infants, malaria makes adults 
too feverish to work. In the worst affected 
parts of Africa, this happens so often thatit 
is a Serious obstacle to climbing out of pov- 
erty. By one estimate, malaria costs Africa 
$12 billion a year in lost output. And a 
study in Ghana found that poor families 
spent a third of their cash income on mal- 
aria treatment. Furthermore, this colossal 
burden appears to be growing heavier. 


Bad to worse 

In eastern and southern Africa, malaria 
mortality among children under five was 
nearly twice as high in the 1990s as in the 
previous decade. In some African coun- 
tries, it remained stable, but in none was 
there a significant improvement. 

There are several likely reasons for this. 
One is the speed at which chloroquine-re- 
sistant parasites have evolved. This has not 
been matched by progress in the develop- 
ment or distribution of new drugs. An- 
other is the spread of Arps, which under- 
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mines the body’s defences against mal- 
aria. Other reasons include the breakdown 
of malaria-control programmes (as Africa 
has grown poorer), and greater personal 
mobility. When people from non-endemic 
areas, who have little natural immunity, 
travel to endemic ones, they are especially 
vulnerable. 

Malaria has not been so intractable 
elsewhere. In the 1950s and 1960s, insecti- 
cides such as DDT helped to control or 
eradicate malarial mosquitoes in much of 
Asia and Latin America. But Africa has 
proved harder to treat. In the area south of 
the Sahara, which is where most Africans 
live, mosquitoes are too plentiful and too 
tough to wipe out. They are also much 
more likely than non-African mosquitoes 
to carry the deadliest of the four malarial 
parasites, Plasmodium falciparum. Eventu- 
ally, the world more or less gave up trying 
to conquer African malaria. 

Since the late 1990s, however, battle 
has been rejoined. Donors have promised 
more money, and African governments 
have promised to make better use of exist- 
ing weapons in the anti-malarial armoury, 
the cheapest and most effective of which 
have been woefully neglected. Bednets 
treated with insecticide, for example, have 
been shown to cut infection rates by half, 
but less than one vulnerable child in 20 
sleeps beneath one. The main obstacle is 
price. Although nets have grown cheaper 
in recent years, they still cost about $5 
each—as much as a typical African country 
spends on health care, per person, each 
year. Subsidies can help, as a startlingly 
successful net-distribution campaign in Er- 
itrea has shown, as well as smaller experi- 
ments in Tanzania and Zambia. But at the 


very least, malaria-prone countries should >> 





4 Whom the gods love... 
Malaria deaths, 2000, m 
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> not tax bednets, as 26 African states still do, 
despite having promised three years ago 
that they would stop. 

Another proven tactic is to provide 
pregnant women with a couple of hefty 
doses of anti-malarial drugs when they 
visit antenatal clinics, whether they show 
symptoms of the disease or not. This is 
simpler than pill-a-day prophylaxis, and 
protects both the women and their babies. 
Six countries have made this “intermittent 
preventive treatment” their national pol- 
icy. Several others are considering it. 

In some parts of Africa, such as the 
highlands of eastern Africa, the Sahel and 
the deserts of southern Africa, malaria is 
not a constant threat, but comes in sudden 
epidemics. The damage can be reduced if 
such outbreaks are spotted early. By study- 
ing weather forecasts, the Southern Afri- 
can Malaria Control programme has been 
able to predict epidemics, with reasonable 
accuracy, up to six weeks in advance. It 
also collates data from clinics, to alert 
health authorities to outbreaks that have 
actually occurred. Between 1998 and 
2000, this enabled the governments of Bo- 
tswana, Swaziland and South Africa to de- 
tect all epidemics within two weeks, and 
to respond within two weeks of detection. 
Less well-run countries, such as Zimba- 
bwe, did less well. 

The final line of defence is drugs. More 
and better ones are needed. Where chloro- 
quine fails, artemisinin-based combina- 
tion therapy is usually effective, but these 
pills are expensive and unfamiliar, so do- 
nor help will be important in promoting 
their use. 

Best of all would be a vaccine, which 
does not yet exist, at least in part because 
profit-driven drug firms have little incen- 
tive to invent one for a disease that affects 
mainly poor people. In the past couple of 
years, however, organisations such as the 
Bill and Melinda Gates Foundation have 
sponsored some encouraging research. 
The most promising candidate is currently 
in clinical trials in Mozambique, and 
might, conceivably, be ready by 2011. Af- 
rica may yet be a comfortable place for 
people, as well as mosquitoes. W 


Anthrax 


Publish and 
perish? 


The anthrax genome has just been 
published. Should it have been? 


HE rapid progress of genomics means 

that the publication of yet another 
gene sequence for one of the Earth’s many 
millions of species is not guaranteed to 
raise much interest. But this is no ordinary 
species. Bacillus anthracis is the bug that 
causes anthrax. The publication, in Nature, 
comes two months after a group of editors 
of the world’s leading scientific journals 
announced they were worried about pub- 
lishing information that could be used by 
terrorists to evil ends. New procedures had 
therefore been put into place to tackle this 
threat. The question is, do they work? 

The genetic sequence in question was 
decoded by scientists at the Institute for 
Genomic Research (TIGR), in Maryland. 
The bug involved was isolated in 1981 from 
a Texan cow. It turned out to contain more 
than 5,000 genes, and “annotation” of 
these genes has identified possible func- 
tions for about 65-70% of them—including 
a number that are responsible for the bac- 
terium’s virulence. Earlier work that did 
not require the complete sequence to be 
known had shown that this strain is virtu- 
ally identical to that used in the letter- 
borne terrorist attacks that paralysed 
America’s Congress late in 2001. 


Bugs in the programme 

Work on the anthrax genome has been un- 
der way for several years. Over a year ago, 
in the light of the postal attacks, there was 
some discussion of whether sequence 
data from pathogens that might be used as 
terrorist weapons should be published. At 
the time John Marburger, director of the 
White House Office of Science and Tech- 
nology Policy, explained that publication 
of such sequences was not likely to help 
terrorists. However, he added that annota- 
tion was cause for greater worry. “The fur- 
ther you go into details of how organisms 
operate, the more concern there would be, 
but this is a subjective issue and it is diffi- 
cult to say where the line should be 
drawn.” Given that subjectivity, the best 
people to make these decisions, it would 
seem, are scientists themselves. 

One such scientist, Claire Fraser, TIGR’S 
boss, argues that more good than harm 
will come from having the sequences of 
pathogens in the public domain. She says 
the information will aid researchers who 
are trying to understand what makes a bug 
pathogenic. The large increase in biode- 
fence funding in America has invigorated 
research on pathogens such as anthrax 





that might be turned into weapons by ter- 
rorists. Such research, she says, requires 
just this kind of information. So does work 
on new vaccines and antibiotics. 

What about classifying research such 
as this, so that only scientists who had the 
appropriate security clearances could read 
it? Dr Fraser says that the problem with 
this approach is that, if TIGR had not se- 
quenced, annotated and published the an- 
thrax genome, a laboratory abroad would 
have done so instead. But this, perhaps, is 
where the power of the editors of the inter- 
national journals comes in. 

Don Kennedy, the editor-in-chief of Sci- 
ence, agrees with Dr Fraser. He says that 
publishing sequences of organisms that 
might be used for terrorism can pose arisk, 
but that the potential benefits may well 
outweigh the risks—depending on the spe- 
cific contents of a particular research arti- 
cle. There is, however, that word “depend- 
ing”. Presumably, in the aftermath of the 
editors’ conference, someone at Nature 
carefully weighed the pros and cons of 
publishing the annotated sequence of an- 
thrax when it arrived at the journal. 

Actually, no. Chris Gunter, the editor at 
Nature who was responsible for handling 
the anthrax paper, says that no special 
consideration was given to the risks of 
publishing it. The reason was that its core 
information had already been published 
in an online public database called Gen- 
Bank. All Nature did was to package the pa- 
per with some scientific analysis. 

Of course, security could have been 
maintained by withholding the data from 
GenBank while the risks were assessed. 
However, as Dr Fraser points out, it is a 
condition of her funding from the Ameri- 
can government that she deposits gene se- 
quences in GenBank soon after they are 
discovered. So, ina nutshell, it appears that 
nobody apart from the scientists who se- 
quenced the information has specifically 
evaluated the risks and benefits of pub- 
lishing the anthrax sequence. 

Some critics argue that the publication 
of this sequence typifies the sort of pro- 
blem that the scientific community is cre- 
ating for itself. But in this case the political 
authorities seem just as much to blame, if 
blame there be, as gung-ho researchers 
who cannot see the security wood for the 
scientific trees. In any case, the publication 
also underscores the difficulty of keeping 
scientific information secret. Once it is 
known how to do something, it is hard to 
stop undesirables doing it anyway—so 
why hamstring your own side with need- 
less restrictions? Besides, the editors of sci- 
entific journals cannot act as gatekeepers 
for all of science. Scientific information is 
communicated by many means, through 
seminars, meetings and electronic posting 
on the web. Information, as Stewart Brand 
observed, wants to be free. In this case it is 
probably best to letit beso. m 
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Influenza 


For the birds 


Beware of bird flu. Many human 
infections have animal precursors 


HILE Severe Acute Respiratory Syn- 

drome (SARS) grips the world’s at- 
tention, the Netherlands has its hands full 
with a different, and even more deadly, 
epidemic: avian influenza. Admittedly, as 
the name suggests, the victims of this dis- 
ease are mainly birds—in particular, chick- 
ens. But human influenza epidemics usu- 
ally start in pigs or poultry, and this strain 
has already infected 80 people, one of 
whom has died. 

In much the same way that foot-and- 
mouth disease (FMD) took Britain by sur- 
prise in 2001, the Netherlands has been 
caught out by avian influenza. The country 
does not have a recent history of the dis- 
ease, so it came as a shock to farmers and 
vets when the first cases were detected in 
late February in Gelderse Vallei, in the 
middle of the country. Avian influenza is 
highly infectious, spreading mainly 
through contact with bird droppings, and 
can be carried by dust, or on people’s 
clothes. Experts think the outbreak may 
have started through chance contact be- 
tween farmyard chickens and wild fowl, 
which are known reservoirs of the virus. 
The disease quickly spread to other parts 
of the country, and also to Belgium. 

Gelderse Vallei used to be home to 10m 
poultry, one of the mainstays of the Dutch 
intensive chicken and egg industry. No 
longer: most of those animals have since 
died, some from the disease, but the ma- 
jority from mandatory slaughter imposed 
by the government. Unfortunately, vac- 
cination is not a viable option in the Neth- 
erlands, according to Andre Bianchi, head 
of the Central Institute of Animal Disease 
Control in Lelystad, since it is too expen- 
sive, and existing vaccines are not particu- 





Under the influence 


larly good against the highly pathogenic 
form of the virus now doing the rounds. 
The upshot, so far, is the slaughter of 
more than 18m poultry—or almost 20% of 
the country’s entire flock—on more than 
1,000 farms. This puts the Dutch outbreak 
ahead of the world’s last big episode of 
avian influenza, in Hong Kong in 1997. 
Then, 1.4m chickens were destroyed, virtu- 
ally the territory’s entire stock. The Dutch 
government estimates the direct costs of 
controlling the disease and compensating 
farmers will come to €220m ($240m). 
Looking back at other disease outbreaks in 
the country, among them FMD and swine 
fever, Ruud Huirne, an economist at Wa- 
geningen University, reckons that the total 


SARS 
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economic loss due to avian influenza 
could reach €1 billion. 

The human infections are disturbing, 
but not, as yet, cause for serious concern. 
The victims are mainly farmers and vets 
who have caught the virus from infected 
animals. There is no evidence that this 
strain of influenza can be passed directly 
from person to person, and most human 
victims have had fairly mild symptoms. 
Before SARS hit Hong Kong earlier this 
year, though, three people died from avian 
influenza caused by a different strain from 
the Dutch virus. All the more reason for the 
Dutch authorities to hope that their con- 
trol measures work before their version 
comes home to roost for good. m 


Good times, bad times 


Some health authorities are getting a grip on SARS. China’s, however, are not 


N APRIL 28th, Vietnam became, ac- 

cording to the World Health Orga- 
nisation (WHO), the first country to 
contain Severe Acute Respiratory Syn- 
drome (SARs). Cases of SARS seem to 
have peaked, too, in Toronto, Singapore 
and Hong Kong. Understanding of the 
disease may also have advanced a little, 
with observations suggesting that the tis- 
sue damage it causes may be a result not 
of the virus directly, but of the immune 
system’s response to it. 

The bad news, though, is that the 
case load is still rising in mainland 
China. On April 30th, 11 more people 
died and another 166 were infected, tak- 
ing the total number of cases on the 
mainland to 3,460. In Beijing, 9,650 peo- 
ple are in quarantine. The city’s hospitals 
are unable to cope. Speaking at a summit 
of Asian leaders in Bangkok, Wen Jia- 
bao, China’s prime minister, gave a 
warning that SARS was going to bea 
long-term, complex and relapsing epi- 
demic—in effect, becoming endemic 
rather than merely epidemic. If the dis- 
ease does, indeed, become endemic in 
China, the problem of containing it 
would be a permanent burden on the 
whole planet’s health authorities. 

More bad news is that the infection’s 
death rate is probably much higher than 
first estimated. That estimate had al- 
ready inched up from 4% to 6%. Now, a 
study of 1,400 cases in Hong Kong by 
Roy Anderson, an epidemiologist at Im- 
perial College, London, reckons that be- 
tween 8% and 15% of those contracting 
SARS will die. (This increase is not be- 
cause the disease is becoming more dan- 
gerous. It is a statistical effect caused 
because earlier on in the epidemic many 
patients who were going to die eventu- 


ally had not yet done so.) 

It is also becoming clear that the 
death rate differs in different popula- 
tions of patients. Virologists would 
dearly like to know why some people 
become sicker than others, and why the 
pattern of the disease varies (diarrhoea, 
for example, was more common in one 
particular outbreak than in others). 

One intriguing possibility is raised by 
a paper published online in the Lancet 
on April 29th. This suggests that SARS 
may take a less aggressive course in 
younger children (those under the age of 
13). The findings are tentative, being 
based on a small sample of cases in 
Hong Kong. As the WHO points out, a 
study of ten children is too small to draw 
meaningful conclusions. However, some 
unconfirmed reports suggest that of the 
hundreds of people killed by SARS so 
far, none has been a child. 

Tai Fai Fok, a paediatrician at the Chi- 
nese University of Hong Kong and one 
of the authors of the study, told New Sci- 
entist that one of his hypotheses for why 
SARS causes a milder illness in young 
children is that their immune systems 
are still developing. The suggestion is 
that the virus does not actually kill hu- 
man cells, but rather that the damage is 
done by an over-reacting immune sys- 
tem attacking the lining of the lungs—a 
so-called autoimmune response. 

Intriguingly, this would fit in with re- 
ports in Newsday that AIDs patients in a 
Chinese hospital resisted infection de- 
spite their proximity to SARs patients. If 
SARS is the result of an autoimmune re- 
sponse, AIDS patients might, ironically, 
be at lower risk, because their immune 
systems have been damaged by a differ- 
ent virus—HIV. 
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New fiction 


Biting at the future 





Contemporary novelists rarely write about science or technology. Margaret 
Atwood tackles both—and more—in one of the year’s most surprising novels 


ARGARET ATWOOD takes care to 

construct her futuristic nightmares 
out of current materials. Nearly two de- 
cades ago, in “The Handmaid’s Tale”, the 
63-year-old Ottawa-born poet and novel- 
ist posited an unholy alliance between pu- 
ritan feminism and Bible-belt funda- 
mentalism, from which she brewed a 
horrible and bizarre form of social engi- 
neering. “Oryx and Crake” is that book’s 
companion piece—there are many detailed 
echoes—but the ingredients are genetic en- 
gineering, climatic catastrophe and global 
pandemic. The scary thing is that this latest 
book seems less contrived, less invented 
than the first. Ever heard that the protein in 
spider’s silk can be harvested from goat's 
milk to make bulletproof vests? Ms 
Atwood didn’t make it up. 

The narrator in “Oryx and Crake” is 
Jimmy, hungry and up a tree, to avoid the 
wolvogs—genetically spliced creatures, as 
waggy as dogs and vicious as wolves. The 
landscape is hot and littered with detritus 
from the city that now stands some way 
out to sea: “Things happened, I had no 
idea, it was out of my control...listen tome 
please!” Once there were the “pleeblands” 
where “neurotypicals” lived. “Genius 
gene” people lived in fortified genetic- 
science compounds named HelthWyzer, 
RejoovenEsence or AnooYoo, all develop- 
ing immortality products. 

Jimmy, though compound-born and 


Oryx and Crake. By Margaret Atwood. Dou- 
bleday; 378 pages; $26. Bloomsbury; £16.99 


bred, scored high on words, but low on 
numbers. Only the scruffy Martha Gra- 
ham Academy, a once-rich performing- 


arts college, would have him. Now it of- 


fered courses in things like “Webgame Dy- 
namics”; in sophomore “VizArts”, Jimmy 
had done “The Maltese Falcon” with cos- 
tumes by Kate Greenaway and “depth- 
and-shadow styling by Rembrandt”. 

Meanwhile, Jimmy’s “genius gene” 
schoolfriend, Crake, has been snapped up 
by the Watson-Crick Institute (like Harvard 
“back before it got drowned”), where stu- 
dents are given half royalties in anything 
they invent. Chickens, for example, that 
produce only drumsticks—“twelve to a 
growth unit”; or “Rockulators”, plastic and 
plant “combo-matrix” rocks for lawn regu- 
lation, absorbing and releasing water ac- 
cording to the ambient humidity. For 
drinking water there’s the Moses model: 
“Just Hit It With A Rod”. 

Crake’s beautiful, enigmatic girlfriend, 
Oryx, was first glimpsed by the two 
friends when they were teenagers, surfing 
the porno sites. When she turns up they 
both fall in love with her, but for all the 
grittiness of her story she retains a virtual 
quality, like a piece of graphics. But then 
what is real here? Crake’s secret “Paradice 
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Project” is the creation of a perfect race: 
peaceable, vegetarian and cellulite-free. 
Reality intervenes when he slips a “hostile 
bioform” into the pleeblands—to keep the 
pharmaceutical companies happy. “For 
maximum profit”, says Crake, “the patient 
should either get well or die just before his 
or her money runs out. It’s a fine calcula- 
tion.” Accidentally, the bioform wipes 
everyone out, except for Jimmy, Crake’s 
humanoid tribe, and the animals. 

All of this is done on a roll of dry, black, 
parodic laughter. Ms Atwood loves lingo, 
the shrunken language of advertising, 
brand names, slogans, corporate-speak, 
webtalk—above all the heartless language 
of scientific reductionism. Jimmy himself 
is a closet romantic, hoarding old expres- 
sive words, but he has to fight hard against 
all this knowingness. Post-catastrophe, he 
finds it hard to remember any language. 

One of Ms Atwood’s themes in “Oryx 
and Crake”, as in “The Handmaid’s Tale”, 
is the fragility of memory, and therefore of 
civilisation. Break the generational link, 
and soon no one will remember how it 
was. But this time she has a twist. Crake’s 
Paradice people are blanks, outside his- 
tory. If Crake had had his way, they would 
never have developed one. Every destruc- 
tive impulse has been screened out: com- 
petitiveness, territoriality, hierarchy—even 
sex, beyond seasonal reproductive peri- 
ods. They are the beautiful and the bland. 
And yet, when Jimmy makes a scavenging 
journey to Crake’s old compound, they 
worry. They make an effigy of him to 
magic him back. And Jimmy remembers 
Crake’s words: “Watch out for art. As soon 
as they start doing art we’re in trouble.” Art 
breeds idols, funerals, the afterlife, sin, 
kings, slavery, and war. So it comes round. 
Even from a standing start, the wheel will 
grind itself into motion again. m 
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The Utopian tendency 


In the next two reviews, Paul Berman and Bernard Lewis assess militant Islam 


j oe important messages about ex- 
tremism stand out from this essay 
about the roots of Muslim fundamental- 
ism. Deep down, Paul Berman tells us, the 
spirit of violent Islamism is no different 
from the impulse towards totalitarian Uto- 
pias that blighted the West in the 2oth cen- 
tury. This is a plausible and appealing 
view, which makes current threats intelli- 
gible to us in light of our own melancholy 
history. His secondary point is that you 
neglectintellectuals at your peril, however 
crazy they sound. Someday, somewhere 
people may try to kill each other—or 
you—in the name of their ideas. 

Mr Berman, a contributor to the New 
Republic and the New Yorker, writes as an 
American liberal with fundamentalist foes 
of his own to contend with on the far left 
and the hard right. Looked at his way, ex- 
treme Islamism is neither a reaction to 
American imperialism, as left-wing think- 
ers like Noam Chomsky argue. Nor is it the 
result of an inevitable clash between civi- 
lisations or religious faiths, as certain pop- 
ularisers of Samuel Huntington would 
have us believe. Instead, Mr Berman sees it 
as a pathological response to the encroach- 
ments of modernity, and in particular to 
the spread of liberal, democratic values. 
Plunging us back into the world of Islamic 
ultras in the 1930s and 1940s, he shows 
how closely their ideas resembled those of 
nihilists, fascists and communists. 

In compelling detail, Mr Berman exam- 
ines the writings of Sayyid Qutb (1906-66), 
an Egyptian religious scholar affronted by 
the secularisation of the Turkish state, who 
provided radical Islamists with their own 
ideology. Returning from study in Colo- 
rado, where American life both dazzled 
and appalled him, Qutb fell out with Presi- 
dent Nasser. After a controversial trial for 
terrorism he was hanged. Qutb’s brother, 
Muhammad, fled to Saudi Arabia, where 
he taught at King Abdul Aziz University. 
Among those who attended his Islamist 
lectures was Osama bin Laden. 

The red thread in Qutb’s voluminous 
writings was the need to restore harmony 
between human reason and the word of 
God. The trouble, in his eyes, lay not so 
much with the values that European ratio- 
nalists, from Socrates to 20th-century liber- 
als, had espoused. Rather it was the failure 
of modern society to live up to its ideals. 
Much like contemporary communists and 
fascists, Qutb gazed on the “landscape of 
liberal civilisation”’—with its claims to 


Terror and Liberalism. By Paul Berman. 
Norton; 214 pages; $21 and £14.95 


democratic freedom, social justice and sci- 
entific rationality—and saw “a gigantic lie”. 
Qutb’s millennial cure was to sweep 
away the existing order and replace it with 
God’s rule on earth. Qutb himself was a 
gentle, widely read man. He wavered, as 
revolutionary thinkers commonly do, be- 
tween imagining the upheaval he was urg- 
ing on the Islamic world as coming from 
above with the state-sanctioned imposi- 
tion of Koranic law, or rising from below 
as moral regeneration by the faithful. His 
prose, Mr Berman tells us, was often more 
sensual than angry. Yet once you accept 
Qutb’s divisive, us-and-them vision, it is 
but a step towards violence and civil war. 
Mr Berman does not claim for his own 
the idea of extreme Islamism as a totalitar- 
ian menace. He acknowledges his debts to 
Albert Camus and to experts such as Gilles 
Kepel and Malise Ruthven. This is not a 
profound or rounded study, but a fluent 
and lucid essay by one of America’s best 
exponents of recent intellectual history. = 


Islam and the West 
How many bin 
Ladens? 


The Crisis of Islam: Holy War and Unholy 
Terror. By Bernard Lewis. Modern Library; 184 
pages; $19.95. Weidenfeld & Nicolson; £12.99 


ROM his perch at Princeton, Bernard 

Lewis has become one of Islam’s fore- 
most interpreters in America, a role that 
has taken on immense importance since 
the felling of the twin towers. This short 
book, based largely on articles Mr Lewis 
had already published in the New Yorker, 
Foreign Affairs and Atlantic Monthly, is 
lucid and stylish. But it is limited—perhaps 
misleadingly limited—in scope. 

For those who have not been paying at- 
tention since September 11th 2001, Mr 
Lewis reprises some of the sharp differ- 
ences between Islam and the West. In the 
West, says Mr Lewis, the basic unit of orga- 
nisation is the nation, subdivided in va- 
rious ways, one of which is by religion. 
Muslims tend to think in terms of a reli- 





Bad luck, America 


gion subdivided into nations. Christians 
have learnt to render unto Caesar the 
things that are Caesar’s. Few Muslims, 
cleaving to god-given sharia law, accept 
this separation between the spiritual and 
temporal. Moreover, Christianity has no 
counterpart to the jihad, the holy war 
which under Muslim tradition should con- 
tinue until the whole world adopts 
the Muslim faith or submits to Muslim 
rule. The crusades were merely “a long- 
delayed, very limited, and finally ineffec- 
tual response” to Islam’s conquests. 

This is all fine so far as it goes. And Mr 
Lewis offers some fresher insights along 
the way. He argues, for example, that the 
crusades aroused remarkably little interest 
in the Islamic world at the time they oc- 
curred. But interest grew rapidly in the 19th 
century, when Muslims began to reinter- 
pret them as an early prototype of the en- 
croachments of European imperialism. In 
the minds of Islamic radicals such as 
Osama bin Laden, all such episodes are 
slotted neatly into a pattern of perennial 
conflict between the world of the believers 
and that of the unbelievers. It was, Mr 
Lewis surmises, the defeat in 1918 of the 
Ottoman sultanate to which Mr bin Laden 
was referring in the famous post-Septem- 
ber 11th videotape lamenting Islam’s 80- 
year-old “humiliation and disgrace”. 

The limitation of the book is that it does 
little to help the reader to form even a 
rough view about how many Muslims are 
sympathetic to this bleak bin Ladenesque 
interpretation of Islam. Mr Lewis allows 
that for many and “perhaps most” Mus- 
lims, Mr bin Laden’s 1998 fatwa “against 
the Jews and the crusaders” is a travesty of 
Islam’s nature. Many observers of Islam 
will bridle at the inclusion of that “per- 
haps”. In fairness, Mr Lewis does say at the 
outset that terrorism of the al-Qaeda sort 
does not require large numbers, and that it 
makes sense to explain the forces that »» 
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> drive the terrorists. So it does. But it surely 
behoves a voice as influential as his to 
make some assessment of how represen- 
tative the terrorists’ views are. 

Without this, there is a grave danger of 
exaggerating the civilisational conflict be- 
tween Islam and the West. Mr Lewis won- 
ders why al-Qaeda calls its enemies “cru- 
saders”, given that the crusaders were 
European Christians, not the Americans or 
Jews against whom it has issued a formal 
declaration of war. His conclusion is that 
radical Islam has picked upon America 
more or less by default, simply because itis 
now perceived of as the leader of the un- 
believers. In this view, George Bush is the 
successor of a long line of rulers, from the 
Byzantine emperors, to the Holy Roman 
emperors to Queen Victoria, who have ob- 
structed the divinely ordained and inev- 
itable spread of Islam. If al-Qaeda and its 
kind persuade most Muslims to think this 
way, says Mr Lewis, “then a dark future 
awaits the world”. Quite so. But this book 
tells you virtually nothing about how 
likely it is that many Muslims will buy the 
message. W 


Capitalism’s success 


Market 
methodology 


The Truth About Markets: Their Genius, 
Their Limits, Their Follies. By John Kay. 
Penguin/Allen Lane; 479 pages; £25 


FTER the Berlin wall fell in 1989, west- 
ern liberal economies at last tri- 
umphed over communism’s bumbling 
state control. Yet the wild hopes of people 
in the former Soviet bloc for quick capital- 
ist success were destined for disappoint- 
ment. Now, with the rise of the anti- 
globalisation movement, setbacks to econ- 
omic reform in Latin America and a 
growing backlash against privatisation in 
rich countries, the headlines seem to point 
to some fading of the capitalist dream. 

Well, not so fast. John Kay, one of Brit- 
ain’s leading economists, aims in his latest 
book to return some balance to the debate 
over the role of markets. He is at his best in 
his review of the big economic themes of 
the past century: why state planning 
failed; how international trade benefits 
both rich and poor; how stockmarkets 
blew up into such a bubble. 

Mr Kay’s urge to understand the unique 
evolution of markets in far-off places is 
most refreshing. He tours the flower mar- 
ketin San Remo for a locally grown version 
of perfect competition. He uses an auction 
of a painting by Van Gogh to illustrate how 
liberal economies allocate value to scarce 
goods. His analysis of electricity deregula- 


Australian politics 


Keeping them out 


Dark Victory: The Tampa and the Military 
Campaign to Re-elect the Prime Minister. 
By David Marr and Marian Wilkinson. Allen & 
Unwin; 360 pages; $19.95 


i be government likes to claim that Aus- 
tralia is the second most generous 
country, after Canada, when it comes to 
taking in refugees. But these are immi- 
grants who have been screened and 
carefully selected—not those so desper- 
ate to escape torture and misery that 
they scrape together every cent they can 
for a ride in a cramped lorry or a leaky 
boat, a journey that often ends in death. 

The numbers of smuggled refugees 
reaching Australia have been trivial 
compared with those who enter Britain 
and Germany. “But that was never the 
point,” David Marr and Marian Wilkin- 
son conclude in their thorough and fast- 
paced account of Australia’s war on im- 
migrants. “Australians wanted no boat 
people at all.” 

In August 2001, the government took 
extraordinary measures to keep 433 Af- 
ghan men, women and children fleeing 
the Taliban from reaching Australia. As 
their smuggler’s boat was about to sink, 
the Norwegian captain of a commercial 
ship, the Tampa, obeyed international 
treaty obligations by going to their res- 
cue. The Australian government tried to 
stop him. Refusing to back down, he 
took the shipwrecked refugees aboard 
ship. John Howard, leader of the conser- 
vative Liberal Party, made it a priority to 
keep the Tampa out of Australian waters. 


tion in Britain and the botched privatisa- 
tions in Russia in the 1990s lead him to the 
same conclusion: that markets cannot be 
imposed, but are instead the sum of evolu- 
tion and adaptation. They thrive within a 
society’s laws and cultural norms; without 
them they fail. 

His béte noire is the University of Chi- 
cago’s economics faculty. Yet in his haste to 
attack the madness of seeming to offer an 
economic explanation for everything— 
even why people marry—he aims his fire 
not at the very real troubles of recent 
American capitalism but at a straw man he 
calls, grandly, the “American Business 
Model”. Similarly, Mr Kay expends too 
much energy knocking down another 
false target: the idea, attributed to free- 
marketeers, that people are utterly greedy 
in all parts of their lives. Evidence against 
mankind’s extreme selfishness is so easy to 
find—look at tipping, child-rearing or char- 
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In turning on the boat people, the au- 
thors claim the Howard government en- 
gaged in covert operations, illegally 
monitored telephone conversations be- 
tween the Tampa and lawyers for the 
refugees and tried to keep the details of 
the story from becoming public by muz- 
zling military officers who knew what 
was going on. 

More was to follow. In the run-up to 
the 2001 election four months later, Mr 
Howard and the Liberal Party played the 
refugee card. “We Decide Who Comes to 
This Country,” a party poster said. It 
worked. Although Labor’s policy toward 
refugees was hardly more benign, Mr 
Howard and the Liberals won easily. No 
refugee boats have entered Australian 
waters for more than a year. Mr How- 
ard’s supporters would say his get-tough 
policy has worked; the authors of this 
book call it, instead: “Dark Victory”. 





Like this? Or tougher? 


ity—that even Chicago’s economists have 
noticed it. Yet Mr Kay sheds no light on 
whether more competition should be en- 
couraged in the distribution of health care, 
say, or water supplies, or whether raising 
or lowering taxes improves economic 
growth. And what does he have to say 
when market competition collides with so- 
cial solidarity? That “these are not always 
easy to reconcile”. No indeed. 

Mr Kay plumps not for raw capitalism 
but for “disciplined economic pluralism”— 
which, of course, is rather close to what 
one can find in the many versions of cap- 
italism that already exist throughout the 
world. As a literate account of contempo- 
rary debates over economics, Mr Kay’s 
book is welcome. But readers who are 
seeking answers to the perennially difficult 
questions about the proper role of the state 
in economic affairs will have to look 
elsewhere. m 
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A history of laundries 


Steamy 


Steam Laundries: Gender, Technology, and 
Workin the United States and Great Brit- 
ain, 1880-1940. By Arwen P. Mohun. Johns 
Hopkins University Press; 352 pages; $19.95 
and £15 


EEPING clean was a novel idea two 

centuries ago. The demand for laundry 
grew out of the discovery, in the 19th cen- 
tury, of links between dirt and disease, 
and from the emergence of clean clothes as 
a sign of social superiority. 

Accessible water and hedges on which 
to hang things out to dry made the whole 
business of washing clothes much easier 
in rural villages. In cities, home launderers 
had to contend with a shortage of water as 
well as an abundance of smuts that settled 
on drying clothes. That led to the rise of the 
steam laundry, a business that in both Brit- 
ain and America gave employment to 
thousands of women. 

Thanks to William Strutt, who appears 
to have invented the first mechanical laun- 
dry (and so surely deserves a statue in his 
honour), these businesses hoped to emu- 
late the efficiency of the factories that were 
beginning to mass-produce consumer 
goods. But they largely failed to reap econ- 
omies of scale. Individual clothes need dif- 
ferent treatments; and locating one lost col- 
lar in a thousand is harder than locating 
one in a hundred. 

Laundry has always been a business 
that the poor can do from home. That held 
down wages. In time, the washers began to 
demand a decent wage and trade unions 
helped them organise to get it. But what 
killed the commercial laundry was the 
coming of the domestic washing machine, 
and reliable water and electricity supplies 
to run it. Even though the laundry owners 
warned women that they would be 
scalped in their wringers if they tried to do 
their laundry at home, the lure of the 
machine was too great. 

It is true that the pictures of ancient 
washing machines and toiling launderers 
have a certain delicious nostalgia. How- 
ever, this book—an expanded version of 
an academic study published four years 
ago by Arwen Mohun, a history professor 
at the University of Delaware—would 
have benefited from a chart or two, to com- 
pare the costs of home and commercial 
washing and changing pay rates. And it 
should have mentioned both the cataclys- 
mic impact of the nylon shirt on the busi- 
ness and the survival of the dry-cleaner. 
Both, in their way, shaped society—as 
surely as the steam laundry did in an 
earlier century. W 


Looted Iraqi antiquities 
Heavy history, 
light fingers 


Selling looted antiquities should not be 
easy. At least, that is the theory 


RUSTRATED archaeologists and mu- 

seum curators are collaborating on legal 
moves and a name-and-shame campaign 
to try to publicise many of the antiquities 
that were stolen from the Iraq National 
Museum during the fighting in Baghdad 
last month, and make them more difficult 
to sell both at home and abroad. 

Daily radio broadcasts in Iraq, together 
with entreaties to local neighbourhood 
imams, have resulted in the return of a 
number of small pieces to the museum. 
But the looters that the authorities would 
most like to see apprehended are those 
who entered the museum in teams, armed 
with glass-cutters, duplicate keys and the 
expertise required to distinguish between 
fakes and the real thing. 

Some of the museum’s rarest works 
were targeted: a tall Sumerian masterpiece 
known as the Warka Vase, and the ivory 
Lion of Nimrud (pictured right). One sto- 
len sculpture weighed 160kg and would 
have taken five men to carry away, leading 
many people to believe that the works 
were stolen to order. “This is a crime, not 
just against the Iraqi people”, Donny 
George, the museum’s director of research, 
said on April 29th, “but against mankind.” 

Distressed at the lack of protection af- 
forded Iraq’s museums by British and 
American troops, despite clear warnings 
that looting was likely, Iraqi curators are 
now collaborating with the British Mu- 
seum and UNESCO to strengthen the legal 
framework that regulates the antiquities 
trade. A special motion was submitted to 
the UN Security Council on April 30th to 





What to do with looters 


retain sanctions on cultural artefacts com- 
ing from Iraq. Earlier, Tessa Jowell, the Brit- 
ish culture minister, confirmed that the 
British government would “endeavour to 
strangle the market for tainted Iraqi prop- 
erty” by pushing through legislation that 
would make trading in illicit antiquities a 
criminal offence. Meanwhile, Mounir Bou- 
chenaki, an assistant director-general of 
UNESCO, wants to establish a heritage po- 
lice force for Iraq and has asked Interpol to 
police Iraq’s borders for stolen antiquities. 
But keeping a vigilant watch over the 
market and reporting the sale of items sus- 
pected to have been looted may, in the 
long run, prove far more important. The 
museum in Baghdad is still without elec- 
tricity, which has made it difficult to assess 
exactly what has been taken, especially 
from the store rooms in the basement. 
Meanwhile, a photographic database of 
the pieces already known to be missing is 
being established with the help of 
UNESCO and the British Museum. 
Archaeologists like piecing together 
shattered worlds. They will need more 
than their usual patience to rebuild Iraq’s 
magnificent ancient collections. W 


d Objects looted from the Iraq National Museum 
The Warka Vase, a Sumerian masterpiece made in STS city, Uruk, and pence with reliefs, from 3100BC 
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A head from the marble phe of a seated goddess, a bronze head from a Greek figure of Nike, and three 


limestone heads, all from Hatra 
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A marble casket from Hatra 
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A janen statue from the time of Trajan 
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Rare, richly decorated wooden mosque sib from Mosul, 12th century AD 


Source: Iraq National Museum, Baghdad 


Obituary 


Graham Thomas 





Graham Stuart Thomas, gardener, died on April17th, aged 94 


T MAY be some comfort to those who 

like gardens but find gardening a hard 
grind, that Graham Thomas was of the 
Same view. Mr Thomas was irritated by 
programmes on television that instantly 
turned a wasteland into an Eden. “Good 
gardening is never easy,” he said. Some 
people regarded Mr Thomas as the world’s 
greatest gardener. He was certainly one of 
the most experienced. He reckoned that he 
first took an interest in gardening when he 
was six. His godfather gave him a fuchsia 
for his birthday, which, he said, “set me on 
my earthly career”. It continued for more 
than 80 years. 

Much of his career was spent as adviser 
to the National Trust, which has the richest 
collection of gardens in Britain, and proba- 
bly in the world. The trust was founded in 
the late 19th century to rescue the great 
aristocratic estates from what Mr Thomas 
called their “uncontrolled destruction” as 
a result of the growth of population, the 
spread of industry and the lack of plan- 
ning. In the early days of the trust, gardens 
were looked upon as mere extras to the 
grand houses. Gradually they became val- 
ued for themselves, and in many cases re- 
garded as more interesting to visitors than 
the houses they were attached to. Mr 
Thomas took charge of the gardens when 
many had fallen into scruffy ways and re- 


stored them to their former glory. He 
started with four and gradually took over 
all the main ones. He was the command- 
ing officer of the pastures, woods and lakes 
in the trust’s keeping. The militaristic title 
is apt. Mr Thomas saw his task as “a battle 
against nature”. He wrote, 


It is pleasant for a visitor to enter a garden 
and to find it in a good state of upkeep. But 
few...have any inkling of the ceaseless bat- 
tle which goes on...against nature, a for- 
midable adversary with arms of incal- 
culable diversity and resource, on the one 
hand, and against the wear and tear of peo- 
ple on the other...On a glorious June day itis 
easy to be persuaded that we are holding the 
fort, even winning. At other times we feel 
unnerved by the never-ending combat. 


Tea with Miss Jekyll 

Graham Thomas was in a gardening tradi- 
tion that stretches back to Theophrastus, 
the most influential botanist of antiquity. 
Rather more recently, Gertrude Jekyll was 
regarded as the most influential of garden- 
ers. In the autumn of 1931, when Miss Je- 
kyll was 88 and almost at the end of her 
life, she had a letter about gardening from 
Mr Thomas, then 22, and invited him to 
visit her. She said she was too old to walk 
around her garden with him, but he 
should pick a leaf of any plant that inter- 
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ested him and they could discuss it over a 
cup of tea. The story is told in “The Garden 
Through the Year”, published in 2002, and 
the most recent of Mr Thomas’s 19 books. 
He was too modest to suggest that this was 
the moment when a great tradition passed 
to the next generation. But it is a pleasing 
assumption. 

His parents were keen gardeners and 
amateur musicians. The two interests of- 
ten go together. Mr Thomas had a pleasant 
tenor voice and for many years sang with 
an amateur group. His early gardens were 
rather more sophisticated than those of 
most children. He recalled importing a 
seedling of a dwarf pine from Japan. It 
compared well, he noted, with a specimen 
in the botanic garden of Cambridge Uni- 
versity. Cambridge was his home town 
and in his late teens he was taken on as a 
student in the 40-acre university garden, 
where Charles Darwin had once studied. 
After four years there he worked for a 
number of private nurseries, and started to 
build up a reputation as a writer on garden 
design and restoration. He reintroduced to 
English gardens many plants that had 
gone out of fashion, particularly roses. 

He gained all the medals and other 
honours that horticulture can grant. In 
plant catalogues his name frequently 
comes up. There is a “Graham Thomas” 
honeysuckle here, a rhododendron there. 
The most popular English rose is named 
after him, a winner in cool climates. 

The millions of people who hopefully 
potter about in their gardens may be in- 
timidated by Mr Thomas’s scholarly ap- 
proach. The man who restored the ruined 
gardens of Moseley Old Hall in Stafford- 
shire (soil neutral, altitude 250ft, annual 
rainfall 27in) to their original state in the 
17th century, when Charles II knew the 
place, did not seem the sort of expert you 
would ask about growing potatoes. Mr 
Thomas himself said that gardening was a 
“never-finished art” allied to craft. Yet he 
never forgot his earthy beginnings, digging 
and weeding. A lot of advice applicable to 
the humblest plot turns up in his 19 books. 
Avoid gimmicks such as painted fences, he 
said. They distract from the plants; stick to 
a well-placed urn. Anyone moving to a 
new house and garden should allow a 
growing season to pass, seeing what 
comes up before planting anything new. 
He was against plants that bloomed in 
vivid colours early in the season. Leave col- 
our for later in the year. Design your gar- 
den yourself, and make it your own. 

And although gardening involved 
physical work, it should be done thor- 
oughly. In his last years Mr Thomas could 
no longer bend to dig in his own garden. 
He said he employed a man to dig and 
weed. “He does what I tell him,” said the 
master, a bit gruffly, “but that’s about all I 
can say for him.” m 
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THe TRIUM Exe MBA ~~ an alliance of 


New YORK University STERN ScHOoL of Busint 
LONDON SCHOOL oF Economics AND POLITICAL Scr 
HEC ScHoot of MANAGEMENT, PARIS 


TRIUM is the only truly integrated, truly global Executive 
MBA. Participants earn a joint degree in 16 months by 
attending concentrated two-week study modules at the thre 

flagship schools, plus one week each in São Paulo and 
Hong Kong. Distance learning and team projects continue 
TRIUM between class sessions. It’s visionary, 


focused and unique. Kind of like you. 


For more information, 





call +33 1 39 67 70 94 in Europe 


E FOR COMPLETE INFORMATION 
or +1 212 998 0442 in the United States. | . Í 
E-mail. executive_education@hbs.edu 


EEE Ene iani R Telephone: 1-800-HBS-5577, ext. 4145 
| VISIT HYTPL//APPLY .TRIUMEMBA.ORG OR E-MAIL INFOIGITRIU MEM BA.OR foutside the US., dial +1-617-495-6555, ext, 4145) 


Or visit our Web site af: WWALEXED.HRES.C Du 
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Instituto 
de Empresa 


a 
W7 Business School 





Start here. 


Based in Madrid, our programmes are 
taught in a truly international environment 
with a student body comprising over 60 
nationalities. 


*Consistently ranked among the world's 
best business schools (The Economist, 
Financial Times, The Wall Street Journal, 
América Economia...), Instituto de 
Empresa is renowned for its commitment 
to entrepreneurship and markedly innovative 
character. 


International MBA 

Full-time bilingual* programme (thirteen months) 
82% International students 

November 2003- December 2004 


*The first six months of the programme are conducted entirely in English. 
An intensive Spanish course is available from September. 


International Executive MBA 
Part-time programme (English, thirteen months) 
Three intensive two-week periods (Madrid & Miami) 
and two online periods of six months each 

90% International students 

November 2003- December 2004 


“MBA ranked n° 5 in Europe (Financial Times MBA ranking, January 2003) 
Executive MBA ranked n 5 worldwide (Financial Times Executive MBA ranking, 
October 2002). 


EXPLORING THE WORLD OF BUSINESS 


IE - Instituto de Empresa Maria de Molina, 13 


Admissions Department 28006 Madrid. Spain 
Tel. +34 91 568 96 10 


admissions@ie.edu Fax. +34 91 568 97 10 
www.ie.edu 
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EUROPEAN SEMINARS | er ee An Executive MBA programme at Landon Business 
fe EXECUTIVE | 
| N | School wili change your approach to decision-making. 
Milan | me | 
Tuesday 20 May 2003, 18.30 | 


Four Seasons Hotel, Via Gesu 8- | 





wi t will develop your global business capabili ties, 
improve your Senone and have immediate impact in your company. 


Madrid | 
Wednesday 21 May 2003, 19.30 } 
Westin Palace Hotel 1. 


Supported by world-renowned faculty at one of the wor id's leading business 










schoois, you will learn with an ambiti tious, high- -calibre and internationally 





aea a. diverse group of managers. Taught on Fri idays and Saturdays of alternate 
a weeks, our Executive MBA makes it possible for you to i integrate a rigorous, 
Frankfurt | challengi ng and top-ranked business and management education with a 
Monday 26 May 2003, 18.30 $ 
Steigenberger Frankfurter Hof | 


: demandi ang and successful career. 
Am Kaiserplatz | i ea te ek : E i A a k Be - — : 

: | The Associate Dean of our Executive MBA and Professor of Decision 
_ Sciences, Zeger Degraeve, will be conducting seminars on Decision- 
Making in five key European cities. Places are restricted, so please 


oo Paris | 

Tuesday 27 May 2003; 18:30 | 

Four Seasons Hotel George V Paris | 

ur Sea Nese STE" | register now. 

31 Avenue George V | 
Zurich | 

Wednesday 28 May 2003, 18.30 | 


. Please contact Lucy Reynolds: 
. Baur Au Lac | 


Regent’s Park 
London NWI 4SA 
Tel: +44 20 7706 6952 


Talstrasse | 


email: emba-office@london.edu 
Register online at: 


www.london.edu/emba 


London Business School exists to | 
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| transforming futures | 
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Jniversity of Reading it i -international 


— full-time, part-time, executive 
— personalised programme in English 
— Management and new technologies 
—— inthe heart of Paris, 

with an international network 

and sister campuses worldwide 


Ecole nationale des ponts et chaussées 
founded in 1747 


_www.enpe.fr/mba 


admissions 


ENPC School of international 

Management 

28, rue des Saints-Peéres 

75343 Paris cedex 07-France 

tél. 33 144 58 28 52 

fax 3314015 93 47 ENPC MBA. me korey 


The University of 
London introduces 
a new degree by 
e-learning 


A NEW online degree from Royal 
Holloway. The programme is 
supported through a virtual learning 
environment allowing you to 
communicate with your tutors and 


fellow students. 


BSc Business 
Administration 


The course will encourage you to thin 
both critically and creatively, and also 
consider the forces that are continuing 
to shape modern business. 


University at London 


1g 


For further information please contact: 
The information Office (03/EC/05) 

Tel: 020 7862 8360/8361 /8362 

Fax: 020 7862 8358 

Email: enquiries@ion.ac.uk 


www.londonexternal.ac.uk 
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in Brussels 
for new career prospects 





Embark on a journey to your future in the heart 
Gt Europe with the Solvay Business School. 





B Intensive part-time {2-year} and full- 
- time [1-year] MBA programmes. 
@ Ranked among the top 100 MBAs in 





A unique international | MBA in one year. 
USC’ top 20 Marshall School of Busnes offers a unique 
international MBA in one challenging year to ambitious mid- 
career professionals. | Strong general management funda- 
mentals and internationally focused electives. Ņ Capstone 
international consulting project. “ World-class leadership and 
team-building training. { 66 diverse participants from 20 
countries studying in the heart of Southern California. 
“| Powerful alumni network. 













E Under the patronage of the Universite 
Libre de Bruxelles, the MBA has an 
international student body and faculty. 










Take the first step, 

visit our website 

or contact us: 
-www.solvay.edu/mba or 
mbafdulb.ac.be 











Apply now for August 2003 
www.ibear.com | ibearmba@marshall.usc.edu 





ine Seh OO. 


pce sinee 1903 








We know where we are after half a century: 
at the forefront of management excellence. 


What keeps us there? Leading-edge research combined with practical business know-how; a continuous striving for innova- 
tion and a genuine international perspective from the very heart of Europe. 


How can you benefit? You can join: 

« our MBA programme (currently celebrating its 35th year in Leuven) or, 

+ one of our postgraduate degree programmes in Management (running since 1959) 
- one of more than 300 Executive Education programmes (first launched in 1953). 
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olieke Universiteit Lew en 


“Bellevue 6, 9050: Cent, ‘Belgium or vilami ngen raat 83 3000 Leuven, Belgium 
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MIDDLESEX UNIVERSITYJS 


BUSINESS SCHOOL 





_ MIDDLESEX 
os m UNIVERSITY 





Extend your global reach 





TAKE THE NEXT STEP 


Middiesex University Business School provides a range of 
postgraduate programmes designed to meet the current challenges 
of professionals in the fields of economics and finance. Enrol on the 
following programmes for a September 2003 start: 


® AMBA Accredited Degree. 


E MSc Financial Management W MSc International Finance 


® An intensive nine-month bilingual program (French/English). E MSc Money, Banking and WMA International Business 


Finance Economics | 
@ The leading school in Political Science and Economics, | | Also available: Masters programmes in Law, Management, 
| Human Resource Management, Marketing, and Electronic 
founded in 1872. Business. Our courses are accredited by professional bodies 
| including AMBA, The British Law Society, the CIPD, and the 
® A distinguished international faculty. | Chartered Institute of Marketing. 


If you are interested in taking the next step, contact us or visit 
us at one of our regular Postgraduate Open Evenings, May 


è ; ; 
An urban campus in the heart of Paris. to September 2003. Call for. details: of the n next event. 


rubs.mdx.ac.uk 


Next information session in our premises: fo | 080 0 0 A 8 35] 2 
_ Thursday, May 15° 2003 at 6.30 p. m. Pe 


174, Bd Saint-Germain 75006 PARIS ANCE - Tél. : + 39 1 45 44 87 43 - Fax: + 33 1 45 44 88 92 | 
Website ; http : /imba.sciences-po.fr - E-Mail : mba @sciences-po.fr 


POSTGRADUATE ADMISSIONS: 
Admissions Enquiries, Middlesex University, Landon N17 8HR, 
United Kingdom. Email; admissions@mdx.ac.uk 










C%,, Amsterdam Institute of Finance | | The Crisis. 








E Financial sector crises have occurred in developed countries with 

= mature markets as well as emerging market countries. The results have 

been substantial macroeconomic and fiscal costs. implementation of the 
IMF/World Bank Financial Sector Assessment Program (FSAP) and the 


development of international standards such as the Core Principles for 
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Effective Banking Supervision are among the challenges facing those 












Taught by leading experts from the world’s top business | charged with implementing policy. 
| schools, such as Columbia, Wharton and INSEAD } 3 et AO | Seas 
Mergers and Acquisitions june 2-6 | h a > me , a ge 
_— [he Response. 
Foundations of Finance june 2§ - Jul, 18 } 
Modeling in Propet Pimineg ESO TUN | The Centre for Financial and Mangement Studies has created a two- 
Finance for Lawyers® — Parti Sept. 25 - 27 week intensive residential programme to enhance expertise. It provides 
Part Il Oct. 6-7 a detailed study of key policy issues relating to Financial Sector 
Privatization and Finance Sept. 25 - 27 Supervision and the Resolution of Bank Crises. 
Asset-Backed Securities Oct. 2-3 The programme will be taught at the central London campus of SOAS, 
Management Buy-outs Oct, 13-35 University of London from 7-18 July 2003. Participants are offered 
accommodation for the duration of the executiv ttl 
Strategic M&A Analysis Nov. 3-5 a i a is 
n nearby Grange Hotel Holborn. 
Advanced Risk Management Nov 10 - 12 


To apply please visit our website at www.cefims.ac.uk 
E-mail sf7?@soas.ac.uk or telephone +44 (0) 20 7898 4050 
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~ Business School 

















of) years of excellence... 
Ai, _/ a vision of the future 


The Executive MBA Developing global competence 
for a changing world 

Full time MBA programmes: 

MBA International Business 

MBA international Banking and Finance 


+ Educates managers from all over the world 

e Taught in eight intensive modules each lasting 
for seven days or by evening. study 

* Ent y Ae ge in a April June and Sencar 






The European MBA with ESC Montpellier eh A " 
e Bir imi iraton fa ACU ty erie in. the UK S Singapore | | | | | 

Email: MBA@bham.ac.uk 

mba. bham.ac.uk | 





John Deutsch International Executive Programs 
Queen’s University, 
Canada 





| | INTENSIVE RESIDENTIAL LANGUAGE COURSES 


CERAN LINGUA is launching a new 


| Investment Appraisat and Risk Analysis 
June 30 - August 1, 2003 


Dr. Glenn P. Jenkins, Program Director interactive progra mme, 


complement to the basic programme: 


V ANAG EMENT”! 


Financial Modelling, Risk Analysis and Management, Contracting, 
Project Financing, Economic and Stakeholder Analysis 


John Deutsch International Executive Programs 
Queens University, Kingston, Ontario, Canada K7L 3N6 
Tel: (1) 613 533 6556 Fax: (1) 613 533 6818 
Email: director @ queensjdiexec.org 
www. T 
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[— Online Master's Degree in International Marketing — | 
| The Department of Marketing at the University 
-of Stratheiyde provides an innovative and 
flexible method of studying online for a 
Master's aa in international Marketing. 
You will learn from a networked, collaborative 

| community made up of academics, technical 
-and administrative support staff and fellow- 
students. You will gain the following unique 
benefits from studying the degree: 

> Skills development: acquire the skills you need to excel in the field of 
intemational marketing and business management; 





Realising your business 
ambitions requires some 
forward thinking. Some people 





take a year out and travel, 

others decide to do an MBA. 
Now you can do both at the ; . l " D 
> Career progression: continue to work while studying and tailor your 


same time. : | | 2 eae 
studies around your chosen area of specialisation; 


> Assurance: the Master's degree you get when graduating is exactly 
the same as the on-campus Master's degree and is an internationally 
recognized and prestigious qualification, 


> Efficiency: work at your own pace, at times which are convenient 
to you, focusing on the areas where you need to learn. 


For more information and an application form please visit our website. 





N ERSTFY OF OF a 
PESTO Tel: 0141 548 3247 Email: mscim@strath ac 


A European adventure that will change your future... 
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Teaching French to adults for 33 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE COMPLETE IMMERSION PROGRAM 
81/2 hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts May 5, June 2 and ali year 
06230 Villefranche/Mer EES, France. Tel. +33 493 01 88 dd Fax +33 493 76 92 17 
www.institutdefrancais.com 


Imperial College 


Distance Léatting Programme 


MSc, Postgraduate Diploma and Individual 
courses available world-wide in: 


* Rural Development * Environmental Management | 


e Biodiversity Conservation * Applied Economics ME “i EARNED MY Total ly 
ay DEGREE IN JUST || 


ONE YEAR... AT f Flexible 
HOME.” a eee eae es od 
MBA/DBA/PHD 


| Adults only-Bachelor, Master, Ph.D. in most hee bs 
| fields. Credit for work experience. internet AAS degrees by Distance Learning, You design your 
| Ebrary. American Instructors will guide your fourricutum, You will not study matera you already 
studies. Students in 112 countries. kiow or do not need. No exams, you iwari trough 
jresearch & writing. No Bachelors or GMAT required. 
| For ano cost catalog: RO. Box 61707, King Of Faculty ae successful business lsaders/authors. 
| Prussia, PA. 19406 USA - Fax: 610 205 0960 Faculty wanted. Rushmore University, 1-815-425- 
ermal: admissions@washintedu fAS7?, infod@rashmore edu www.rushmore.edu. 


+ Sustainable Agriculture * Agribusiness 


imperial College London Wye campus 
Ashford Kent TN25 5AH UK 

Tel: (+44) (0)207 594 2680 

Fax: (+44) (0)1233 812138 

Email: epadmin@imperial.ac.uk 

Web: www.wye.ic.ac.uk/EP/ 
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. STATISTICS 


Make a real statistical impact! 











The Office for National Statistics (ONS) is looking for ° Proven experience of analysing and interpreting 
statisticians with a sound grasp of economic or social statistics and understanding a yane of statistical 
issues, By joining the ONS, you will become part of an systems 


organisation with a high international profile and 
reputation that influences social and economic pony in. 
both the public and private sectors. 


. Good computing skills, particularly statistical computing 
software (ideally SAS). 


in return we offer opportunities for career advancement 
and training tailored to your specific needs. Our 
comprehensive benefits package includes an excellent 
pension scheme and annual performance awards. We 
Your main responsibilities will be to: take work-life balance seriously and offer a generous 
leave allowance and flexible hours. Our Newport office is 
just off the M4, within easy reach of Cardiff and Bristol. 
Our Titchfield office is located between Southampton 
e Plan and deliver improvements to working methods and Portsmouth. 

and outputs 


As weil as around four years’ statistical experience, you 
will need excellent communication skills and the ability 
to influence people at all levels. 


¢ Develop a wide range of statistics to meet users’ 
requirements 


. For an application form call the Recruitment Team 
e Use modern statistical techniques to maximise quality on 01633 812285or 


and efficiency. “e-mail newport. recruitment@ons. gov.uk 


You will have: The closing date for applications i is 21 May 2003. 


* At least a second class degree in statistics, mathematics, 
economics, operational research, geography, To view other opportunities in ONS - including the post of 
psychology or social science Director of Survey Methods Division (salary up to £73K) - : 


visit www.statistics.gov.uk/recruitment 
. Strong people management and project management 
skills 


* A background of successful change management 





ONS is an equal opportunities employer. 


visit us at our website 
www.statistics.gov.uk 
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£36,411 - £48,783 UK Taxable 


At DFID, our central focus is on an international commitment to halving 
the proportion of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills 
understanding and patience to even the most complex development activities. 


As part of an international commitment to the reconstruction of Afghanistan, 
interantional joint civil-military Provincial Reconstruction Teams are being 
created in eight major regional centres across the country — extending 
security and a central government presence outside Kabul. The teams are 
geared towards ongoing political transformation, and to facilitating 
reconstruction and development. DFID is seeking to recruitment up to three 
Development Advisers to work within these teams and/or at a PRT 
headquarters in Kabul. 


The teams will vary in size but each will beled by a military officer, supported 
by a civilian team of advisers, including political and development advisers. 
Within this framework, you'll advise on the political, social, economic and 
development context within which the tears operate, as well as manage 
a small development project budget. Through this, you'll contribute in large 
part to promoting security, human rights and development in your given 
region — identifying opportunities and risks for the overall goals of the PRTs, 
and wider reconstruction and development work by donors, the UN and 
the Afghanistan Transitional Administration. 

its important you offer a solid understanding and experience of development 
issues in an emerging post-conflict situation, through working for a donor 
agency, the UN or a development NGO. ideally, you'll combine this with 
experience of working alangside the military. You should have experience 
of managing budgets and GR projects/programmes with 
substantial autonomy. You should also be able to manage international 
staff. Excellent political judgement and a sensitive approach to working 
with people from different cultures are an obvious pre-requisite. The ability 
to speak Dari and/or Pashtun would be an advantage. We would expect 
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Executive $75K-500K+. Career searching into, within or out of 
Asta / Europe / M.East / U.S.? Contact for Free Info & Critique 


Fax: 
“ey 202 4781698 
+44 20 TSO0482R0 
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A/Canada 
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Development Adviser, Provincial Reconstruction Team (up to 3 posts) 








RECONSTRUCTION IRAQ: 
Contracting To Restore Critical Infrastructure 
June 11-12, 2003, Washington, DC 


This conference, sponsored by The Energy Daily, Defense Week and the 


rei 





power, transportation, tclecommunications, and other economie foundations E 


5 4 


Corps of Engineers, U.N. reps and ind humanitarian agencies. 


For data PUL DTEET ONE US Tel: he 662. a7] 4 


Afghanistan 


any applicants whe meet the required skills and experience to start at the 
minimum of the salary scale offered, but there may be scope to offer 
a higher salary if they offer additional skills and expertise. 


We need to provide expertise for a fixed period of two years. However, 
we understand the pressures such a post brings, and therefore be prepared 
to consider shorter one year tours for individuals if required. You'll also 
find an entitlement to fare-paid leave passages and entry to our flexible 
travel scheme. The Civil Service offers a choice of final salary and stakeholder 
pensions, allowing you to choose the pension that best suits you. We also 
provide a range of flexible working policies ~ enabling you to balance 
work with your other commitments. The nature of this position requires the 
selected candidate to undergo a thorough security clearance process. 


Afghanistan is a hardship post and attracts appropriate allowances. 
it is an “unaccompanied” post, though there are regular rest and 
recuperation breaks. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community and we actively encourage interest from women, 
ethnic minority groups and those with a disability. Selection is on merit, 
To work for us, you must be a national of a member state of the European 
Economic Area (EEA), a Swiss National or a citizen of the British Commonwealth 
with the right to work in the UK. 


For more information on this vacancy, DHD in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843352 

or e-mail Group5B1@dfid.gov.uk to request an application pack ~ 
quoting Ref. AH375/5B/DevAD 


Closing date ~ 23 May 2003. 


Working to eliminate global poverty and promote 
sustainable development 


SERVICE 


DFIC 


www.dfid.gov.uk 


Department for 
international 
Development 


= Ae 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION CONTACT: 


New York 
Beth Huber 
Tel: (242) 541-0500 
Fax: (212) 445-0629 


London 
Ruth Fox 
Tal: {44-20} 7830 7000 
Fax: (44-20) 7830 7111 
ruthiox @ aconamist.com 


niied States 
Energy Association, will focus on restoring iraga critical infrastructure, including 





Prospective contractors wil hear from reps of lead US. agencies involved: in 3 
disseminating the aid, including the Office of Reconstruction and Humanitarian 
Assistance (ORHA), The conference also will feature prime contractors. the US. Army 


bethhuber@ econormist.com 
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86 Appointments 


VACANCY ANNOUNCEMENT 
The African Capacity Building Foundation {ACBF}) is an international organization 
sponsored by the Africans Development Bank (AFDB), the International Monetary Fund 
(MF), the United Nations Development Programme (UNDP) and the World Bank as well as 
& number of African and non-African countries. ft is based in Harare, Zimbabwe, and 
currently finances Projects and Programmes in 35 African countries as well as supports 21 
regional Organizations and initiatives. 


Key Responsibilities 
Under the authority of the Manager, Administration and Human Resources Department, the 
Administrative Officer is expected to 

Ensure the smooth operation of basic office functions; 

Participate in the preparation and implementation of the administrative budget; 

Manage the relocation and accreditation of staff, security-related functions 

and other logistical matters; 

Manage the procurement of supplies for the Foundation. 


Qualifications and Competences 
Master's degree in Business or Public Administration or related Held from 
a recognized institution. 
At least five (5) years professional experience in budgetary management, 
general services administration, procurement or related fields is required. 
Previous work experience with an international organization is highly desirable. 
Fluency in both written and oral English and French (or at least a strong command 
of one language and good knowledge of the other). 
Computer literacy with excellent knowledge of monitoring tools such as Excel and Access. 
Ability to communicate as well as establish and maintain effective working relationships 
with ACBF staff and other stakeholders of different national and cultural backgrounds, 
Strong analytical and problem solving skills as well as ability to interpret and implement 
rules and administrative and budgetary guidelines. 


The Foundation offers internationally competitive salaries and benefits in line with those of 
comparable organizations. Applications referenced AQ/VA-04/03, and including cover 
letter, curriculum vitae as well as three (3) referees, should be received at the address below 
by May 30, 2003. The Foundation will only acknowledge receipt of applications from short- 
listed candidates. Women are strongly encouraged to apply. 


The Executive Secretary 
The African Capacity Building Foundation 
P.O. Box 1562, Harare, Zimbabwe 


Fax: (263-4) 702 415; 738 520 
E-mail: root@achf-pact.org 


AFRICAN VIRTUAL UNIVERSITY 
UNIVERSITE VIRTUELLE AFRICAINE 


The African Virtual University (AVU) is an Inter-Governmental Organization based in Nairobi, 
Kenya. AVU is a first-of-its-kind interactive-instructional telecommunications network established 
to serve African Countries. The objective of the AVU is to build capacity and support economic 
development by leveraging the power of modern telecommunications technology to provide world- 
class quality ecucation and training programs to students and professionals in Africa. AVU js now 
sevking qualified individuals to fill the following available positions in tts Technology Department: 


A) Technical Manager, Telecommunication Systems (TEC 04) 

Responsibilities 

The successful candidate will be required to manage a small team of 3-5 individuals and oversee 
the daily operations of the AVU global video and data networks to ensure their smooth operation, 
direct technical development and implementation of the network including research, planning, 
design and new product development. 

Qualifications and requirements 

Masters degree preferably in Electrical, Telecommunication or Information Systems Engineering 
and five years relevant experience in the telecommunication industry especially in the areas of 
VSAT network planning, link~-budgeting, installation, management, maintenance and support 

B) Technical Officer, Software Programming and Development (TEC 05) 
Responsibilities 

The successa candidate will be required to develop and maintain various software applications. 
He/ She will be responsible for developing and managing software and database applications 


felated to the AVU Web site, AVU staff intranet and extranet, smart card identification systems and- 


learning management systems used by students and staff across Africa, 


Qualifications and requirements 

Masters degree preferably in Computer Science or Computer Engineering or related fields and 
minimum five years relevant experience in the computer industry with formal knowledge of 
software development processes and extensive (5 years or more) software development and 
programming experience m Perl, Java, Cold Fusion, XML, C++, PHP, ASP in the development of 
web-based database or smart card applications and solutions. 


Full information on the responsibilities and requirements of these positions and how to apply 
can be found at http://avu.org/section/jobs/ 


Applications with full curriculum vitae. inchiding, a day time telephone contact, email address, 
salary history, and three professional references should be addressed to the: 


HUMAN RESOURCES OFFICER 
AFRICAN VIRTUAL UNIVERSITY 
P.O BOX 25405 

NAIROBI 


E- mail: hr@ayu.org 


So as to reach him on or before 3ist May 2003. Applications can be sent by email or post or 
directly through the AVU website at hutpy//avu.org/section/jobs/. Only short listed candidates will 


CH2MHILL 


MIDDLE EAST RECONSTRUCTION 


ENGINEERING, OPERATIONS, ENVIRONMENT, PROJECT 
AND CONSTRUCTION MANAGEMENT 


CH2M HILL, a global project delivery company, seeks professional, management 
level personnel with at least 5 years of experience for short & long term assignments 
in water resources, irrigation, water treatment, wastewater treatment, 
environmental restoration (especially wetlands), environmental remediation, roads, 
bridges, ports and airport projects, including design/bulld experience. Our global 
business is expanding & requires talented, entrepreneurial individuals to participate 
in infrastructure assessments and reconstruction and rehabilitation programs in the 
Middle East. The following positions for mid-level and senior staff are available: 


Program Manager/Project Manager: 

Design Manager: 

Construction Manager: 

Engineer in Relevant Fieids 

Senior Operators and Operations Specialist in water/wastewater 
Environmental Scientist 

Project Controls Specialist 

Procurement and Contract Specialist 

Office Business Manager. 


Preferred attributes include: 


* Willingness and ability to work in challenging environments; 

. Experience in Middle East, Persian Gulf, and/or Central Asia: 

* Familiarity with local cultures; 

* Experience with US Government and multilateral agencies such as the US 
Agency for international Development and the US Department of Defense. 

* Fluency in Arabic or other regional languages (very helpful). 


Principals only, no executive search firm submittals. A competitive salary & benefits | 
package is offered as is standard for client agency programs. Candidates with 
suitable qualifications & experience should forward their CV & a covering letter, 
including current salary details, to: reconstruct@ch2m.com. 


CH2M HILL is an empioyee-owned firm recently nomed one of the Fortune 100 Best Companies to Work For. 
To learn more about CH2M HILL, visit our web site at www.ch2m.com. 


MANAGING DIRECTOR 
LEADERSHIP FOR KENYA FLORICULTURE 


The Oserian Development Company Limited, headquartered in Naivasha, is one 
of Kenya's leading flower producers with a widely recognised international brand 
for high quality flowers in Europe. To maintain its thriving and expanding 
business, our client wishes to recruit a Managing Director (MD) who will provide 
quality leadership and change management and unify the diverse Kenyan 
operations including that of growing, processing and providing national focus for 
flower procurement, supply chain and logistics. 


Reporting to the Group Managing Director, the MD will join the graup Board of 
Directors and have the responsibility of designing and proposing strategies and 
policies to optimise the utilisation of the company’s resources and provide 
operational direction to the business. The key responsibilities will be to optimise 
the return for existing shareholders whilst buiiding value. Additionally, the 
candidate will build and maintain relationships with the Oserian group, third party 
growers and other industry stakeholders and develop opportunities for the 
management team. 


Candidates will have a good understanding of the floriculture industry and will be 
mature, results-driven, dynamic and visionary leaders, with a high tevet of 
integrity. They will have strong business management skiis with a dermonstrable 
record of success in a changing and dynamic environment, with knowledge of 
modern-day operations, procurement, supply-chain and logistics. Candidates 
must be well educated with relevant managerial and industry-specific credentials, 
with no jess than 10 years experience in a senior management role. Effective and 
persuasive communication, good negotiating and problem solving skills and the 

_ ability to work with multi-disciplinary teams are essential. This is a high profile 
and critical ‘position for which our client wil offer a competitive remuneration, 


if you fit the: required profile, please wits i in confidence not later than 9 
May, 2003 quoting ESS/367 on both letter and envetope to 


Executive Search and Selection, 
PricewaterhouseCoopers Limited, 

The Rahimtulla Tower, P.O, Box 43963 Nairobi, Kenya, 
Telephone: + 254 (2) 2855000, Fax; + 254 (2} 2855001, 
E mail: ess.ke@ke.pwec.com 


PRICEWATERHOUSE(COPERS 





& 200% PaoewaterhouseCoopers. Al fights resend. PrichwatariouseC coopers rois to the aout anny menor fins of 
Srinewmethbuceloopes iMeratons Limited, sach of which is s seperate and indepancdent hag eriity. 
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be contacted. 


Appointments 


We are a leading French consulting 
S OF RECO engineering company providing 
i advisory services on donor funded 


projects. We are looking for: 


Marena tietoaan i ama Le fy ai n BE RAEN ATM CHIR PAANANEN MAEA AAE AANA ANEW AEAN AAAA AAE PAAA AAAA AVVATTNAS OANA ES RA ANAS D 





For a long-term project in the Balkans 
Team Leader, Environmental Policy Expert 


An international expert with a Master's degree minimum, you have at least 
15 years of experience: environmental policy development, EU 
environmental legislation, development of environmental institutions, 
implementation of EU programmes. 


Legal Policy Advisor 


A lawyer with a minimum of 10 years of experience, you are a specialist in 
environmental legislation and policy in Central and Eastern Europe. 


For both positions EU nationality and previous working experience in the 
Balkans or Eastern Europe is required. 


Candidates with relevant experience should apply under ref. C2284/VFE to: 
SOFRECO, RH@sofreco.com, (web-site: www.sofreco.com) 





Vacancy Announcement 


The African Capacity Building Foundation (ACBE) is an internationa) organization sponsored by the African 
Development Bask (ADB), the International Monetary Fund GME) the United Nations Development Programme 
fUNDP? aed the World Bank as well as a monber of African and nomAfrican countries. Et is based in Harare, 
Anmbabwe, and curently finances Projects and Programmes in 38 African countries spd supports Th regional 
organizations and initiatives. 


ACBE, which is the premier capacity-buiiding istitetion on the Continent, is currently seeking applications from 
seasoned candidates for the positions of Program Officer, The incumbents, who are expected no be citizens of a sut 
Saharan African couniry, will be responsible for carrying out basic functions relating to the development and 
imnlemeniavion and monitoring af capactty-building programmestrrdecty and to contribute to the FPvendation’s 
growing knowledge management activities. 


Credentiais, Experience, Competencies and Skille 

@ Advanced degree (MLA, M.Sc. MBA or Ph.D) in economies, finance, public or business adimieisteation ar other 
relevant social sciences from 4 recognized university and related peoa experience of af least 5 years, 
preferably in an ivtermnational envincrmend: 

e Solid knowledge of, and competence in, gt least one Of the following aieas: econdmic policy anabysis ami 
development management: financial management and accountability: nations! statistics, public administration and 
mangement, national padlamesta: the mie of private sector and civil society in partcipetery development 
anay pemon i baa 


capacity hasiding; 

s Supenor oral. written and electronic commankation skilts ideaily in English and Fench (or at least strong 
command of one language and good knowledge of the other}. Knowledge of Portuguese will constitute an 
advantage, 

e Computer Hteracy and. competency in widely usat office sefteares: 

+ Ability to work independently as well ons possession af oa wamwork orientation and capacity to iiteract 
harmoniously and effectively. with coligagues thom diverse disciplines, perspectives, countries and cultures; 

è Proven ability to negotiate and build consensus with diverse stakeholders in the development oommminity, 


The Foundation offers internationaliv competitive salary and benefits i Ene with those of comparable organizations. 
Women are strongly encouraged io apply. The Foundation will only acknowledge receipt of applications from short- 
listed candidates. 


Applications, referenced PO/VWAA/GS, and including cover letter, curriculum vitae as well as the names and addresses 
of tree referees, should he received by May M 2003 at the aridress below: 


The Bascotive Secretary 

The African Capacity Building Foundation 
PO. Box 1562 

HARARE, ZIMBABWE 

$o Pas: (263-4) 702 91S: 738 520 

T Emak coot@achf-pact org 


Por additional information about the Foundation, please visit our web site at https//wwecachf-pactorg 





Firs/Biz Class Air Tickets 
Save 40%-70% off First & Business Class 
| Airline Tickets. 

Europe  $2795/Biz, Asia $2995/Biz, 
| india/Atrica/Australia $3296/Biz. 

1 12 yrs Exp. Vary reputable. 

| Major Airlines. Guaranteed Paper Tickets. 
Creative/Custom Invoices Available. 

Fel 1-604-325-9009 






| appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 





Website: 
www. businessclassairiinetickets com 






i advertisement published in The Economist. 
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: 


Readers are Recommended | 
to make appropriate enquiries and take | 


| advertisement, The Economist Newspaper | 
Limited shali not be Hable to any person for | 
loss or damage incurred or suffered as a | 
Fax: 1-604-924-0314 _ tesult of his / her accepting or offering to 


_ accept an invitation contained in any = 








Tenders 





PUBLIC PROCUREMENT AND DISPOSAL OF PUBLIC ASSETS 
AUTHORITY (PPDA) 
TERMS OF REFERENCE FOR THE TECHNICAL ADVISOR TO THE 
EXECUTIVE DIRECTOR FOR TWO YEARS 


L The Objectives of the Authority 


To ensure the application of fair, competitive, economic, transparent, non-discriminatory and value for 
money procurement and disposal standards and practices: harmonize the procurement.and disposal 
policies, systems and practices of the Central Government, Local Governments and statutory bodies: 
set standards for the public procurement and disposal systems in Uganda: monitor compliance of 
procuring and disposing entities: and build procurement and disposal capacity in Uganda. 


2 Need for the Technical Advisor 

The Act creating the Authority has just been commenced and there is need to quickly put in place 
systems and procedures to implement the Authority's Programmes and activities. Farther, there is in 
place a new Executive Director, who requires technical advice to enhance the efficiency and 
effectiveness of delivery of the Authority's mandate, 


3. Specific Terms of Reference 

a. Provide Technical assistance and advice to the Executive Director on all matters to do with the 
on-going Public Procurement reform process: 

b. Advise the Executive Director on all matters to do with Procurement Policy and Programs in 
the country covering Central Governments, Local Governments and all Statutory bodies as 
defined in the Act: and 

c Carry out any other duties, as may be assigned by the Executive Director, from dime to time, 


4, Qualifications 

Honours Degree in either Commerce, Law, Engineering, Economics or equivalent and at least 10 years 
experience in a procurement policy environment and $ years in operational procurement environment 
of which two years are in procurement reform in an English-speaking developing African country. 


3. Person Specifications/Qualities 


Excellent Command of spoken and written English; analytical, negotiation, and communication skills: 
high Integrity; good knowledge of computer management and applications: result and team oriented; 
ability to work under tight deadlines and good interpersonal skills, 


Note: 
The envelope must be clearly marked “Recraitment of Technical Advisor’. Only short listed 
Candidates will be contacted. Any form of lobbying will lead to automatic disqualification, The 

closing date for applications is: th May 2003 at 4:00 p.m. Two Refereaces are required, Independent 
reference checks will be carried out. Attractive remuneration commensurate with qualifications. A 
detailed CV including an application letter and certificates should be submitted to: 

Ag. Executive Director 
The Public Procurement and Disposal of Public Assets Authority, (PPDA}, 
14th Floor, Workers House (Northern Wing), 
Plot 1, Pilikington Road, P.O). Box 3925, 
Kampala, Uganda. 










City oF BELGRADE, REPUBLIC OF SERBIA 
Pusiic-Privaté PantnensHie (PPP) 
iy MUNICIPAL Soup WASTE (MSW) SERVICES | 


INVITATION N FOR EXPRESSION OF INTEREST (EO!) 


The City of Belgrade (CB) i is s implementing the first PPP fora ree service in Serbia in the 


solid waste sector. The service area includes 10 urban districts of Belgrade, containing: {3 


| million people, including approximately: 450.000 households, 5.750 enterprises and institutions, 
| and 16.850 small and medium size businesses. The PPP will include the collection, treatment 
| and disposal of approximately 400.000 tons of MSW per year and the cleaning of more than 


7 800 m= of streets. 


| The future MSW sector in Belgrade will be divided into G) collection services combined with 
| street cleaning, and (4) waste disposal services; to be provided by distinct private operators. 

| PPP in collection services will be through concession contracts (a maximum of three separate 
| geographical zones}, each for a likely duration of up to 10 years, Assets of the CB will be 
| available to the new operator{s}, yet additional investments in trucks and other equipment are 


likely. 


| PPP for waste disposal services at the Vinca landfill will be through a BOT+ype contract. The 


landfill is currently in use, thas the project will include the following: {1} remediation and closure 


| of the current disposal area, including leachate and gas collection systems; (i) construction of 
j new | landfill cells on eao tand andi in n aoeoedane with ranan Serbian and Ee directives; 


| ‘Gia healthcare waste. 


| EQls should include the following information: 


= Name of Company / Group, ownership and background information 


y 


YYY 


| A pre-qualification notice, including pre-qualification requirements and other relevant. 
information will be sent to parties expressing formal interest. Deadline for submission of EOIs: 
| is Tuesday, May 27 2003, EOL should be sent in english and/or serbian on following addresses: i. 


SACLE NA yt AA tA RAN LORS Are DAA TORREY SPEEA TE NEE TEESE TSAR IEEE OP BRIER NE AMES EIRENE MIAME DES NTN PR re ite AT RAISER AA SHEN 


‘| 
Relevant experience in solid waste sector, including collection, disposal, hazardous ' waste : 
treatment, etc. 

Three years financial statements 


Comparable experiences in emerging markets 
Specification of interest (collection or disposal} 
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The governments of Turkmenistan, 
Afghanistan and Pakistan will con- 
Struct a pipeline to transport natu- 
ral gas from the Dauletabad gas 
fields in southeast Turkmenistan to 
markets in Afghanistan, Pakistan, 
and possibly India. The Asian 
Development Bank {ADB} is assist- 
ing the three governments in 
developing the project. 


The pipeline will be designed, con- 
structed, owned, operated, and 
maintained by a consortium Jed by 
an internationally reputed off and 
gas company, or an association of 
companies, having the capacity and 
experience to undertake this work. 
An independent pipeline company 
will be established for this project, 
the shares of which will be held by 
the selected international oil and 
gas company or a consortium, the 
three governments, development 
finance institutions, commercial 
finance institutions, and other 
interested parties. ADB will assist 


, TURKMENISTAN-AFGHANISTAN-PAKISTAN NATURAL GAS PIPELINE 
NOTICE FOR PREQUALIFICATION OF SPONSORS 


interested consortium members in 
mobilizing finances, finalizing agree- 
ments, and bringing about the 
financial closure for the project. 


On behalf of the three govern- 
ments, ADB hereby invites inter- 
ested parties to submit their 
expressions of interest for partici- 
pation in the project. Only short 
listed companies from among those 
pre-qualified will be requested to 
submit proposals for development 
of the project. 


A pre-qualification document, in- 
cluding data forms, is available with- 
out cost, by e-mail from Carmencita 
Rogue (croque@adb.org), Assistant 
Project Analyst, or Hazel Refareal 
(hrefareal@adb.org), Administrative 
Assistant, South Asia Energy Division, 
Asian Development Bank, Manila. 


The last date for submission of the 
completed pre-qualification forms 
is 29 May 2003. 
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Tourism and industrial Development Company 
O s of Trinidad and Tobago Limited 


REQUEST FOR LETTERS OF INTEREST 


Letters of Interest are invited from qualified and experienced Investment Finder firms 
and individuals who wish to be considered for assignments with the Trade and 
Investment Unit of the Tourism and Industrial Development Company of Trinidad and 
Tobago Limited (TIDCO)}. 


The assignments will be in the following areas: 

L Electronic Device Manufacturing 

i]. Medical Device Manufacturing 

IH Plastics and Chemicals 

IV. Contact Centres and Back Office Operanions 
V. Hotel and Conference Centres 


Firms and individuals who are inferested in being considered for assignments should 
submit information on the following: 
General and specific experience of the firm or individual 


identical assignments conducted (with references and contact information) 
Similar or related assignments conducted in both developed and developing 
countries 

Adequacy and availability of resources to carry out the respective assignments 
Curricula vitae of key personnel and language capability 

Proposed approach to assignment and to transfer of technology 

Audited financial statements for the last three.(3) years 


Please note that this invitation is not a request for technical proposals. 
Letters of Imerest (with accompanying materials} should be submitted by May [6th 


2003 to: 
Cornell Buckradee 


Industry Specialist 
Trade and Investment Unit 
Tourism and Industrial Development Company of Trinidad and Tobago Limited 
Level 4, Park Plaza, 60-70 St. Vincent Street, Port-of-Spain 
Republic of Trinidad and Tobago, West Indies 
Tei: 1-868-625-3991-2, Ext. 29 
E-mail: cbuckradee(aitidco.co.tt 


The Government of Pakistan, acting through the 
Privatisation Commission (“PC’), is proceeding with the 
privatisation of Habib Bank Limited HBL"), by the 
intended sale of a minimum stake of 26% of its 
shareholding fo a strategic investor. His envisaged that 
the terms of a sale shali include the transfer of 
management control of HBL. 
HBL. is Pakistan's largest bank in terms of commercial 
customers and the Premier Brand Name of Pakistan 
with a 20% domestic market share. It has a full service 
licence covering commercial, retai, consumer and 
investment banking activities in Pakistan and most of 
the other countries where it is present. HBL has an 
extensive domestic network of 1,425 branches. HBL + 
‘also operates a large international network of ; 
56 branches in 26 countries spread over Europe, the 
Middie East, Far East, Asia, Africa and the United 
States. It operates in the UK, Australia and Hong Kong 
through subsidiaries incorporated in those countries. In 
addition, HBL has Joint Venture operations in Nigeria 
{40% holding having 58 branches} and Nepal (20% 
holding having 12 branches). 
An extensive streamlining and restructuring 
programme has successfully been implemented that 
has resulted in an increasingly profitable, dynamic 
Bank. The Bank's assets and totai equity is USD 
8.9 billion and 338million respectively. 
HBL's privatisation represents an attractive investment 
opportunity for investors interested in leveraging HBL's 
extensive presence and market share. | 
Required documentation is to be completed and sentto 
the PC by Saturday „May 31st 2003 at the address 
t given below: 





Government of Pakistan 
PRIVATISATION 
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Business & Personal 


influencing *Ħ negotiating ° resolving 

For 25 years ENS International has been a leader in developing excellence through 

influence and negotiation with clients in SO countries. 

We are offering opportunities to successful consultants/consultancies. Your mix of 

qualifications, experience and judgment has enabled you to build successful business. 

You have the ability to conceptualise and implement strategic new directions. Now step 

out to make the difference for your clients. 

Noha nyt cance by fonds lin negotiation strategist and an 

integral part of our worldwide expansion, please visit www.negotiate.org ENS S 
ens@negotiate.org 









e h ie a h n Ee en en idii iiie. e ie a. ii. ii pie i e h ai 


then email Ken Shearman on ken. international 





aaan in viata Sv Saa nf aaa Bryan pcb aaan yn naaa nyna pana 


Fellowships 


Habib Bank Limited 


For infor matio non how to appiy visit our website at 
http//. www.privatisation. gov.pk 
You can also contact us at the address given below: 
Privatisation Commission 


5-A, Constitution Avenue, EAC Building, Islamabad, Pakistan. 
Tel # PE Fax # HE -920-3076, 921-1692 
3 i vatisation.gov,pk 


www.swiss-bank-accounts.com 


Tax planning & Tax savings 


onshore & offshore corporations 
assets protection private & 
corporate banking 


wm e eed 


Call with confidence 


insad 


NYC: + 1 212 201 14 54 
Montreali: + 1 514 962 20 51 


; Geneva: +41 22 327 10 00 
Tek (334) 5393 6604 Fax: at) 5393 8605 ‘Email: nathatiehenault@economist. COMM 





The Economist May 3rd 2003 






www.akcanada.com 
Tee online ommidiatnon, 24 hours per dav. 7 days per wek 


Abrams & Krochake 


avadian bemnigiation Lawyers 
256 nae Straws, Saite ES, Tondi Omaro ADS BL 
Vel. ++ (23 436 462 3397 Faw, 24 (2) alg 4RR Oa? t 


IMMIGRATE TO CANADA | 


“We Can Help” 

3) Years Experience in Immigration Maiters 
The law firm of Sorgen & Petersen 
https//wwe,.semjen.com 
Email: ae somjen.com 
Seite S10, 1240 Bay Street, 
Toronte, Ontario, Canada, AISR 2A? 
Tek {310722 S083 Fax: HOII 4234 
“We Can Help” 


"DELAWARE (USA) 
= CORPORATIONS č < 
Specialists in setting up Delaware Comorofions. Generol, Aircraft, 
Bet & Sh Copiers Col or write for our FREE KITI 


351} Siverside Rd, HOSEL © DE USA 19810 
302-477-9800 « B00-371-CORP e FAX 302-477-9811 
E-mail: cop dekopon » twternat: hitp://debeg.com 
Offshore Corporations 
Banks, Trusts, Foundations 
Bank AICS, Crest Saree 


OFFSHORE SERVICES $ 


Expert advice at affordable prices ME 


| Hong Kong: Michael Foggo 
Tei: +852 2542 1177 hkfeSoveraignGroeup.com 


UK.: Simon Denton Tet: +44 tal20 7389 S 
uk@SovereignGroup.com 


U.S.A.: William H. Byrnes 
Tet: +1 (308) 979 $344 


The Economist May 3rd 2003 i 


* OFFSHORE COMPANIES 


* BANK INTRODUCTIONS 
* TAX PLANNING CONSULTANCY 








Ai CLIO R 
DON, SV N3 6NJ 








Casino licenses, captive insurance, 
IBCs etc. 
www.aniouanoffshore.com 












North American rep: 
_ +1 416 573 8243 










| LOCAL REPRESENTATION and 
PROCUREMENT SERVICES 


for the companies involved in the 
RE-CONSTRUCTION OF IRAQ 
IRAQ: Al Hatip Co. / Baghdad 

Tet: +964.4.7470746 | Fax: +964.1.7199553 


TURKEY, SEHA Ltd, Tel +90.312.2157500, 
Fax: +90,312.2187515 | alhatip@seha.com.tr 











independent 
WIND FARM DEVELOPER 
is looking for serious partners 
or / and proposals to establish | 
and exploit successfully | 


WIND MILL FARMS 


Forward your proposals by 
fax to: 
= 948 14 35 39 


Formation pe administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 
UNITED KINGDOM 

LOND 


at 


LAVECO Ltd. 
Yel: +44-207-556-0980 
Pax: +44-207-556-09 10 
E-mail: londomalaveco.com 
HUNGARY 
Pel: +36-.-2 17-96-81 
Fax: +36-1-2] 7-44-14 
E-mail: hungary@laveco.com 
ROMANIA 
Tel: +40-722-326-329 
O- Bax: +40-21-313-7177 
E-mail romanta@laveco.com 
 €¥PRUS 
Tel: +357-24-636-919 , 
Fax: +357-24-636-020 
E-mail: sd dorian com 


ysite: WWW. laveco.com), 





* UK COMPANIES FORMED IN 1 HOUR 
* FULL MANAGEMENT SERVICES + VIRTUAL OFFICE FACILITIES 

* ACCEPT CREDIT CARDS IN DAYS 

* FREE 8 PAGE WEBSITES & EMAIL 














| VISIT OUR FT INTERNATIONAL MAGAZINE TOP 30 
_ RECOMMENDED FINANCIAL WEBSITES SITE @ 


www.scfgroup.com 


Email: offshore@scfgroup.com 

















UNIQUE 


Leisure Travel Business 














Direct-Sell, niche leisure travel business 
(the most poputar, fastest growing, sector in travel industry) 





e Substantial Repeat Client base 





* High margin, last year about £23m t/o 





* This year, 12 months £60-£70m t/o & material pre-tax 
facquisition plus huge new trade source} 





* Large call centre & conventional (text/publications) trade 





* Huge additional growth from internet capability 
* Growth to £2-£300m within 3 years 
* Senior Management to remain 







Applications to: Mr J Calton, Overseas Travel Brokers, 
Adelaide House, Hall Road, Panfield Essex CM7 SAW 


& email: mall@otb Ltsbusiness co.uk 
Fax : (UK — 44) 01376 349023 











With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


* Solutions for Expatriates 


i Trading ¢ or investing internationally 7 
K Protecting y your wealth 


|. Setting upa í business t overseas 


COnSuHNg.coMm | 
Contact David Stevenson i: 
for further information: 
T: +44 (1624) 818899 
F: +44 (1624) 811081 7 


| business@ocra. com 


ocrastecrasimauritius. com 


ocraworlowide™ 


WWW. ocra. com 





oa Economic and financial indicators 


Overview 


America’s economy grew sluggishly in the 
first quarter, as firms and consumers tight- 
ened their belts in anticipation of the war. 
GDP grew at an annualised rate of 1.6%, after 
annualised growth of 1.4% in the fourth 
quarter. In March, however, consumer 
spending outperformed dismal forecasts, 
and grew by 0.4%. 


In April, consumer confidence soared in 
Britain and America, while business confi- 
dence soured in France. According to the 
Conference Board, American consumer confi- 
dence shot up from 61.4 in March to 81.0in 
April, vastly exceeding analysts’ expecta- 
tions of a rise to around 70. In Britain, con- 
sumer confidence revived in April from an 
eight-year low. Business confidence in 
France, as measured by the INSEE survey, hit 
its lowest pointin over a year, thanks in part 
to worries of threatened boycotts of French 
goods by American consumers. 


Other figures for the euro area provided rea- 
son for even deeper pessimism. The Euro- 
pean Commission’s euro-area business 
climate indicator fell to its lowest levelin 14 
months. France’s GDP shrank by 0.1% inthe 
fourth quarter, a downward revision from an 
earlier estimate of 0.2% growth, and unem- 
ployment rose to 9.3% in March from 9.2% in 
February. French producer prices rose by an 
unexpectedly rapid 0.4% in March, to givea 
12-month growth rate of 2.5%. Germany's 
Ifo index fell for the second month in a rowin 
April, a sign of the renewed gloom in Eu- 
rope’s biggest economy. In Italyin the year 
to March, producer prices rose by 2.8%, and 
consumer prices by 2.7%. 


Euro-area broad-money (M3) supply con- 
tinued its record high annual growth of 7.9% 
in March, thanks partly to investors’ prefer- 
ence for holding cash in uncertain economic 
times. Loans to the private sector fell more 
sharply than expected. 


Despite the threat of war, British consumers 
spent avidly in March, lured to the shops by 
excellent weather. Retail sales rose by 0.6% 
during the month. In the first quarter, GDP 
growth was weaker than expected, at an an- 
nualised 0.7%, for a growth rate of 2.3% in 
the year to March. 


The euro rose to $1.11, its highest level 
against the dollar in four years. 


Canadian industrial production grew by 
1.9% in the year to February. 





Data on more countries, as well as currency tools 
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Output, demand and jobs 































































































% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
latest qtr* 2003 2004 latest latest latest year ago 
Australia +3.0 Q +16 +30 + 3.6 +23 04 +54 04 6.2 Mar 6.4 
Austria +13 04 -05 +1. + 1.9 - 1.5 Dec + 0.9 Dec 4.3 Mar 4.0 
Belgium +17 0 +12 +12 +22 - 1.6 Feb -5.3 Feb 11.7 Mart 10.8 
Britain +23 01 +07 +19 +25 + 0.1 Feb + 4.3 Mar 5.1 Febtt 5.1 
Canada +3.9 046 +16 +2.8 + 3.3 + 1.9 Feb - 0.2 Jan isa War 27 
Denmark +09 04 -0T +1.5 +23 + 3.3 Feb + 5.8 Feb 5.7 feb - 5.0 
France #15 QE" = G50 + 12 + 2.3 + 2.0 Feb - 0.8 Feb 9.3 Mar 8.9 — 
Germany +0.5 06 -01 +04 +16 + 0.2 Feb + 0.7. Feb 10.6 Marg 9.6 
Italy +1.0 06 +17 +10 +20 -1.2 Feb  +0.8 Febt 9.0 Jan 9.0 
Japan +2.8 Q4 +22 +07 +0.8 +3.8 Mar -0.2 Feb 5.4 Mar 5.3 
Netherlands +04 Q4 -04 +0.6 + 1.9 - 1.6 Feb - 2.5 Dec 4.9 Mar** 3.7 
Spain +2.1 04 +14 +21 + 2.7 +2.5 Dec + 2.3 Feb 11.9 Feb 11.1 
Sweden #1306 +12 +17 +24 - 1.8 Feb + 4.2 Feb 4.6 Mart 3.8 
Switzerland +0.8 04 +14 +08 +18 - 2.1 04 - 1.3 Jan 3.9 Mart 2.6 
United States + 2.1 Q1 +16 + 2.2 + 3.3 + 0.4 Mar + 4.6 Mar 5.8 Mar 5.7 
Euro area +1.3 04 + O? + 1.0 + 2.1 +1.8 Feb  +0.7 Feb 8.7 Feb 8.1 _ 








*% change at an annual rate. tNot seasonally adjusted. tNew series. [TDec-Feb; 
8.9% in March. **Jan-Mar, new series. 


claimant count rate 3.1% in Mar. 8EU harmonised rate 


Prices and wages 
% change on year ago 


Consumer prices consumer prices forecast 


The Economist poll 


Producer prices 


Wages/earnings 














































































































latest yearago 2003 2004 latest yearago latest year ago 
Australia +3.4 Q +29 + 2.7 + 2.5 +30 Q +05 +39 0 +49 
Austria +1.8 Mar +19 + 1.7 + 1.3 + 2.0 Mar - 0.3 + 2.2 Mar + 2.4 
Belgium + 1.5 Apr +18 + 1.5 + 1.4 + 0.8 Mar - 0.9 +2.4 Q1 +3.1 
Britain + 3.1 Mar + 41.3 + 2.8 + 2.5 +1.9 Mar -0.1 + 3.0 Feb + 2.6 
Canada +4.3 Mar +18 +30 +22 +1.3 Mar -10 +21 Feb +3.55 
Denmark + 2.9 Mar + 2.6 + 2.3 + 2.0 +0.7 Mar +08 +39 0 +41 
France +2.66 Mar +21 +17 +14 +2.5 Mar -0.8 +35 04 +39 
Germany +11 Ap +1415 + 1.1 + 1.0 + 1.3 Mar nil + 2.6 Feb +2.5 
Italy +2.7 Apr +2.3 + 2.3 + 1.9 + 2.8 Mar -0.8 +17 Ma” + 2.1 
Japan -0.1 Mar -12 -06 -05 -0.7 Mar -25 +25 Mar -0.9 
Netherlands +2.77 Mar + 3.7 + 2.6 + 2.1 +3.5 Mar -1.7 +2.8 Mar +44 
Spain + 3.7 Mar + 3.2 + 3.0 + 2.6 +3.0 Mar -0.1 +3.9 Q4 +3.7 
Sweden + 3.1 Mar + 2.9 + 2.4 + 2.0 +0.6 Mar -0.4 + 2.1 Feb + 3.3 
Switzerland + 0.7 Ap +11 + 0.7 + 0.9 + 0.3 Mar - 1.3 + 1.8 2002 + 2.5 
United States +3.0 Mar +15 + 2.3 + 1.8 +4.2 Mar -1.6 + 3.1 Mar + 3.3 
Euro area + 2.1 Ap + 2.3 + 1.8 + 1.5 + 2.7 Feb - 1.1 +3.4 Q4 + 3.2 
*New series. 


4 Labour disputes 


The number of working days lost through labour disputes fell in the 1990s. In 2001, 
strikes resulted in an average loss of 29 days per 1,000 employees in the OECD group of 
countries, the lowest since 1983. In the European Union, there was a 45% decline in 
lost working days between 1992-96 and 1997-2001. Britain, once a byword for strikes, 
is now less susceptible to them than most other big European countries. 


Working days lost per 1,000 employees, annual average 1992-2001 
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ae ee ee ee 
Money and interest rates 


Money supply* Interest rates % p.a. (Apr 30th 2003) 

% change on year ago 3-mth money market 2-year 10-year gov't bonds corporate 

narrow broad latest yearago gov'tbonds latest year ago bonds 
Australia -10.0 +10.6 Mar 4.82 4.62 4.55 5.28 6.09 6.12 
Britain + 6.5 + 7.3 Mar 3.59 4.06 3.38 4.33 5.14 5.92 
Canada + 7.0 + 4.9 Mar 3.22 2.41 3.66 4.98 5.62 6.88 
Denmark + 8.2 + 9.2 Mar 2.73 3.73 2.68 4.29 5.29 5.41 
Japan +14.4 + 1.8 Mar 0.02 0.03 0.04 0.60 1.36 0.72 
Sweden + 0.4 + 5.2 Jan 3.43 4.30 3.52 4.59 5.55 4.04 
Switzerland +24.0 +10.0 Mar 0.31 1.50 0.82 2.49 3.39 3.40 
United States + 3.9 + 6.2 Mar 1.21 1.77 1.47 3.85 5.06 5.81 
Euro area +11.6 + 7.9 Mar 2.53 3.39 2.46 4.06 5.05 4.27 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 4.77%, Japan 
No.248 0.61%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.002%, BOE repo 3.75%. Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson 
Datastream. Rates cannot be construed as banks’ offers. 


ES a oe ee. oe hs ae. ee a eo 
Stockmarkets 


Market indices 





The Economist commodity price index 
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% change on 




















1995=100 
% change on 
Apr22nd Apr 29th* one one 
month year 
Dollar index 
All items 76.3 75.8 + 1.0 +10.3 
Food 78.0 78.2 + 1.9 +14.1 
Industrials 
All 74.0 72.6 -0.4 + 5.2 
Nfa 79.0 76.5 -0.9 +12.4 
Metals 69.8 69.3 +0.1 - 0.6 
Sterling index 
All items 76.3 75.2 -0.1 +11 
Euro index 
All items 91.6 90.5 -0.1 -9.8 
Yen index 
All items 97.3 96.9 +2.5 +232 
Gold 
$ per oz 334.75 334.05 -0.3 +38.6 
West Texas Intermediate 
$ per barrel 29.91 25.24 -15.2 -6.0 
























































2003 one record Dec 31st 2002 * Provisional. t Non-food agriculturals. 
Apr 30th high low week high in local in$ 
currency terms iA A : 
Australia (All Ordinaries) 2,970.9 3,049.6 2,673.3 + 0.2 -13.6 - 0.2 +10.9 i Current-account balance 
Austria (ATX 1,229.2 1,229.2 1,120.2 E t -29.2 + 6.9 +13.6 as % of GDP, 2003 forecast 
Belgium (Bel 20) 1,871.8 2,074.1 1,426.6 - 2.4 -49.2 - 7.6 = 17 | nie ne | Sbn | 
Britain (FTSE 100 3,926.0 4,009.5 3,287.0 - 1.0 -43.3 - 04 -11 6 4 2-042 46 81012 
Canada (Toronto Composite) 6,586.1 6,837.3. 6,228.6 - 0.5 -42.2 ~ 04 A Switzerland erase [36.4 | 
Denmark (KBX) 176.1 176.1 145.0 + 1.2 -41.6 + 5.9 +12.6 Belgium: | 
France (SBF 250 1,986.9 2,144.8 1,630.1 + 0.2 -54.7 - 32 +29 i : 
(CAC 40 2,953.7 3,210.3 2,403.0 - 0.3 -57.3 = 36 +25 <1 ig 
Germany (DAX) 2,942.0 3,157.3 2,203.0 - 1.1 -63.5 +17 + 81 Japan 129) 
Italy (BCI) 1,112.9 1,142.4 959.4 nil -49.0 +19 +83 stherlanc 15.0 
Japan (Nikkei 225 7,831.4 8,790.9 7,607.9 + 0.5 -79.9 - 87 - 9.2 SANS 
opix 796.6 865.4 7706 + 0.9 RA CTs ae omak, (5.90 | 
Netherlands (AEX) 282.6 337.3 218.4 - 3.1 -59.7 -12.4 - 6.9 France 139.2 
Spain (Madrid SE) 675.0 684.6 576.8 - 1.1 -41.1 + 6.5 +13.2 Canada 16.4 | 
Sweden (Affarsvarlden Gen) 150.4 153.4 127.8 + 3.1 -62.4 + 3.6 +10.4 AAN 
Switzerland (Swiss Market) 4,542.7 4,965.3 3,675.4 - 1.0 -46.0 -19 -00 . a . 
United States (DJIA) 8,480.1 8,842.6 7,524.1 - 0.4 -27.7 iJ +17 Germany 
(S&P 500) 916.9 931.7 800.7 - 0.2 -40.0 +42 + 4.2 Italy at. -0.80 
(NASDAQ Comp) 1,464.3 1,471.3 1,271.5 - 0.1 -71.0 +96 + 9.6 niia Sare T A Me ae ER: -24.0 
Europe (FTSE Eurotop 300) * 821.0 890.8 682.7 - 1.4 -51.8 -42 +18 APRAN RA i Ga ed 
Euro area (FTSE Ebloc 100)* 699.0 757.2 565.7 -15 -54.9 -27 +34 Spa 1a 7) -23.4 
World (MSCI 813.3 830.7 710.8 + 0.3 -43.9 na +27 Australia -18.2) 
World bond market (Citigroup)+ 548.2 551.7 518.6 + 1.7 - 0.6 na + 4.3 United States i -587 
*In euro terms. tMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. Lips, les Eee y 
tCitigroup World Government Bond Index, total return, in $ terms. Source: OECD : j 
aaa eee 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted | per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 $ £ euro ¥100 % of GDP 
2003 2004 Apr 30th year ago Apr 30th year ago 2003ł 
Australia - 6.7 Feb - 17.7 Qá - 47 - 3.9 79.6 75.4 1.60 1.86 2.55 1.78 1.34 0.2 
Austria + 0.6 Jan + 0.9 Jan - 0.7 - 0.9 101.7 100.3 0.90 1.10 1.43 - 0.75 -1.3 
Belgium + 17.4 Feb + 11.8 Dec + 4.9 + 4.9 101.4 99.0 0.90 1.10 1.43 - 0.75 nil 
Britain - 55.5 Feb - 13.1 04 - 1.8 - 1.6 99.2 106.6 0.63 0.68 = 0.70 0.52 -1.9 
Canada + 35.0 Feb + 11.0 Q4 + 1.6 + 1.7 81.8 12-2 1.43 1.56 2.29 1.60 1.20 1.3 
Denmark + 8.6 Feb + 5.6 Feb + 2.0 + 1.9 105.9 102.2 6.66 8.20 10.6 7.42 5.58 1.6 
France + 8.9 Feb + 28.3 Feb + 1.7 + 1.6 104.5 101.6 0.90 1.10 1.43 - 0.75 -3.6 
Germany +122.8 Feb + 46.9 Feb + 1.9 + 1.8 101.8 98.5 0.90 1.10 1.43 - 0.75 -3.7 
Italy + 7.5 Feb - 9.6 Feb - 0.4 - 0.3 74.5 72.5 0.90 1.10 1.43 - 0.75 -2.4 
Japan + 95.9 Feb +115.0 Feb + 2.6 + 2.9 129.0 12 119 127 191 133 - -7.7 
Netherlands + 29.5 Feb + 9.1 Q4 + 3.2 + 3.2 100.7 97.9 0.90 1.10 1.43 - 0.75 -1.6 
Spain - 40.8 Jan - 17.4 Jan - 2.2 - 2.1 76.0 74.2 0.90 1.10 1.43 - 0.75 -0.4 
Sweden + 15.2 Mar + 9.9 Dec + 3.6 + 3.5 80.5 75.4 8.18 10.2 ce A | 9.12 6.86 0.7 
Switzerland + 4.8 Mar + 32.0 Q4 +11.2 +11.4 113.9 113.9 1.36 1.61 2.17 1.51 1.14 na 
United States -503.7 Feb -503.4 04 - 5.4 ~ 5.3 105.8 119.6 - - 1.60 1.12 0.84 -4.6 
Euro area + 95.6 Feb + 53.1 Feb + 0.8 + 0.8 89.0 79.1 0.90 1.10 1.43 - 30.75 -2.5 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except SIMF,January average. OECD forecast. 





aa Emerging-market indicators 


Overview 


Brazil’s current account moved into surplus 
in March, helping to narrow the 12-month 
deficit to less than 1% of Gop. This was the 
first surplus for this quarter in a decade. 


South Korea’s current-account deficit wid- 
ened to $1.2 billion in March, its largest 
shortfall since before the economy had to be 
bailed out by the IMF six years ago. The rate 
of growth in the country’s industrial produc- 
tion slowed to 4.5% in the year to March, 
from 10.2% in February. 
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Economy 
te % change on year ago Latest 12 months, $bn Foreign 
GDP Industrial Consumer “Trade Current reserves * 

production prices balance account $bn, latest 
China 99 @ +16.9 Mar + 0.9 Mar +22.1 Mar +33.5 2002! 309.2 Jan 
HongKong +50 0 -92 4 -21 Ma -80 Mar +138 O 113.6 Mar 
India + 2,6 04 + 6.4 Feb + 4.00 Mar -9.0 Mar + 4.8 4 71.1 Mar 
Indonesia + 3.8 o +67 Jon +75 ap +25.6 Mar +75 03 311 Fe 
Malaysia +56 as -09 Fe +07 Mar +143 fe +73 0 338 Mar 
Philippines +58 0 +49 Ja — +29 Mar +02 feb +61 Se 12.9 Mar_ 
Singapore +15 3 +65 Mar + 0.8 Mar +111 Mar +18.7 @o o 83.5 Mar 
South Korea +68 ùa č 4 +45 Mar +37 Ap — +480 Ap +29 Mar — 123.8 Mar. 
Taiwan + 4.2 04 41.6 Mar - 0.2 Mar +166 Mar +25.8 Q4 168.6 Mar 
Thailand + 6.1 m +12.7 Mar + 1,6 Apr + 3,9 Mar + 8.5 Mar 37.9 Feb 
Argentina 3-6 MH +15.4 Mar +31.7 Mar +95.9 Mar +89 “M 10.3 Feb 
Brazil 2 2 ū 434 m t&l Fe +16.7 Mar +16.0 Mar ~ 4.4 Mar o 38.4 Feb 
Chile t32 06 4 + 6.9 Mar +45 Mar +25 Mar -06 0 16.5 Feb 
Colombia + 2.0 OK Pe UR tO IIE eee nil Dec = 1.6 0 10.5 Mar 
Mexico ooo +19 06 +12 Fe +56 Mar -607 Mar -14.5 üs 52.0 Feb 
Peru 8 Feb +42 Fe — +34 Mar +04 fe =li o ç 9,8 Mar 
Venezuela -16.7 Q4 -64.8 Dec +34.1 Mar +13.9 04 +76 04 8.6 Dec 
Egypt + 3.1 202} _ +4.2 poet +31 fe -74 In +05 %4 13.2 Dec. 
Israel TE +13 o —_ +30 In +48 Mor 737 Mr >21 u 237 Mar. 
South Africa + 3.0 06 +04 feb —_ +12.5 Mar +36 Ma +03 “ 6.1 Feb 
Turkey +11.4 a4 + 4.4 Feb +29,4 Mar -16.4 feb ~ 2.7 Feb 27.9 Feb 
Czech Republic + 1.5 04 +52 fe -04 Mar — <26 Mar =35 04 247 Mar. 
Hungary +37 Q +16 Fe +47 Mar = 3.6 Fe ~ 30 fe 13.6 Mar 
Poland +21 0 + 57 Ma + 006 Mar 710.1 Mar 5.9 Mar 30.0 Mar, 
Russia +43 03 + 6.7 Mar +14.8 Mar +50.2 feb +38.3 Q1 51.8 Mar 


*Excluding gold, except Singapore; IMF definition. TEIU est. Tyear ending June. + New series. 















































Financial markets 
Currency units Interest rates  Stockmarkets _ % change on 
per$ perĖ short-term Apr 30th Dec 31st 2002 

Apr 30th yearago Apr 30th % pa. one in local in $ 
week currency terms 
China 828 828 132 ž na 1592.2 -1.3 +122 +122 
Hong Kong 7.80 780 125 1456 87072 č +23 - 65 - 65 
India 47.3 489 75.6 494 29598 +04 = 12.4 = 112 
Indonesia 8,674 9,328 13,859 1472 > 450.9 +07 + 61 + 95 
Malaysia 3.80 3.80 607 3.10 630-4 +01 = 25 = 25 
Philippines 52.5 50.6 83.8 988 1,068.2 -15 + 49 + 6l 
Singapore 1.78 181 284 069 1,281.3 +12 = 45 = 67 
South Korea 1,215 1,289 1,941 454 5994 +02 =- 45 6B 
Taiwan 348 347 556 Z 1.35 4,148.1 -9.1 = 68 = 69 
Thaitand 42.9 43.3 68.5 1.76 374.6 -0.2 + 51 + 57 
Argentina 283 2.96 4.51 LD Ee t aia 636.0 __~51 +211 + 443 
Brazil 2.89 2.36 4.61 2632 | 12,5567 +13 +14 +367 
Chile 705 OoOo 647 1126 T ee. 5,679.6 +48 +131 +157 
Colombia 2,867 2,279 4581 e 1722.7 o +I1 + 7i + 7i 
Mexico 10.29 944 164 — 673 6,509.9 +20 + 62 + 80 
Peru 34634385538 3.81 1,768.6 +0.33 + 27.1 + 29.0 
Venezuela 1,598 856 2,553 25,52 8,631.6 42.5 + 77 -65 
Egypt 594 464 948 12.29 74229 +42 +326 + 34 
Israet 0455 488 P27 BBO o 392,78 +16 +181 +233 
South Africa 7.3 10.6 116 13.75 Z ă ç 7,510.4 -3.1 7190 -= 45 
Turkey 1,566,000 1,363,500 2,502,311 39,00 11,510.0 +09 +110 #+417.7 
Czech Republic 28.2 33.9 45.0 248 5207 +0.8 +13.0 +207 
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g The world this week 


Politics 


Paul Bremer, a former head 
of counter-terrorism at the 
State Department, has been 
appointed by George Bush to 
be the top civil administrator 
in Iraq. Mr Bremer will select 
the new Iraqi interim adminis- 
tration. Jay Garner, a retired 
general and the Defence De- 
partment’s choice, will con- 
tinue to work on Iraq’s 
reconstruction but report to 
Mr Bremer. 





A sharp rise in cholera cases 
in Basra, where water supplies 
are still disrupted, has led the 
World Health Organisation to 
give warning of a possible epi- 
demic in southern Iraq. 


The Sydney Morning Herald, 
an Australian newspaper, 
published an audio tape pur- 
portedly by Saddam Hussein, 
in which the tired-sounding 
ex-president, or his stand-in, 
urges Iraqis to wage an under- 
ground war against the Ameri- 
cans and British. 


Colin Powell, America’s secre- 
tary of state, announced plans 
to visit Berlin: a step towards 
re-establishing Iraq-torn rela- 
tions with Gerhard Schréder’s 
government. But the Pentagon, 
by asking Poland to play a 
prominent peacekeeping role 
in Iraq, seemed keener on 
strengthening ties with the 
“new Europeans”. 


Labour’s loss 

The head of Israel’s Labour 
Party, Amram Mitzna, re- 
signed. A retired general and 
an advocate of peace talks 
with the Palestinians, Mr 
Mitzna had been under pres- 
sure from his party for his re- 
fusal to join Ariel Sharon’s 
hardline coalition. 


Algeria’s president, Abdelaziz 
Bouteflika, sacked his prime 
minister, Ali Benflis, replacing 
him with a former prime min- 
ister, Anmed Ouyahia. Mr 
Benflis had apparently urged 
more conciliatory measures, 
including talks with the Islam- 
ists and Berbers, than Mr Bou- 
teflika or the army would 
countenance. 


Zimbabwe’s Supreme Court 
struck down the provisions in 
a tough new media law that 
dealt with publishing “false- 
hoods”. More than a dozen 
journalists have been charged 
under these provisions, which 
are now ruled unconstitu- 
tional and invalid. However, a 
new version of the law is be- 
ing submitted to parliament. 


Walter Sisulu, a hero of the 
anti-apartheid movement and 
mentor to Nelson Mandela, 
died aged 90. 


Efforts to form a transitional 
government in Congo ad- 
vanced when the largest rebel 
group, the Rwandan-backed 
RCD-Goma, named its secre- 
tary-general to be one of the 
four vice-presidents. The gov- 
ernment and the second larg- 
est rebel group, the Ugan- 
dan-backed MLC, have 
already appointed represen- 
tatives; the political opposi- 
tion has not. 


Flood waters rise 


=~ 





$ 


At least 23 people died, 1,700 
were said to be missing and 
35,000 were evacuated after 
the worst flooding in 500 
years in Santa Fe province in 
Argentina. Some 1.5 metres of 
rain, nearly twice the annual 
average, fell in two days. 


Ten hostages held by Colom- 
bia’s FARC guerrillas, includ- 
ing a departmental governor 


and a former defence minister, 
were killed during an army 
rescue attempt. The FARC 
claimed they died in crossfire; 
three survivors said their fel- 
low captives were executed 
before the troops arrived. 


Setbacks for human-rights 
campaigners in Guatemala: 
an appeals-court judge freed a 
retired army colonel jailed for 
the murder of an anthropolo- 
gist in 1990. And hundreds of 
former paramilitary fighters ri- 
oted, demanding that the gov- 
ernment raise a compensation 
offer for their role in hunting 
down leftist guerrillas during 
the country’s civil war. 


Local difficulties 

Britain’s Labour government 
suffered poor local-election re- 
sults but easily survived a re- 
volt by “old Labour” MPs 
against plans to give some 
hospitals limited autonomy: a 
two-tier national health ser- 
vice, cried its critics. 


Italy’s prime minister, Silvio 
Berlusconi, appeared at a trial 
where he is accused of bribing 
judges over the sale of a state- 
owned food company in the 
1980s. Though he did not buy 
the firm, he did a public ser- 
vice, he said: he foiled an at- 
tempt by the state holding 
company to sell the food firm 
far too cheaply. 


Spain’s opposition Socialist 
Party proposed wide demo- 
cratic reforms: no list of candi- 
dates to include more than 
60% of either sex; a right for 
the voter to choose between 
candidates on the list; directly 
elected mayors; stronger par- 
liamentary oversight of gov- 
ernment spending and 
actions; and more. 


Runners get set 

Dick Cheney said that George 
Bush has asked him to run as 
vice-president on the ticket in 
2004, and he had accepted. 
Meanwhile, Senator Bob Gra- 
ham entered the Democratic 
presidential race, but Gary 
Hart, a previous contender, 
said that he would not run. 


Mitch Daniels, the White 
House budget director, re- 
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signed. He is likely to run for 
governor in Indiana. 


"ai 


New Hampshire’s best 
known landmark, the Old 
Man of the Mountain, a lofty 
rock that looked like a man’s 
face, collapsed into rubble. 


An investigation into the 
break up of the space shuttle 
Columbia concluded that the 
disaster happened after super- 
heated gas entered through a 
small hole in the front edge of 
the left wing. So far, it seems 
that the hole was caused by a 
piece of insulation foam strik- 
ing the wing after take-off. 


Spreading SARS 

China, the source of the 
deadly sars outbreak, re- 
ported that the number of 
known cases had risen to 
4,560, with 219 deaths. The 
government said it was wor- 
ried about the spread of the 
virus to rural areas, where 
medical services are weak. 
Some villages have set up 
roadblocks to keep out visitors 
from Beijing and other towns. 


Richard Armitage, America’s 
deputy secretary of state, vis- 
ited India and Pakistan, hop- 
ing to encourage peace moves 
over Kashmir. But violence 
continued in the divided state, 
with at least 20 people killed 
in clashes. 


Indonesia was poised to send 
troops in to Aceh, its western- 
most province, to disarm sepa- 
ratist rebels after a peace deal, 
signed in December, broke 
down. 


The United States told Thai- 
land of its “serious concerns” 
about the high death toll in its 
war on drugs. Thailand de- 
clared “victory” at the end of a 
three-month campaign in 
which 1,612 dealers died. 
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Business 


In a deal reminiscent of the 
dotcom boom years, Barry 
Diller’s USA Interactive ac- 
quired LendingTree, an on- 
line financial-services website, 
for shares worth over $700m. 
Dissimilarities to the internet’s 
heyday: revenues—and even 
profits. 


Despite the slump in technol- 
ogy spending, Cisco Systems 
reported profits of $987m in 
the quarter to April, up 35% on 
a year ago after aggressive cost 
cutting. The internet-equip- 
ment firm was cautious about 
the outlook for the market. 


Dell Computer is to ask 
shareholders to approve a 
name change. The world’s top 
PC maker wants to delete 
“Computer” to avoid suggest- 
ing a narrow focus, as it makes 
servers and similar devices. 


Ted Turner celebrated his im- 
pending retirement as a vice- 
president of AOL Time War- 
ner by selling over half his 
stake in the world’s leading 
media company for $784m. 


Haim Saban, an American 
media mogul who is paying 
€525m ($596m) for 72% of Pro- 
SiebenSat.1, reportedly asked 
Germany’s stockmarket regu- 
lator to exempt him from a 
mandatory offer for the rest of 
the country’s largest broad- 
caster, saying that the firm 
needs restructuring. Other in- 
vestors were not amused. 


Volkswagen made profits of 
€202m ($217m) in the first 
quarter, 68% down on a year 
ago. The German firm’s new 
boss, Bernd Pischetsrieder, is 
sweeping all the bad news out 
of the way in his first year. 
vw’ ills include a strong euro 
and ageing products. 


Solvency protection 

us Airways showed the air- 
line industry how to make a 
profit: go bankrupt and re- 
emerge as a privately owned 
company. Jettisoning debt on 
aircraft leases and losing the 
pilots’ pension scheme con- 
tributed to first-quarter profits 


of $1.6 billion. Excluding these 
exceptional gains, the airline 
suffered a loss of $282m. 


EasyJet, Europe’s biggest low- 
cost airline, reported a bigger- 
than-usual loss in the half 
year to March; it cut low fares 
even lower to fill seats. The 
airline’s problems include 
buying a rival carrier, Go, for 
more than it was worth. 


The SARs virus added to Ca- 
thay Pacific’s ills. The Hong 
Kong airline asked staff to take 
unpaid leave as passenger 
numbers plunged by 75% com- 
pared with a year ago. Qan- 
tas’s condition worsened. The 
Australian airline issued a sec- 
ond profits warning in six 
weeks after cutting interna- 
tional flights by 20% in March. 


Ahold, a troubled Dutch groc- 
ery group, says that its Ameri- 
can Foodservice unit 
Overstated earnings by 76% 
during the past three years. 
Ahold fired two executives. 


Banks buck up 

BNP Paribas topped forecasts 
by making €962m ($1.0 bil- 
lion) in the first quarter, but 
the French bank’s profits were 
down 5.6% compared with a 
year ago. Credit Suisse re- 
turned to profit. The Swiss 
bank made SFr652m ($477m) 
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in the quarter after a dismal 
performance last year forced 
heavy cost cutting and thou- 
sands of lay-offs. 


Commerzbank made a slim 
profit of €3m ($3.2m) in the 
first quarter, exceeding an- 
alysts’ expectations. Ger- 
many’s fourth-largest bank 
predicted a return to profit this 
year after suffering its first- 
ever annual loss in 2002. 


Unfair trade 

The Ev issued a stark ultima- 
tum and a September dead- 
line to America: repeal 
“foreign sales corporations”, 
tax-avoidance vehicles that 
act as export subsidies, or suf- 
fer sanctions worth $4 billion. 
The perk for big American ex- 
porters was ruled illegal by 
the WTO in 2000. 


America’s Federal Reserve 
left interest rates unchanged. It 
expects the end of the war in 
Iraq to push down oil prices, 
lift consumer confidence and 
hearten markets. But it gave a 
warning about the “minor 
probability” of deflation 
while growth is weak. The 
European Central Bank also 
left interest rates unchanged. 


EM.TV, a German media 
group, agreed to sell the Jim 
Henson Company, which 
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owns the Muppets, back to 
Henson’s heirs for $89m—a 
fraction of what it paid for 
Kermit and Miss Piggy three 
years ago. 


a Back from the bottom? 
Stockmarkets, January 1st 2003=100 
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Stockmarkets in America and 
Europe continued to rally as 
investors put aside fears of 
sluggish economic recovery. 
The Dow Jones Industrial Av- 
erage has gained some 13% 
since a mid-March low and 
Britain’s FTSE 100 topped 
4,000 for the first time since 
January. Even Japan’s ailing 
Nikkei 225 perked up a bit. 


North Korea’s government is- 
sued bonds for the first time 
since 1953, possibly signalling 
a limited embrace of capital- 
ism. Take-up of “People’s Life 
Bonds” was said to be brisk 
but, undermining the spirit of 
the free market, not voluntary. 


Other economic data and news 
can be found on pages 88-90 


| pae 
SP ST Teed er cee, 
| | 
ad 
men eee, if 
pee m fh 
poum a E 
EEIE OE SEER E g, 
es een 
See, 
——————— a, 
ee 
Sr EE SESS we 


| 


SP eae Y, 
EE MSs ao aa MeL 


YS A i e ae a 
x = x 
Seth. ae rite 
e SA ee 2 
3 ` TUS 
- n 


x ` ~ ` 
E “oy fa SY tet Poe -- Rn er 


ja à ass 
` N . n 


PA 
e VAN Y 4 


ne ©2003'SAP AG SAR and the SAP logo are registered trademarks of SAP AG in Germany and'severat other countries 





You've stretched every budget and cut every bit of fat. Or have you? SAP solutions give you real-time visibility of 
information across your entire enterprise, so you can plug the leaks in your supply chain with greater accuracy, get products 
to market faster, get more out of procurement and reduce duplication. Things you might be doing now. But could be doing 


more effectively with the right business solution. Visit sap.com for details. 





THE BEST-RUN BUSINESSES RUN SAP 


Leaders 





The Economist May 10th 2003 


How’s your pension doing? 


Companies should not get tax breaks to provide their workers’ pensions 


LD age used to be a time of 

poverty. When people 
could no longer earn, they had 
to rely on their family to care for 
them. Then in the 1880s along 
came Germany’s Otto von Bis- 
marck with the splendid notion 
that the state should provide 
pensions. More or less at the same time, some paternalist em- 
ployers began to provide for their workers’ retirement. How- 
ever unpleasant it might be from other points of view, ageing 
appeared to be less financially risky. 

Now, the risk is returning. The basic problem is familiar: as 
people live longer and the proportion of workers in the popu- 
lation stops rising, the cost of caring for the old eats up a grow- 
ing portion of national income. Government-financed pen- 
sions are paid by taxpayers when they fall due. In Italy the 
state pensions bill now runs at an astonishing 14% of the coun- 
try’s GDP. Many governments would like companies to carry 
more of that burden. But the collapse of financial markets has 
left most corporate pension funds with assets that fall far short 
of their increasing liabilities (see pages 57-59). The time has 
come for governments to stop trying to bribe companies to as- 
sume a role that rightly belongs to the individual and the state. 

In America and Britain, where the pension burden has 
been shifted furthest to the private sector, the state of cor- 
porate schemes is enough to turn an accountant’s hair grey 
overnight. Some companies’ earnings will be reduced by a 
quarter this year because of the hole in their pension fund. 
HSBC, an investment bank, estimated in a report on May 5th 
that the pension shortfall of companies in the s&P100 is now 
as much as $340 billion. In Britain, one recent study found that 
the pre-tax deficits of seven firms, including those of British 
Airways and Rolls Royce, are equal to more than half their 
market capitalisation. 





Inefficient and unfair 
The history of corporate pensions has not been a satisfactory 
one, even before the stockmarket collapse wreaked such 
havoc. Encouraged by tax deductions and regulation, half of 
all American companies with pension plans and many British 
ones offer their staff “defined-benefit” schemes, which pay 
pensions linked to an employee’s final salary. Such schemes 
neatly fitted the lives of men who worked for the same com- 
pany all their lives. Once women began to work, typically 
part-time, and once employees began to switch jobs, defined- 
benefit schemes became inequitable. Those who worked full- 
time, stayed put and got promoted late in their careers got a 
subsidy from their more itchy-footed colleagues. Legislation 
eventually righted some of those wrongs, but defined-benefit 
schemes are not well suited to the pattern of many people’s 
lives. However, workers seem to like them, and for good rea- 
son: because they promise a certain level of pension, compa- 
nies rather than employees carry the main risk. 

Until recently, defined-benefit plans were popular with 
employers too. During the good years of booming equity mar- 


kets and low inflation, such schemes did so well that some 
companies, such as Shell and Philips, made a profit with their 
workers’ pension arrangements. Because their funds’ assets 
far exceeded their liabilities, the companies took money out of 
their pension plans. Now most companies wish they had 
never taken on the pension business in the first place. More 
and more (including The Economist) have shut their defined- 
benefit plans to new entrants. They are replacing them with 
defined-contribution plans, savings schemes into which em- 
ployees and employers put regular contributions. 

These are surely a better option. For companies, defined- 
benefit schemes force an impossible choice. If they put in too 
much money, to guard against problems like those of today, 
the fund becomes a sort of capital sump, locking up cash that 
the business might have used for the benefit of shareholders 
and current employees. If they putin too little, they eventually 
have to choose between cutting rewards to shareholders and 
employees or breaking their pledges to their former staff. The 
guarantee implied in a typical defined-benefit scheme is not 
the sort of risk that a company should be expected to incur. 


The bucks stop here 
Judging the right provision for old age is surely the individual’s 
job, not that of his boss. If a company and its staff agree to de- 
fer some pay and put it into a savings account, then nobody 
should object. Ideally, workers should have a choice. They 
could join a savings plan sponsored by their company, which 
might choose selected investment vehicles and enjoy the 
economies of scale that come with pooling savings with other 
employees. Or they could just take higher pay and set off on 
their own. America’s 401(k) scheme, home to the savings of 
some 52m Americans, allows employees to make voluntary 
contributions that are generally half-matched by employers. 
Such savings accounts are the right way to save for old age. But, 
to create such choice, corporate tax breaks for employer con- 
tributions must go. Governments should give tax relief on in- 
come that is saved for old age—and, indeed, on all savings. But 
the relief should go to the individual and not (as with employ- 
ers’ contributions to the 401(k) scheme), to the employer. 
Some may object that people cannot be trusted to save the 
right amount to retire on, and so companies need to step in. 
But companies may abuse their role: in America, many com- 
panies stuffed their employees’ pension accounts with their 
own stock (a bad idea, if your employer is Enron); and others 
have cut or stopped their contributions when times turned 
sour. If people are indeed feckless, then the task of ensuring 
that they put aside part of their pay should fall not to compa- 
nies but to government. To a tax-financed safety net to protect 
the old from poverty, governments can always add a legal ob- 
ligation to save a certain proportion of annual income. 
Providing for old age will always be risky. The risk may fall 
on a government which may renege on its predecessors’ prom- 
ises, or on a company that may welch on its contributions, or 
on amoney-manager who may deliver rotten returns. Increas- 
ingly, individuals will have to decide how to invest their sav- 
ings. It won’t be easy, but then it never really was. m 


10 Leaders 


Information technology 


Less is Moore 


Moore’s law may be running out of steam 


HEN Gordon Moore, the 
74-year-old co-founder of 
Intel, a chipmaker, gave a 
speech recently at a conference 
in San Francisco, there were 
standing ovations and fans ask- 
ing for autographs. The rock-star 
treatment was well deserved. 
For, in the early days of computing, Mr Moore spotted a princi- 
ple: the number of transistors on a silicon chip would double 
roughly every 18 months. Moore’s law is not a law in the physi- 
cal sense, but it has proved broadly accurate: between 1971 
and 2001, transistor density has doubled every 1.96 years. In 
consequence, chips (and thus computers, networks, and stor- 
age devices) have become incredibly cheap and powerful. 
However, as Mr Moore himself observes, “no exponential 
is forever.” Moore’s law may be good for at least another de- 
cade (see page 67 for the latest improvement in computer- 
memory technology), but eventually chips will get faster more 
slowly. For one thing, the improvement of chips now faces se- 
rious technical challenges. The more densely transistors are 
packed, the hotter they get. Intel’s chips will soon reach the en- 
ergy density (meaning watts per square centimetre) of a nu- 
clear reactor. Most people do not want a small nuclear reactor 
on their laps: it will not cause computers to melt down, but 
laptops have already inflicted nasty burns. Engineers will 
doubtless solve such problems. But it is not just the power of 
chips that has grown exponentially. So has the cost of de- 
veloping and manufacturing them. This mattered little while 
improvements in chips brought equally useful gains. Now, 
though, chips are becoming good enough for most applica- 
tions. So chip makers can no longer rely on the cheerful old 








-The Economist May 10th 2003 


principle of “Build it and they will come.” 

That is unlikely to be a catastrophe for the industry. Instead, 
a bit less fixation on raw technology may bring benefits. It will 
give the industry space to concentrate on what increasingly 
matters to customers: not the speed of improvements in chips, 
but things such as the reliability and user-friendliness of com- 
puter systems. 


Now, think of the customer 

More often than not, computer systems are still unreliable, in- 
secure and hard to integrate. Enterprise software has a particu- 
larly bad track record: many studies show that more than half 
of IT projects are considered failures—because they fail to de- 
liver the promised business benefits. Not many customers 
laughed when Larry Ellison, chief executive of Oracle, the 
world’s second-largest software firm, said: “We became the 
largest industry in the world by selling things that people 
didn’t want to buy.” 

Instead of stuffing more technology down its customers’ 
throats, the rr industry must help them to use its wares to be- 
come more productive. That might be termed Google’s law, 
after the popular web-search engine that owes much of its suc- 
cess to concentrating on its users. To some extent this change is 
under way (see our survey after page 46). 1BM already looks 
more like a huge business consultancy than a technology 
giant. There is much scope: unlike earlier boom technologies, 
such as the railways, 1T has the capacity to alter almost every 
corporate activity. That will require rethinking basic business 
principles. But there is still a long way to go. Unless the indus- 
try focuses less on Moore’s law and more on Google’s law, it 
will become a commodity business. For this, nobody will get 
standing ovations: not even Mr Moore. E 





Silvio Berlusconi 


Unfit to lead Europe 


The Italian prime minister is not the man to speak for the European Union 


N JULY ist, Italy becomes 
i president of the European 

~ Union. It is a six-monthly hand- 
ing over of the baton that elicits 
no excitement at all in normal 
circumstances, but these days 
the circumstances are not quite 
# normal. Politically, Europe is 
split. Economically, it is sputtering. The war in Irag has lacer- 
ated relations with its main ally, the United States. Ten new- 
comers are about to join the club and, if the expanded Union is 
not to find itself paralysed, agreement must be reached on a 
new constitution. It is plainly time for clear-sightedness, dip- 
lomatic finesse and the exercise of the sort of moral authority 
that comes with ungrudging respect. Can Italy offer such lead- 





ership? Or, rather, can its prime minister, Silvio Berlusconi? 

Our answer is no. Two years ago, when Mr Berlusconi was 
campaigning for the Italian prime ministership, we explained 
why we thought he was unfit for that job. We argued that, in 
addition to the many conflicts of interest between his own 
businesses and the affairs of state that would arise were he to 
be elected, he also had a compelling case to answer on astring 
of grave charges. Though Italy’s highest criminal court has not 
definitively convicted him on any of those charges, he has yet 
to lay to rest all the concerns about his probity. 

One reason for that is the manner in which the cases 
against Mr Berlusconi have been concluded. Most have owed 
less to clear-cut acquittals based on the evidence than to Italy’s 
statute of limitations, or to recent changes in legislation appar- 
ently designed to benefit the prime minister as a defendant. >? 
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> These changes, pushed through a parliament dominated by a 
pro-Berlusconi majority, have included a law on judicial co- 
operation with foreign jurisdictions (with implications for at 
least one case against Mr Berlusconi), a measure to reduce the 
seriousness of some types of false accounting by making 
them civil rather than criminal offences (another three cases), 
and a law to let defendants seek to have their trials moved to 
another jurisdiction if they have a “legitimate suspicion” that 
the court handling their case may be biased (which could be 
used to spin out a trial and thus to help defendants benefit 
from a statute of limitations). This last law was unsuccessfully 
invoked by Mr Berlusconi in the one criminal case that is still 
outstanding, which explains why he was in court this week 
denying accusations of bribing judges back in 1985. 


The allure of immunity 

That trial will continue for several months, well into the Italian 
presidency of the Eu and raising the possibility, on the basis of 
this week’s form, that it will become a battleground between 
the current prime minister and one of his predecessors, Rom- 
ano Prodi, who is now president of the European Commis- 
sion. But Mr Berlusconi’s allies seem to be more worried about 
the possibility of a guilty verdict. Last week one of his closest 
friends and political allies, Cesare Previti, was sentenced to 11 
years in jail for corruption. Now there is talk of parliament's 
passing a law to grant immunity from criminal prosecution to 
those with “high state roles”. Such a law might ease the dis- 
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comfiture of Mr Berlusconi’s supporters at home. It would do 
nothing for his wider reputation abroad. 

Instead, parliament might usefully be turning its attention 
to Mr Berlusconi’s conflicts of interest. These have been a real 
or potential embarrassment since before his first prime minis- 
tership nine years ago, and it seemed incredible that simple 
decency had not ensured a resolution by the 2001 election. But 
Mr Berlusconi seems to find it hard to distinguish between 
propriety and proprietor. Nearly two years after taking office 
for the second time, a promised law to tackle his conflicts of in- 
terest has yet to be enacted. In the meantime, though Mr Ber- 
lusconi exercises huge influence over the state broadcaster, 
RAI, his family has yet to divest itself of Italy’s three largest 
private television channels. 

Mr Berlusconi says he is the victim of a communist plot 
(The Economist, which he is suing for libel, is apparently a part 
of it), and the judiciary is biased against him. Some Italian 
magistrates are no doubt left-wingers; it would be odd if that 
were not so, in a country in which political partisanship has 
long permeated almost every public institution. But Italy also 
has right-wing magistrates, and in any event it is possible to 
hold political views and yet dispense impartial justice. If Mr 
Berlusconi is indeed the victim of a plot, he needs to show the 
world his evidence. The proper way to do that, for a man in his 
position, is to step down from his public post and defend him- 
self in court. If and when he has fully cleared his name, Euro- 
peans may feel easier about having him speak for Europe. m 





India and Pakistan 


Getting warmer 


But without progress on Kashmir, the good news won't last 


HEN it comes to the vexed 

trinity of India, Pakistan 
and Kashmir, things are often 
the opposite of how they seem. 
In December 2001, for instance, 
it looked to much of the world 
as though the two nuclear pow- 
ers were at the brink of war. In 
response to an attack on its parliament building in Delhi, India 
massed hundreds of thousands of troops along its border 
with Pakistan. In fact, senior Indian politicians now admit in 
private, war was never seriously contemplated. The threat of 
Armageddon, though, had its uses. It concentrated minds, 
America’s included. Pakistan’s president, Pervez Musharraf, 
was pressed hard to crack down-—though he did it only par- 
tially—on the Islamic groups that carry out violent attacks in 
Indian-controlled Kashmir and that his government shelters. 
Now, however, there is a danger of what stockbrokers would 
call overshoot in the opposite, more optimistic, direction. 

To general relief, India and Pakistan have agreed to re-estab- 
lish full diplomatic relations (see page 25). There is less to this 
than meets the eye: until February, relations were being con- 
ducted efficiently enough, at deputy-ambassador level, before 
a rather juvenile row led to a round of expulsions. Potentially 
much more important is the stated desire of both sides to re- 
sume talks over the issues in dispute between them, including 
Kashmir. There has been no summit meeting between the two 





countries since General Musharraf and India’s prime minis- 
ter, Atal Behari Vajpayee, met, disastrously, at Agra in July 
2001. Also welcome is an apparent agreement to re-open air 
links between South Asia’s two largest countries, severed 
since the Delhi attack. 

The presence in the region this week of Richard Armitage, 
America’s deputy secretary of state, further encourages the 
view that some sort of co-ordinated rapprochement is under 
way. But the danger is that this, like every other India-Pakistan 
initiative, will founder on the rock that is Kashmir. On this is- 
sue, there is no real change to be discerned on either side. 


Unbalanced 

The asymmetry that bedevils the entire process is that India al- 
ready has pretty much whatit wants. It controls all but a miser- 
able sliver of Kashmir, and it faces no security threat there that 
it cannot contain—at a price, but one paid mainly in Kashmiri 
blood. After holding a relatively successful election in Kashmir 
last year, India believes that its campaign to win hearts and 
minds, in Kashmir and abroad, is slowly succeeding. 

For Pakistan, the position is much more difficult. Kashmir, 
with its Muslim majority, is integral to the country’s view of it- 
self: one version of the derivation of the very name Pakistan is 
that the x init stands for Kashmir. For many years, the essence 
of Pakistan’s foreign policy was to bleed India in Kashmir, 
while securing a friendly neighbour on its other flank, in Af- 
ghanistan. Encouraging a network of Islamic jihadists was the »» 
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> method employed to attain both goals. Forced to choose sides 
in the global war on terrorism after the September 11th attacks, 
Pakistan abandoned this strategy in Afghanistan. But there is 
no convincing sign yet that General Musharraf is brave 
enough to carry through what would be seen by many in Pak- 
istan as a second betrayal, this time in Kashmir. 

India’s leaders feel badly let down by General Musharraf, 
who has repeatedly promised to end cross-border terrorism 
and close down extremist religious groups. Mr Vajpayee is re- 
luctant to commit himself to another summit meeting until 
more of this ground-work has been laid. And he has again re- 
fused to involve third parties—a rebuff to Pakistan, which in- 
sists that Kashmiris be involved too. There can be no conces- 
sions, he says, until Pakistan keeps its promise on terrorism. 


The Economist May 10th | 


Here is where America can help. While the war in Afg 
stan was still going on, America could not afford to push 
eral Musharraf too hard. But that war has now endec 
many months, critics have been sniping at the Bush adn 
tration’s unsavoury choice of ally. There is growing evid 
too, that Pakistan helped North Korea develop secret urar 
enrichment technology for its nuclear programme, and 
also have helped Iran. Mr Armitage had the opportunity 
week to apply considerably more of a squeeze on Pak 
than General Musharraf has experienced of late. Septe1 
11th turned him overnight from pariah to America’s ally 
Pakistan’s own actions could yet reverse that transition. | 
fight against terrorism is to mean anything, Pakistan mu 
forced to renounce it too. m 





Prisoners in Guantanamo 


A place in the sun, beyond the law 


America’s prison camp at Guantanamo Bay should be dismantled 





| JS THE United States govern- 
# J ment reconsidering its contro- 
versial detention of more than 
650 prisoners at an American 
naval base at Guantanamo Bay 
in Cuba? As so often with the 
Bush administration, the signals 
| ™ are mixed. This week, officials 
said that they are preparing to release more than a dozen pris- 
oners held there. The move comes after Colin Powell, Amer- 
ica’s secretary of state, reportedly sent a strongly worded letter 
to Donald Rumsfeld, the defence secretary, noting that he was 
receiving constant complaints from many of the 42 nations 
(including some of America’s closest allies) whose citizens are 
being held in Guantanamo. Despite this, officials at the Penta- 
gon insist that the forthcoming releases are not in response to 
international pressure. 

As if to drive the point home, they have also said that up to 
30 new prisoners are due to arrive soon at Guantanamo. 
America seems to have no plans to shut the prison, or to alter 
significantly how it deals with the people held there. The ad- 
ministration should think again. America’s handling of the 
prisoners at Guantanamo is wrong in principle, and a tactical 
error in its broader fight against terrorism. 

Any criticism of America’s policy should recognise that, in 
the wake of the September 11th attacks, it faced genuine dilem- 
mas. The attacks were so devastating that they seemed like 
acts of war rather than ordinary mass murder or run-of-the- 
mill terrorism. Also, al-Qaeda operates entirely outside the 
bounds of any rules or civilised constraints. Defeating such a 
ruthless terrorist conspiracy may well require special rules. 
And America’s initial emphasis on gathering information 
from suspects to fend off further attacks, rather than bringing 
them to trial, was understandable. 

Yet the camp at Guantanamo represents something more 
than urgency or security. Held on a perpetual lease from Cuba, 
which has no control over the base, it was chosen deliberately 
as a legal loophole. Those imprisoned there, the Bush admin- 
istration has argued, are beyond the reach of any court, and so 
effectively beyond the law. They have no rights. 


The Geneva Conventions, the administration says, di 
apply to the Guantanamo prisoners. The captives can be 
indefinitely, without access to a lawyer or even, if Ame! 
authorities so decide, to consular officials from their 
country. After 16 months, none of those detained at the c 
has been charged. But if any prisoners are ever brought to 
it will be before a military commission chosen by the Pı 
gon, which can hold its proceedings in secret and, if it cho: 
condemn prisoners to death with no right of appeal to ar 
vilian judge aside from the president himself, who w 
have made the decision to put them on trial in the first pla 

This claim that America is free do whatever it wishes 
the Guantanamo prisoners is unworthy of a nation whicl 
cherished the rule of law from its very birth, and represe 
more extreme approach than it has taken even during per 
of all-out war. It has alienated many other government: 
time when the effort to defeat terrorism requires more inte 
tional co-operation in law enforcement than ever be 
America’s casual brushing aside of the Geneva Convent: 
which require at least a review of each prisoner’s status Ł 
independent tribunal, made America’s invocation of t 
same conventions on behalf of its own soldiers during tk 
cent Iraq conflict sound hypocritical. 


Retreating from legal limbo 
America has had plenty of time to gather information | 
Guantanamo’s inmates. It should now release those who) 
no danger and promptly bring criminal charges against tl 
who do. In putting them on trial, it has a number of optio1 
The best choice remains the civilian courts, despite thi 
vious risks. America is already trying one al-Qaeda men 
in federal court, and another has been convicted in a Ger 
civilian court. Butif American authorities feel that, for rea: 
of security, special tribunals are required, then these shi 
be run by truly independent judges, according to fair rı 
and defendants must be able to appeal against conviction 
The Guantanamo prison itself should be dismantle 
symbolises a legal limbo into which no law-abiding sox 
should ever willingly stray. Even those accused of terro: 
have rights, however egregious their alleged crimes. m 
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Moorea * 
Mumbai 
ew Delh 
hnom Penh 
Genul 
Shanghai 
henyang 
bingapore 


FROM 
$ 133 
43 


168 
$ 150 
$ 115 
$108 
$ 160 
$ 143 
$ 76 
$113 


orinagar 
Sydney 


Wellington 
Yokohama 


Viddle East 
Abha 

Abu Dhabi 
Al Ahsa 

Al Ain 

Al Jubail 
Amman 
Bahrain 


$ 80 
$ 172 
$ 165 
$ 187 
$ 122 
$ 166 
FROM 
$ 116 
$ 105 
$ 99 
$ 72 
$ 98 
$ 83 
$ 109 


Beirut 
Cairo 

Doha 
Dubai 

Giza * 
Hurghada * 
Jeddah 
Madinah 
Makkah 
Muscat 
Mizaar* 
Riyadh 
Sharm El Sheikh 
Taif 

Tel Aviv 


Also available at over 100 other locations around the world. 


Available at participating locations April 14 through Septen 
Promotional rate calculated by taking 50% off the sum of the hotel's preva 
reakfasts. Whole World Half Off rate may be available only 
y be required. Limited number of rooms avaiable in thi 
shange rates as of March 20, 2003. Blackout da 
Ww. priorityclub.com for free Prior 


~ ay 


ty Club Rewards | 


gn he 3 2 


promot 


Hate 


via n eari y iira 


$ 132 
$ 100 
$ 105 
$ 97 
$ 55 
$ 54 
$ 105 
$ 67 
$ 38 
$ 88 
$115 
$ 92 
S 75 
$ 103 
$ 180 


lus tax wh 


ouble occupar 


miiran 


Other Select Cities: FROM 


Miami 
New York 
San Francise 


Paris 
Rome 


Earn Priority Club” Rewarc 


$ 169 
$ 199 
$ 179 
$ 249 
$ 166 
$ 290 
$ 293 


points or airline miles. 


fs cà 


a minimum leng 
sy. Rates quoted in U.S. dollars. Current 
er to receive Priority Club points. Vis 
r with any other p 


ber 21, 2003. Reservation must be made at least seven days in advance of checkir 
ling non-discounted rack reg ; 

n certain room types and may vary based on room types availabl 
iS per room per night, c 
Must be Priority Club® Rewards memb 
s prohibited by law. Not available to groups o 


cost of two fu 
h of sta 


romotional offer 





Its not how many ideas you have. 
Its how many you make happen. 


©2003 Accenture. All rights reserved. 


DSM is a global leader in life science 

products and specialty chemicals. In 

2000, its CEO announced a major 

eBusiness programme that set targets 

for taking its core business processes 

online. | am DSM's idea, delivered. 

| Accenture helped translate corporate 

vision into action and delivered a common eBusiness 
architecture for all 12 DSM Business Groups. A complex yet 
cost-effective undertaking that makes DSM a leader in the 
industry, the project is already cutting paperwork by up to 
80%, reducing the need for working capital by 50% and 
giving DSM the ability to quickly integrate acquisitions by 
leveraging its eBusiness platform. 


To maintain its commanding position 
as the leading mortgage lender in the 
UK, Halifax sought to boost customer 
satisfaction and lower costs by shifting 
away from process-driven lending 
toward a more customer-focused 
model. | am Halifax's idea, delivered. 
An Accenture team renner with Halifax to develop a 
radically new Mortgage Sales Process, built on Microsoft 
technology, that now allows many lending decisions to be 
made automatically at the point of sale, for dramatic savings 
in time and processing costs, as well as improved customer 
convenience. In just 15 months, this new customer-centric 
process was adopted by 9,000 staff members in 1,200 locations. 


Iberia, the leading Spanish airline, needed 
eae N to transform its procurement process to 
r AM IERA sn help keep its costs at the competitive 
a levels that have placed it among the 
world's most profitable airlines in recent 
years. | am Iberia’s idea, delivered. 
Iberia called upon Accenture's industry 
experience in designing a new global purchasing model, 
implementing web-based purchasing management tools, applying 
new management methods, and initiating joint purchasing 
agreements with allies and partners. The transformation programme 
has fundamentally changed the way Iberia approaches purchasing, 
and has delivered a cost saving of 5%, helping it weather the 
industry's recent downturn. 





It's not how many ideas you have. It's how many you make 
happen. So whether it’s your idea or Accenture’s, we'll help 
you turn innovation into results. And we hold ourselves 
accountable for that. See more at accenture.com 


Consulting * Technology * Outsourcing ¢ Alliances 


> 
accenture 


Innovation delivered. 














The spam busters 


SIR - Spam is designed to get 
one to visit a website and buy 
something (“Stopping spam”, 
April 26th). It is the operators 
of these websites who need to 
be held accountable for their 
advertising practices, not the 
people who send the junk 
mail. If website operators are 
fined or regulated out of busi- 
ness as a result of their ad- 
vertising methods, spammers 
will no longer be able to sell 
their services quite so readily. 
PETE BOTHNER-BY 

New York 


SIR ~ Spam is an economic 
and a public-health threat in 
developing countries with 
poor connectivity and where 
internet service providers give 
only a dial-up service. It takes 
far longer for users to down- | 
load each message and be- 
cause both isp and telephone 
usage is metered there is a di- 
rect financial cost for down- 
loading spam. 

In the developing world, e- 
mail has become an impor- 
tant tool for delivering medi- 
cal information to health 
professionals and supporting 
e-commerce initiatives. Spam 
could drive up the cost of e- 
mail to the point where many 
will no longer be able to af- 
ford it. 

LIBBY LEVISON 
Harvard, Massachusetts 


SIR - Spam is pollution of e- 
mail, just as oil spills pollute 
the sea. If the polluter pays, 
then pollution will reduce. 
Collect a one-cent tax on each 
e-mail and put spammers out 
of business without inhibiting 
_ legitimate direct marketing. It 
would be the most popular 
new tax in living memory. 
MARK ELLIOTT 

Twickenham, Middlesex 


SIR ~ Pressing the delete key 
umpteen times an hour to get 


rid of unwanted e-mail obvi- A 
ities since 1972 has been in- 
a È -credibly stable, with a 
__ membership practically un- 
-= changed—and at the core cer- 
k word i as 31 


ously exposes me to repett: Bs 
tive-strain injury. I feela 

class-action lawsuit coming 
on. Please forward me Eliot — 


Spitzer's e-mail address and I i 


will get the ball rolling. 
STANLEY PIGNAL 
London 


SIR - Is spam not one of the 
best examples of the free mar- 
ket—your favourite ideal—at 
work? 

MICHAEL PRICE 

Vancouver 


Royal misconnections 


sıR ~ While Niall Creed is cor- 
rect to point out Ariel’s right- 
ful status as a Disney princess, 
he mistakenly marries her off 
to Prince Stefan (Letters, May 
3rd). He surely means Prince 
Eric. 

ARIEL HAYNES 

Bellevue, Washington 


Malaysia replies 


SIR - Your survey of Malaysia 
(April 5th) is full of errors. For 
example, Christopher Lock- 
wood hopes that the quota 
system for entry into Malay- 
sian public universities will be 
abolished; yet it was dis- 
carded in 2001. He says that 
even foreign banks in Malay- 
sia are obliged to provide Is- 
lamic banking services. This 
will come as a big surprise to 
Malaysia’s Central Bank and 
the many foreign (and, for that 
matter, domestic) banks in 
Malaysia. 

He says that under Malay- 
sia’s version of America’s Pa- 
triot Act, “ministers have 
almost unfettered discretion to 
hold suspects for an initial 60 
days.” This will be news to 
Malaysia’s ministers, not a sin- 
gle one of whom has fettered 
or unfettered discretion “to 
hold suspects”. This power 
lies with the police. 

Mr Lockwood says that 
Malaysia’s very competitive 


democratic system is not be- 


tween political parties but 
“among shifting coalitions, 
whose membership is never 
fixed for long”. It so happens 
that the Barisan Nasional, the 


_ ruling coalition that has been 


at the centre of Malaysian pol- 


“Even more serious are the 


snide remarks, With all due re- 


~The Economist May 10th 2003 | 


spect, who are the “many” 
Malaysians who see Mahathir 
Mohammed, the Malaysian 


-prime minister, more “as a 


jailer than a guardian of his 
people”? In what way has Dr 
Mahathir been a dictator? Mr 
Lockwood reserves the unkin- 
dest personal cut for his final 
sentence: “The greatest service 
Dr Mahathir could render Ma- 
laysia after all these years 
would be to retire, full stop.” 
Yet Dr Mahathir has clearly 
and repeatedly made known 
that he intends to step down 
completely from every gov- 
ernment post in October. 
What is the point of telling a 
man to step down when he 
himself decided, without the 
slightest pressure or provoca- 
tion, at the very pinnacle of 
his popularity, that that was 
exactly what he would do? 
Malaysia is said by you to 
be a “qualified success”. Pray, 
do tell us what country in the 
world over the last 1,000 
years is an unqualified, com- 
plete and utter success? And 
pray do tell us how many de- 
veloping countries have done 
better than Malaysia under a 
man whom Mr Lockwood 
himself acknowledges is the 
longest serving “democrati- 
cally elected leader in power 
anywhere in the world”? 
MUSTAPA MOHAMED 
National Economic Action 
Council 
Putrajaya, Malaysia 


Editor's note: We apologise for our error 
over university quotas: a new merit-based 
system has been implemented this year. 
However, foreign banks do indeed say 
they feel obliged to offer Islamic banking. 
The composition of the Barisan Nasional 
does keep changing (we did not say the 
“core” did). Under the Internal Security 
Act the police act on the orders of the 
home minister, with no substantive 
judicial review. Readers can judge our 
article for themselves at 
www, economist.com/surveys 


sir-I am listed among those 


interviewed for the survey on 
Malaysia and therefore by 
implication a contributor. I do 
not appreciate this type of 
blanket attribution, which _ 
brackets me with a number of 


persons whose views I do not — 


share. 

Where your survey relies 
on objective analysisitis 
unexceptionable and I thank 
you for your tribute to the 






“remarkable achievements” of 
our prime minister, even if to 
my mind it is inadequate. This 
man raised up our society and 
as Malaysians we honour 
him. It is the subtext of snide 
commentary to which I object. 
This is much more subjective 
and appears to single out Dr 
Mahathir personally for 
unwarranted criticism. 

FRANCIS YEOH 

YTL Corporation 

Kuala Lumpur 


SIR ~ The Bangkok Post of 
April 28th reports Malaysia’s 
foreign minister, Syed Hamid 
Albar, calling for a “ban on 
publications that belittle the 


country”. This was apparently 
in response to The Economist's 


view of Dr Mahathir’s 
“dictatorial leanings”. 
Worryingly, they appear to be 
spreading. 

JOLYON PAWLYN 

Bangkok, Thailand 


The lost children 


SIR - Your article on the 
appalling practice of female 
feticide in India highlights an 
abortion rate of up to one in 
six girls in one district 
(“Missing sisters”, April 19th). 
In 2001, the abortion rate in 
England and Wales was nearly 
one in four of all pregnancies. 
Are you less critical of this rate 
of abortion because it appears 
not to discriminate between 
female fetuses and their 
brothers? 

PETER TULLY 

Montreal , Canada 


Give a dog a bad name... 


SIR ~ Regardless of whether 
poodles are French, or 
German as Nicholas » 
Richardson (Letters, April 
26th) claims, I still think they 
should be called “Freedom. 
Poodles”. 

ANDREW BERG 

Newburgh, New York @ 














Senior Micro-Economist/ MBA 


$120,000 — $180,000 Tax Free + Housing + Car 


The Government of Qatar leads the rapid pace 
of change and economic development within 
the country and is ruling a thriving and successful 
nation. As part of the ongoing programme of 
development, an opportunity has become 
available for a Micro-Economist/MBA within the 
Ministry of Economy & Commerce, The Ministry is 
in the process of reforming the rules, regulations, 
infrastructure and relevant business issues facing 
the private sector in Qatar, with the objective 
of creating a business friendly environment. 
The candidate will be expected to play a leading 
role in the management of this transformation, 
as well as providing advice on a wide range of 
Micro-Economic issues pertaining to the private 
sector, such as policies for restructuring private 
sector industries, etc. The focus will be very much 
on practical issues and solutions, and hence a 
business-oriented approach is essential. 





Central London 


Rio Tinto, a world leader in the mining industry, is looking 
for an economist to join the Economics Department at its 


international headquarters in London. 


The role requires undertaking high quality analysis to support 


The successful candidate will require the 

following attributes: 

+A minimum of 7 years non-academic experience 
in a Micro-Economist/Business Strategy role. 

«First class academic qualifications. An MBA 
with an Economics background is required, 
though exceptionally sulted candidates with 
either an MBA or a Masters degree in Micro- 
Economics will be considered. 


-A proactive nature as well as a flexible and 
creative approach. 

- Excellent communication and team working 
skiils are essential, 


An affinity to the local culture would be an 
advantage. English is the comrnon means of 
office communication and is the only language 
pre-requisite, although knowledae of Arabic 
would be beneficial. 


Doha 


Qatar has a thriving economy and infrastructure, 
whilst the schooling system is excellent and 
can offer both US and European curricula. The 
salary and benefits package on offer will make 
for a very high standard of ex-patriate living in 
the flourishing and welcoming capital city. This 
is an outstanding opportunity for a genuinely 
commercial individual to have a real and 
significant impact on the economy. 

To find out more about this exciting role please 
send a full CV and covering note to Wheat, 

33 Throgmorton Street, London EC2N 26R. 
e-mail: 0017@wheatsearch.com 


WHEAT 


KEY PEOPLE PROVISION 





TINTO 


good quantitative skills and a proven ability to produce 
high quality written work are essential for this role. 


An attractive salary and benefits package will be offered, 


decision-making on investment and financial planning. 


Specifically, it involves the detailed evaluation of selected 
commodity markets and the provision of data and analysis on 
key economic variables, such as exchange rates and inflation. 


You will have a good first degree, and probably a post-graduate 
degree in economics or a related discipline, plus around five 
years’ relevant work experience. Familiarity with computers, 


refiecting qualifications and experience. 


in the first instance, please contact Alex Pughe at 
TMP/Hudson Global Resources on 020 7187 6129. 
Alternatively, please send your curriculum vitae to him at 
TMP/Hudson Global Resources, Chancery House, 

53-64 Chancery Lane, London WC2A 10S or via email to 
alex.pughe@hhgroup.com quoting reference number 261306 


www. hudsonresourcing.com 
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** Executive Focus 


Z OPEN SOCIETY INSTITUTE 


Director 
Open Society Institute - Brussels 


The Soros foundations network (www.soros.org) aims to transform closed societies into 
open ones and to protect and expand the values of existing open societies. OSI-Brussels 
and OS{-London facilitate collaboration between the Soros foundations network and 
West European partners, The Director of the Brussels office will be the primary Haison 
between the network and the EU institutions, Brussels-based non-governmental partners 
and the Council of Europe, and will also facilitate the coordination of the office's activities. 
The Director of the Brussels office will report to the Director EU Affairs of the Open 
Society Institute, 


Director 
European Union Monitoring and Advocacy Program, Budapest 
OSI-Budapest seeks a director for its European Union Monitoring and Advocacy 


Program (EUIMAP). 

EUMAP (www.eumap.org) works closely with a network of NGOs to produce, publish, 
and conduct. extensive advocacy campaigns around analytical reports focusing on the 
political criteria for EU accession. The director will oversee all editorial. administrative 
and advocacy aspects of the program. Plans are now underway for EUMAP to publish 
- reports on independence of the media, minority education policy and employment and 
education for people with mental disabilities. 


Program managers 
Network Media Program 


The Network Media Program (www.osi.hu/nmp) promotes the development of independent 
and responsible media and the advancement of freedom of expression globally and is 
secking Program Managers.. Relevant experience in media development, freedom of 
expression, expertise in media policy and advocacy work, knowledge of media law and 
regulatory issues in this area is required. 








Applications to: applicat : sulhu clearly stating position title in the subject 
line. Full details on all positions, requirements, and the application deadlines are available 
ak www.os.hu and www.adminconsult-hu. All applicants will be informed of their 
application status within four weeks of the application deadline passing. 





BPA ADU AA LL AEAN AA ai aAA 


HEALTHCARE SPECIALIST 


-The International Finance Corporation’ s Health and Education 














Department provi ides project financing for private health and education 

companies through a variety of financial instruments including loans and direct 

equity investments. In addition to project financing, the Health and Education 

Department provides technical assistance to support its individual clients 

throughout the project process. Position is located in Washington, DC, with 

considerable travel to developing countries. 

Responsibilities: 

$ Work as part of an investment project team to assess technicai/industry 
fundamentals of existing and new projects, understand and explain their 
justification in a given healthcare context and highlight main risks and issues. 


* Provide general overview of the healthcare system in project countries and 
conduct demand/supply/competition analysis for a given product/service to 
evaluate market viability. 


e Perform technical supervision of portfolio projects and provide required 
technical support to portfolio officers. 


* Facilitate the development of project pipeline by leading/participating in 
promotion strategy design and implementation. 


Qualifications: 

+ At least 5 years of practical experience in the areas of healthcare organization 
and management with significant international exposure, preferably in 
developing countries. 


e An advanced degree in health services management and applied knowledge of 
healthcare finance, economics and policy, or an appropriate combination of 
training and experience. 


e Working knowledge of the private healthcare delivery industry. 


IFC offers an intemationaliy competitive salary and benefits package. Potential 
candidates are invited to send resumes in English to healthcare@ifc.org by 
May 23, 2003. No phone calls, paper mail or 
faxes please. All applications will be treated 
in the strictest confidence. Only applicants 
selected for interviews will be contacted. To 
learn more about IFC, please visit our website 
at www. ifc.org 





INTERNATIONAL FINANCE CORPORATION 


A Member of the World Bank Group 





Director, Cofinancing Operations 


Reporting Arrangements 


The position reports to the Principal Director, Office of 
Cofinancing Operations (OCO). 


Selection Criteria 


the required level: 


@ Suitability to undertake the responsibilities mentioned at 


and the Philippines, whose incomes are taxed by their 
respective governments. While the position advertised 
is for ADB Headquarters in Manila, Philippines, ADB staff 
must be prepared to serve in any location outside the 





Description of Responsibilities 


Assisting the Principal Director, OCO in planning, 
arranging, and monitoring official and commercial 
cofinancing (including export credit agency financing) 
for ADB-assisted projects and programs; 

Managing solicitations and evaluations of 
competitive proposals from prospective cofinanciers 
and coinsurers for cofinancing proposals using 
various ADB credit enhancement products; 
Negotiating with borrowers, lenders and insurers to 
consummate cofinancing transactions; 

Promoting cofinancing, both internally and externally, 
as a tool to maximize the impact of ADB's development 
assistance: 

Developing and promoting credit enhancement tools 
and building strong awareness, throughout ADB and 
in the financial markets at large, of ADB's credit 
enhancement activities in supporting public and/or 
private sector operations; and 

Supporting the Principal Director, OCO in the overall 
administration and management oft 





| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


@ Post-graduate degree in economics, finance, business 
administration, or equivalent: 

@ At least ten (19) years of professional experience in two 
or more countries, on trade or project finance, syndicated 
loan transactions, political risk insurance and/or capital 
market activities: 

@ Strang working knowledge of export credit and politica! 
risk insurance products offered by public and private 
sector agencies; 

@ Familiarity with practices and procedures of official loan 
cofinancing entities, both bilateral and multilateral; 

@ Proven interpersonal, cross-cultural and negotiation 
skills, together with an ability to effectively liaise with 
staff, Management, senior government officials and 
commercial cofinanciers and coinsurers; and 

w Excellent command of written and spoken English. 


Established in 1966 and headquartered in Manila, Philippines, 
ADB's multicultural staff come from about 50 member 
countries. ADB offers an internationally competitive salary 
paid in US dollars, Salaries and benefits are generally free of 
tax except for citizens of some countries, primarily the USA 


Headquarters at the discretion of Management. 
Applicants must be nationals of one of ADB's member 
countries. International experience will be taken into 
consideration. 


Apply online at http:/Awww.adb.org/Employment/ 
appform.asp or send application, quoting 
Ref. No. EXT-PS03-076(3}-O0CO, by 24 May 2003 to: 


Human Resources Division, 


Asian Development Bank 


PO, Box 789,0980 Manila Philippines 

Tel: 632-4444 © Fax: 636-2550 

E-mail: jobs(@adb.org 

Women are actively encouraged to apply. 

Due to the large number of applications normally 
received, only shortlisted candidates will be notified. 


Applications submitted without quoting the job 
reference number will not he entertained, 
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Executive Focus 








Sponsorship Manager 
Location - Negotiable | 


The International Cricket Council’s Commercial department is 
breaking new ground. Building on the ICC Cricket World Cup 2003 
in South Africa, the- Ic > is committed to optimise its revenues, 
developing and nur ring new sponsors. 

: nages and effectively exploits the ICC’s 
ne strategies, product development and 
sponsorship Manager, reporting to the 
if primary responsibility will be for the sales 
loped network of contacts to exploit the 
Opportunities in the major cricketing markets 
ili demonstrate: 

r a cutting-edge sales and servicing 



















‘din the sale of commercial properties 
d contract management skills 

osing sales and delivering contract benefits 
munication skills, second-to-none 

ou may be working in a sports agency, generating 
ponsorship revenues. importantly you will be an achiever 
rategic thinker, fully prepared for extensive global travel. 

lf you can rise to this challenge, email your cv, with covering 
letter detailing your current salary and benefits, to: 
candidates@SportExec.com Closing date is 23 May 2003. 

















ICC Development 



















_ (International) Ltd. 





The Ford Foundation 
Representative, Mexico City | 






The Representative directs the Foundation’s activities in Mexico, Centre 
America, and the Caribbean, providing overall leadership to th 
Foundation’s grant-making programs. managing the office in: Mexic 
City, and representing the Foundation to organizations and to membe 

the public. Assesses political, social, cultural, and economi 













developments in the region for their implications to the Founda 
programming and grant-making priorities. Supervises and works 
with program staff in developing, monitoring, and ev aluating gra 
projects in the office's major fields of programmatic concern. Pre 
and manages the office’s grant and management budgets, ‘oversees 
matters, and ap malian local Simia MAVE sat Maintains ies iN 







other donors. Collaborates with fe Foundation’ $ p 

Latin America on region-wide strategies, and with prc 

the world to shape various aspects of the Foundation’s work 
Manages a grants portfolio of his/her own. | 


| Qualifications: Demonstrated leadership, planning, manageme 
analytical skills: excellent written and oral communication in Sp 
and English; knowledge of the area's history and culture; in- 
understanding of development and social change processes; and pre 
relevant experience in Mexico or Central America and the Caribbean 
graduate degree, familiarity with the Foundation or philanthropy, an 
expertise in one or more areas of the Foundation’s 
interests are highly desirable. 


To apply send resume, substantive cover letter, and $-20 page original 












information on the Ford Foundation visit www.fordfound.org. 
The Ford Foundation is an EEO employer. 


The Central American Bank for Economic Integration (CABED, based in Tegucigalpa, Honduras, the leading sub-regional institution 
dedicated to Central American integration and to promoting economic growth and development in the region, is reviewing candidates for its 


highest ranking position: 


| 
| CABEI 
| 
| 


EXECUTIVE PRESIDENT 


Candidates should meet the following requirements: 
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profile will be contacted. 
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Citizen of one of CABEI's founding countries (Costa Rica, El Salvador, Guatemala, Honduras “ites 


Nationality: 
Academic Level: Master's Degree, or Bachelor’s or Engineering Degree. 
Experience: 
development institutions. 
Other Knowledge: 
the Bank operates. 
Language: Spanish, fluency in English. 


The closing deadline is JUNE 15, 2003. 


Responsibilities: It is the Bank's highest ranking position and its legal representative. Conducts the institution’ s administration, EEEE to 
the Board of Directors: Presides Board of Directors’ meetings without voting privilege. 





icaragua). 


A minimum of 10 years experience in top executive or management positions in N. taii and/ or anaona 


Must have experience conducting boards of directors. Strong leadership capabilities in guiding groups towards institutional objectives. Sharp 
decision-making, negotiation and communication skills. Deep understanding of the financial world, the economic, financial and political 
authorities of the region, of donor countries, and other international organizations with which CABEI maintains working relations. 


For a detailed job description and for further information on CABEI and its activities in Central America, visit our website at www.bcie.org. 
CABEI offers an internationally competitive compensation package. The position is based in Tegucigalpa, Honduras. 


Interested candidates may submit resumes to: BCIE/CABEL; Boulevard Suyapa; Tegucigalpa, Honduras; Attn: Comptroller's Office OR fax to: 
(504) 228-2106, Attn: Luis Navarro, OR e-mail to: Inavarre@bcie. org, 
Applications will be forwarded to a specialized firm of international standing for evaluation. Only candidates who best match the expected 





‘current program 


writing sample in English to Zée Reiter (resumes @ fordfound.org) or 320: 
East 43rd St, New York, NY 10017, USA, by June 15, 2003. For. more ff 








Understanding of the economic, social and political situation of the Central American region and the environment in which -f 
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Executive Focus 


INTERNATIONAL FUND FOR 

AGRICULTURAL DEVELOPMENT (IFAD) 
J Via del Serafico No. 107, 00142 Rome, Italy 

Fax: +39 06 5043463, E-Mail: : vacancy@ifad.org 


COUNTRY PORTFOLIO MANAGER (P-3) 


DUTIES AND RESPONSIBILITIES: Under the general supervision and policy guidance af the Director. 
Asia and the Pacifte Division, Programme Management Department, the Incumbent will manage the IFAD 
programme in the countries assigned by the Direct tor. In particular the incumbent will be responsible for: 


« Strategic analysis of coumry-fevel rural poverty reduction opportunities, policy dialogue, and development 
of stakeholder conydinauion and partnerships: 
Development and management of the country programme following the objectives of the IFAD Suategy 
Framework and the Regional Strategy: 
AH phases of the project and programine design and management of the project cycle from country strategy 
analvsig, inception, formulation, apprarsal to unplomentation in compliance with IFAD's mandate and 
goals and the programme of work agreed for the specific portfolio 
Arrangements for co-financing, and generally ensuring effective collaboratiog with relevant partners; 
Ensuring that the effective supervision mechanisms are in place, where applicable, by leading the process 
of direct supervision andor by maintaming 4 close working relationship with co-operating HISHTULIONS: 
Loan and gram negotiation with borrowing and donor governments in accordance with IFAD's lending 
policies and criteria: 
Preparation of project reports and other documentation support to programme and project nnplementation 
for achievement and measurement of inpact 
Administration of programme development and related budget Rems as assigned to the portfolio from time 
To ume: 
Overall management and follow-up of country portfolios including loans, research grams, grants to NGOs 
and stakeholder consultabon mechanisms: 
Contribution to knowledge management systems m key areas of rural poverty; 
Providing leadership in wam work and guiding missions for design and implementation of programme 
activities; 
Coaching and guiding staff under hisiher supervision: and 
Any other duties assigned by the Director. 
QUALIFICATIONS AND EXPERIENCE: 
Education and experience: The position requires a university degree in rural development, finance. 
economics or related studies, Professional experience of at least $ years prelerably with international 
organizations, rural development institutions and government services, including experience in the areas of 
design and supervision of rural development projects, with special reference to rural poverty reduction 
programmes. Specific experience in the area of indigenous people. gender mainstreaming and participatory 
methodology ig un advantage. 
Requirements: Computer Interacy. Cormutment to the problems of the rural poor and openness t0 earning 
combined with creativity and ability to work in a multculniral team environment. Outstanding 
communication skills. analytical ability and understanding of SOCIELO ISSUES, 
Languages: Full command of E nglisih essential, working knowledge of a major language of the region is an 
advantage. 


Please forward your application in duplicate to Office of Human Resources no later than 08 June 2003. For 


more details please visit our webe site ah WI ifad.org, Please note that any application received by [PAD 
after the closing date wil not be considered. 


Goldman 
Sachs 





DIRECTOR LEGAL & CONSTITUTIONAL 
AFFAIRS DIVISION 
LONDON 


The Commonwealth Secretariat 


The Commonwealth Secretariat is the international organisation serving the 
54-nation Commonwealth. The Secretariat provides technical assistance for 
sustainable development and poverty eradication in the Commonwealth 
countries, alongside its often high-profile work to promote democracy and 
good governance. 


The Legal and Constitutional Affairs Division facilitates legal cooperation in the 
areas of constitutional law, combating transnational crime, human rights, trade 
law and other emerging areas of the law. 


We are looking for a legal professional with extensive senior management 
experience preferably in government or an international context to lead the 
criminal law, justice, and law development sections. A law degree and admission 
as a à Barrister/ ROUEHOE: in a Commonyealt county, _inchuding serene in 


wywwthecommonw sitios We regres thal 
possible to acknowledge applications, only 
candidates will be contacted. Queries sho 
directed to Asha Gill on +44 (0)20 7747 6F 
Closing date 20 June 2063. 


Interviews will be held around July 2003, . 
on occasions invites to mterviews 

will be at short notice. 

This competition maybe used to fill _ 
other similar posts. 


to an equal opportunities policy | 


Cantina ter 
Pre =) CHIEF OPERATING OFFICER £40-45K 


Roncea 


Reporting to the CEO, managing a staff of 10, you will 
ensure the effective implementation of CEPR’s research 
programme and the continued flow of project funding, 
through the submission and administration of grants. As a 
member of the Executive Team, you will participate in 
setting the strategic direction of the Centre, and administer 
the human resources function, 


CEPR (cepr.org) 
is an independent, 
non-partisan 
research 
organization, 
whose mission is 
the creation of 
policy-relevant 
economic research Responsibilities include: identifying funding opportunities; 
and its preparing funding proposals, including drafting academic 
dissemination to content; defining systems for grants administration, project 


policy-makers and 
business people, 
The Centre has a 
network of 600 
affiliated 
economists, based 
predominantly in 
European 
universities, From 
its London office, it 
seeks funding and 
coordinates 
research activities 
for the network, 
and provides 
central 
administrative 
Services. 


deliverables management and contract tracking; overseeing 
programme execution (conferences, publications etc.) 
setting and administering personnel policies. 


You will have: 
¢ A post-graduate education in economics (PAD desirable} 
e Proven fundraising track record for economics research 
* Experience in grants administration and project 
management 
Working knowledge of government funding sources, 
including the European Commission 
Experience with managing budgets, and project-based 
accounting 
3 years’ minimum direct supervisory experience 
Ability to mentor and lead a diverse team 
Ability to quickly build relationships with academics 
and funders 
Excellent written English, and the ability to write under 
pressure 
Right to work in the UK 


Please consult detailed job description at www.cepr.org/Vacancy/COO.htm and 
submit cover letter and CV to: recruitment@cepr.org or Claire Uzupris, CEPR, 
90 — 98 Goswell Road, London EC1TV 7RR, Fax: +44 (0)20 7878 2999. 


Applications close June 6, 2003 


CEPR is an equal opportunities employer. 
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SECOND PERMANENT SECRETARY 


Managing Director, Budget and Public Finances Directorate and Head of the Government Economic Service 


{3 HM TREASURY 


London, to £120,000 plus benefits (more may be available for an exceptional candidate) 





















-HM Treasury is responsible for the UK's financial and economic policy As a member of the Treasury Management Board, you will ne oe 


_ -and plays a pivotal role in delivering sustainable growth in the UK credibility and experience to work with Ministers and senior col ig 
economy, | in Whitehall. You will also need to demonstrate the skills and pres 








The Budget and Public Finances Directorate (BPF) has lead to negotiate with, and influence, senior figures in the business, fin 


a ity for eia sound aie ic finances, , promoting fairness, 20d academic communities. As a Second Permanent Secretar 
if will need to demonstrate the capability to contribute strategically to 2 


management and policy issues across the whole of Government. 


Further information on HM Treasury, the role and person specification e 
can be downloaded from our Current Vacancies page at To afe 
www.hm-treasury.gov.uk/careers A hard copy can be requested by 

calling our HR voicemail service (24 hours) on 020 7270 4567. 

Closing date for receipt of app lications | is 12 noon Tuesday 20th 

May 2003, 


Oveni CC ‘if no suitable candidate is found to combine both roles, we will 
: ermanen Secretary to the Treasury The GES is A o employer consider appointing a candidate solely as Managing Director, Budget =. 
of professional economists in the UK with over 800 ei ie working in and Public Finances. The salary scale and Second Permanent Secretary | 
-30 Government Departments and Agencies. status would be reviewed. | 


This is a key role within the Treasury. You will need to an exceptional HM Treasury is an equal opportunities employer. We ai era and 
leader, able to motivate and lead highly talented teams. You will need to want our workforce to reflect the communities we serve. agate 
inspire confidence at every level, borne out of success: in operating l 

strategically at senior level and your impressive record in managing and 


delivering challenging and complex agendas, As Head of the GES, you ( l 3 C A P I TA RAS s 


will need to have strong credentials as a professional economist, ea www. capitarabvecuies = 


os 









Director, BPF wila iso. take o over as a the 








HONG KONG ECONOMIC AND TRADE OFFICE, LONDON 
Invest Hong Keng Desk 





investor Relations Officer (Ref: IRO(U)/ E-03) 


(From £45,000 - £51,000 depending on experience) 


Senior European Economist 


Based in London, UK, reporting to the Pirector-ts CREE ai oi the Hang Kong Feonomic and Trade Oliete in Ford Motor Company Cologne 


London, the chief re preséaty vler of they Hong Kong Special Administrative Region Government in the United 
Kingdom and nan. EL countries, with responsibility for (a) effectively pro moting Hong | Kong Ae aN attractive 
foreig ign direct investment peanon ak arrying owt matting activities and conducting regular visita to target | 
oe to potential and existing investors in setti and ¢ xpancing | The ideal candidate: Ford Motor Company is one of the world's 

a pepe ae VESEMER POG nce ion ba ; plans for the UK 

a en iy pew eniger 


* Master's or Ph.D. largest and one of the most successful 
international companies with global revenues 
of $150 billion and a core automotive focus that 
is exemplified by a portfolio of instantly | 
recognisable brands. The Company celebrates, 
its 100-year anniversary this year. k 


degree in Economics 
oe organisations an ae ots T} arias suggesthir f Eoi ae “ 
ways to improve Hong Korg comperiti ingand f Minimum 3 years 
its MAPA y the lnwestment Promot ee RR. ! } experience ma business 
Term: Two FERT contract terms 2 environment 
Gratuity: 10% of total basic salary ad sitislactory completion of the employment cantrac ; f œ Ability to develop S 
Requirements wo | | industry models for As part of a global team, the successful n 
(a) A Bachelors degree, or i a yin Business Administration or International marketing, a forecasting candidate will have prime r esponsibility: Fors: Gate 
higher degree would be an ach ee Poe l Se mene 
gher degree | * Highly developed dese pie rs sie lea E | eee 


* Fl in Enalish i successful candidate will work with diverse | 90°. 
{ct Abily to be a convincing saleaman for Hong Kong. (Experience of living andor doing business in Hong | UENCY iN ENQHSN IS organizations across the Company. from 4 
Kong would be an asset} ; required and German md ; 


(a) Excel j ers l ' kilis desirabl program teams putting together major new 
A At presentation and commanmnication skills in English, proficiency in another Puropean language is | 

a ne Me re ener F eS | | ç Fanguage skis desirable product and market proposals, to special 
Applications should be made ether by mail or e-mail together with full curriculum vitae E selected for | | Excellent compensation requests trom senior management. Thus, the 
interview original copies of academic cualifi cation certificates and transcripts, record of previous cmpiowment | package: ability to work in cross-functional teams. is-an 


ard written reference letters must aleo be provided. Applications should reach the ili owing adidres« before Ch aes important aspect of this position. Effective 
the closing dare for application. Oly short listed candi idates will he notified of the result af application. | | * Eligibility for stock 4 . A 4 
‘i presentation of analysis and forecasts to senior ] 








(P9 Minimum ten years of iepernatienal smotrkering. aei for business develooment. experience, preferably in 
forgien direct investment prapaathon, ég scomomic development at a managerial position. 
Bs 





Mailiow Address Hong Kong Ecommmic and Trade Office, 4 Gratton Street. Landon WIS 46:3, England, URK options/bonuses 
Mailing Address: Hong Kong Economic and Trade Office, 4 Gratton Sereet. London W15 4023, England. Ui , p i management is critical. 
Email Address: job@investhk gow bk | Car benefits 
Closing Date: 27 May 2003 | * Ralocation assistance Applicants should have the right to worki in the EU. 
* For more information on us please visit the following websites: This vacancy is open to Closing date - 23 May 2003 
www.hketolondon.gov.hk and both women and men To apply, please email your CV to: 
www. investHK.gov.hk regardless of ethnic origin Email:  corpecon@ford.com 
mae : t l i 13. $ 
Porssnal dant provided by pb antilinunss well be wed strinte i accordance wie ng in fine with Ford i equal Fax: à 3 13-390 6548 . . 
severmmens's personal date wollotes, details can he foul at p an Oe ai opportunities policy Piease indicate Ref 007 in Su bject Heading 
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Forget asylum-seekers: it’s the people 


inside who count 


The real issue for European societies is not how to keep new foreigners out but how 
to integrate the minorities they already have 


WO young men set off with suicide 

bombs to Tel Aviv. One carries out his 
deadly mission, the other fails. Embittered 
Palestinians? No. Both are Muslim Britons, 
one indeed born in Britain. 

Why did they do it? The easy answer is 
extremism—learned in Britain. Few British 
Muslims are extreme in their faith; hardly 
any, however they feel about Palestine, are 
in favour of terrorism. Yet those two men 
are notjust nasty mavericks. They symbol- 
ise a wide-ranging question with no easy 
answers: can Europe integrate its mainly 
new, and growing, minorities? 

Ask the habitually tolerant Dutch. The 
most potent phrase in Dutch politics today 
is normen en waarden, norms and values. 
Traditional Dutch ones, of course; yet few 
Dutch people two years ago had ever 
heard the phrase, or thought about the val- 
ues. Then came September 11th, and then a 
politician called Pim Fortuyn. Suddenly 
the Dutch elite noticed what ordinary citi- 
zens had long believed, but not dared to 
say: that many of their immigrant neigh- 
bours did not (or so the average Dutchman 
felt) share these Dutch values. 

It was a moment of truth, not only for 


the Netherlands but for the whole of 
northern Europe. At last, not just were the 
long-term effects of immigration openly 
on the agenda but it was permissible to be 
open about them; in particular, to admit 
that they would not go away again if only 
the plebs would put aside those racial and 
other prejudices which the better-edu- 
cated, suburban-dwelling liberal elite 
wouldn’t dream of sharing. Fortuyn was 
shot dead a year ago; his party was soon in 
chaos. But the veil that decency and good- 
will had cast over discussion of such ques- 
tions has been decisively torn away. 

The main noise since then has been 
about asylum-seekers and how to keep 
them out. But the real issue is the immi- 
grants, and their descendants, who are al- 
ready inside. Integrate these, and Euro- 
pean societies could cope well enough 
with the relatively few asylum-seekers. 

That demands changes of attitude in 
the host societies and among the newcom- 
ers. In many European countries it has not 
been achieved: witness the shaky attempt 
in France, which has 4.2m Muslims, to set 
up acouncil in which they can find a politi- 
cal voice. Yet most of rich Europe is scram- 
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bling towards this ideal. Rightly so: social 
disunity could be a huge long-term threat 
to Europe, and, as the past two years have 
shown, harmony does not grow on trees. 
Count in their locally born descen- 
dants, and there may be 12m-15m poor- 
country “immigrants” inside the Eu: Turks 
and Kurds, Arabs, Asians (mostly from In- 
dia, Pakistan and Sri Lanka), all manner of 
sub-Saharan Africans, Caribbeans, Latin 
Americans. Some of these communities 
are long-established, like the West Indians 
who were first brought into Britain to meet 
labour shortages in the 1950s, or the Turks 
who helped to prolong Germany’s Wirt- 
schaftswunder, the economic miracle that 
began 40-odd years ago. Some are newer, 
like the Bangladeshis who have poured 
into Britain within the past 20 years. But all 
share two things. First, they are communi- 
ties, mostly distinct in skin-colour, lan- 
guage and religion from the natives, and 
notjust random collections of individuals. 
And, second, these communities are not 
integrated into the society around them. 
Just how large they are, from where and 
settled where, no one knows; in part, be- 
cause definitions vary. Nordic statistics, for 
example, tend to lump together new arriv- 
als with the children, even grandchildren, 
of earlier ones. There are solid reasons for 
that: the children of, say, brown-skinned, 
Muslim, poor Pakistanis will certainly be 
dark, nearly always Muslim, mostly able to 
speak Urdu, and often, as adults, poor. Yet 
there are also solid reasons against: nearly 
all will be vastly more fluent than their 
parents in the language of their adopted 


> land, and familiar with its ways. And their 
children, in turn, still more so. 

And that is the trap into which most 
European countries, unwittingly, have 
fallen. Because natural assimilation has 
worked in the past, they have sat back to let 
it do its natural work again. 

That was not absurd. Most of Britain’s 
300,000 Jews are descended from east 
European immigrants of around 1880- 
1910. When these arrived, they too were 
concentrated in poor east London; they too 
spoke foreign tongues, had their own reli- 
gion and habits, and were often disliked 
by the natives, some better-off and long- 
established Jews included. And official- 
dom lifted barely a finger to turn them into 
Britons. That was left to the—often vigor- 
ous—efforts of sympathetic, or worried, 
Jews already in place. Yet by now Britain’s 
Jews (the Hasidim apart) are as assimi- 
lated, as British, as any descendants of the 
Angles or Normans. They did it; why not 
leave others alone today to do the same? 

Because things have changed. Today’s 
newcomers have come fast, and in far 
greater numbers. They are, literally, more 
visible to the eyes of native prejudice; and, 
the spirit of 2000 being far from that of 
1900, they—and still more their children— 
are likelier to resent prejudice than to hun- 
ker down, hope not to be noticed and put 
up with it when they are. Nor have many 
shown the vigour that saw Britain’s Jews 
spread where they chose and win the ac- 
ceptance that education, money and a po- 
sition in the world habitually buy; Britain’s 
Gujaratis, originally from western India, 
are a parallel case, but arare one. Maybe all 
should have assimilated, but the fact is 
they haven't. 

So it is that Oslo has its “little Karachi”; 
that to Berliners the Kreuzberg district 
means Turks; that a Parisian calls Mon- 
treuil, just to the east, “the second capital of 
Mali”; that you can count 20 pupils coming 
out of a Rotterdam primary school before 
you spot the first obviously Dutch one. 


Two halves make a whole 
Yet, until recently, few but specialists 
asked: what is to be done? Britain’s Race 
Relations Board, set up in 1966, has grap- 
pled with the question only to reach, in 
most cases, the usual answer: teach the na- 
tives to be less prejudiced. That is a worthy 
reply, but only half of one. The other half 
should have been to ask what solid rea- 
sons might lie behind the prejudice, and 
what could be done about them, not least 
by the minorities at issue. To ask such 
things was almost like blaming Jews for 
anti-Semitism. But the answer to both 
questions is, quite a lot—some of it just the 
reverse of what good-willed people have 
done till now. 

Go back to the Dutch. Their society was 
for centuries built on the “mosaic”, not 
“melting-pot”, notion of integration: we 





Shared fun in London’s Holloway 


are Catholics and Protestants (and more), 
we have each our own churches, schools, 
even sports clubs. But we live in mutual re- 
spect, we’re all Dutch. Then in late 2001 
they got a shock, symbolised by a maga- 
zine poll that asked Muslims their view of 
the September 11th attacks. A bad thing, 
said 61%. Fair enough? No: what kind of 
community is it where 39% do not auto- 
matically condemn the murder of 3,000 
innocents? Not much of one, said the na- 
tive Dutch—and “not like us”. 

So? One response was gut hostility to at 
least the Arab incomers: the word Marok- 
kanen, preceded by an obscenity, was 
soon in public use. Another was to de- 
mand still fiercer immigration controls 
than the already tough ones brought in 
earlier in 2001. But the thoughtful an- 
swer—it was Fortuyn’s, rapidly taken up by 
other parties, right or left-was to think 
how to make the country’s Muslims more 
like “us”. 

In Rotterdam, where the Fortuynists be- 
came the largest party on the city council, 
the resultant coalition made a priority of 
inburgering, the forming of citizens. Get 
more immigrant children into kindergar- 
ten, make sure they master the language, 
push them to stay longer at school and get 
better job skills. And act correspondingly 
for adults, newly arrived or long resident: 
encourage or shove them into citizenship 
courses, show them how ordinary Dutch 
society works and how it thinks. 

Such notions can spring from and lead 
into racism. But it is hardly an act of hostil- 
ity to make people improve their social or 
work skills; it happens to all schoolchil- 
dren. And to most of the native Dutch, this 
was simply a reasonable “when in Rome 
do as the Romans do”, and a recognition 
that this acculturation was not happening 
fast enough, but needed to be pushed. 

This approach is now spreading fast. In- 
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deed the Danes, a people very conscious 
of their immigrants, would say they pio- 
neered it. They elected a Liberal (ie, free- 
market) government in late 2001, and a 
new ministry for “immigrants and integra- 
tion” began not just fiercely shutting the 
doors but also pushing the integration that 
the previous government had merely 
talked about. The emphasis is on jobs: 
“Work is the key to integration.” 

Both sticks and carrots are used. Wel- 
fare benefits for all the newly arrived have 
been cut—for their first seven years!—to 
well below the rates for most Danes. But 
they can now work part-time while draw- 
ing these. To help the process, the new- 
comer must sign up to compulsory courses 
in civics and language and, if need be, 
compulsory work placements. Fail to com- 
ply, and your stingy benefits will become 
even stingier. But extra money is going into 
integration, for example, to job counsel- 
ling for immigrants and to educating for- 
eign women brought in for marriage. 

That is the theory, and these are early 
days. Already problems are plain. The gov- 
ernment says what is to be done, but the 
local authorities have to do it, and don’t 
find that easy. Tighter controls on bringing 
in a bride are unlikely to drive a young 
male immigrant into instant marriage 
with a blue-eyed blonde. Nor will a need 
for nine years of legal residence, plus other 
requirements, before he can be naturalised 
as a Dane help to make him feel like one. 

That is the trouble: the clash between 
the widespread European feeling of “Let’s 
have fewer of these people”, and being 
more welcoming to those already inside. 
Norway, which is following Denmark 
down the compulsory “induction” route, 
has less anti-immigrant feeling. But anew 
rule won by its most anti-immigrant (and, 
at this moment, most popular) party bars 
accepted asylum-seekers from bringing in 
family members unless they can support 
them. That will push some people to work, 
but it will hardly make them feel they be- 
long—and it is not meant to. 


Headscarves and cricket 

Germany for years exemplified a rather 
different paradox. It welcomed its “guest- 
workers” as workers, but no way, least of 
all by easy naturalisation, did it try to inte- 
grate them. The newcomers naturally 
tended, and cheerfully were left, to stick in 
their national groups, socialising, shop- 
ping and praying with each other, reading 
their own newspapers—Turkey’s Hurriyet 
has a flourishing German-printed edition 
—and more recently watching their own 
satellite-television programmes. 

An immigration law was passed last 
year, aimed, among other things, at inte- 
gration, with publicly financed courses in 
German language, history and other citi- 
zen-like knowledge. Compulsory courses? 


That was left unclear, as the law itself still »» 
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> is: for procedural reasons, not content, the 
Constitutional Court last December struck 
it down. It may yet be revived. 

Britain, in contrast, though endlessly 
alarmed these days about asylum-seekers, 
has done startlingly little to integrate the 
millions of immigrants and their offspring, 
largely from its ex-empire, that it already 
has. And until recently, and still very 
largely, the British line has been to accept 
the resultant mosaic, cross one’s fingers 
and hope: no compulsion here. 

Though the state has been slow to fi- 
nance Muslim schools in Britain (the Neth- 
erlands, in contrast, has more than 40 al- 
ready), multiculturalism is still the rage. 
Many urban local councils put out docu- 
ments in several languages. And visiting 
cricket teams from Pakistan or India win 
loud support from their ethnic cousins, 
though most of these are British-born and 
thereby British citizens; a phenomenon 
that irritated one of Margaret Thatcher's 
senior ministers, but worries few people 
in Britain and prompts fewer still to sug- 
gest any measures that might alter it. Only 
recently has an authoritarian home minis- 
ter begun to think of forcing newcomers 
into British ways, and even he is thinking 
strictly of newcomers. The case of the Tel 
Aviv suicide bombers may yet promote 
fresh thinking; so far it has promoted only 
fresh security measures. 

The French notion of integration, in 
contrast, is strictly that of the melting-pot, 
with the heat supplied by “republican val- 
ues”, secularism not least. That noble ideal 
can produce tortured arguments over the 
right of Muslim schoolgirls to wear head- 
scarves. But, worse, it led for years to offi- 
cial unreadiness to admit that there was a 
problem with, specifically, the large Arab 
and Muslim population, and one requir- 
ing active treatment. 

Since the September 11th attacks, and 
amid rising alarm about Muslim terrorists, 
especially from Algeria, there has been 
much talk of the need for newcomers to ac- 
cept French values, but little certainty of 
how to achieve it. The authorities have 
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long been eager to see Islam “naturalised”, 
with imams trained in France rather than 
sent and paid for from abroad. France, a 
secular state by constitution, cannot fi- 
nance religion. It has, however, been fairly 
generous in regularising the status of ille- 
gal immigrants: of 140,000 who applied 
when the left came to power in 1997, 
80,000 were accepted. This gives some 
ammunition to the racist right, but it is 
surely a step towards integration. 

This year has brought one more overt 
effort that way: the setting-up of a single 
national Islamic council to act as an inter- 
locutor with the authorities. But will this 
in fact bring more integration—or less? The 
new body, which met for the first time on 
May 3rd, was elected in April by delegates 
from nearly 1,000 mosques. But are these 
the authentic voice of the Muslim commu- 
nity? The Archbishop of Paris, not alone, 
doubts it, arguing that most Muslims do 
not go to the mosque, and that “you can’t 
reduce the issue of North African immigra- 
tion”—much the largest—“to one of Islam”. 
What’s certain is that the election gave a 
large voice to Muslim traditionalists and 
fundamentalists, and these were soon 
challenging the government over head- 
scarves (in identity-card photos, this time). 
If such clashes occur often, the new coun- 
cil could be a factor against integration; 
and the interior minister’s threat to deport 
imams who challenge republican values, 
which is not yet a crime in France, is no 
great way to teach those values. 

Spain and Italy, parts of which centu- 
ries ago were actually ruled by Muslims 
from North Africa, are by northern stan- 
dards surprisingly relaxed about their im- 
migrant descendants. Spaniards are proud 
of the Christian Reconquista, but also of 
their Muslim heritage; they hear more 
about the dozens of Moroccans drowned 
trying to cross the straits of Gibraltar than 
about the thousands labouring in Andalu- 
sia’s horticulture and elsewhere. Italians 
once had a historic phrase “Mamma, li Tur- 
chi!”—the Turks (ie, Muslims) are coming! 
But they are likelier these days to know a 
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not-so-historic north-Italian joke, and it is 
notimmigrants who are its target: 


QO: Why did Sicily win the Nobel peace prize? 
A: Because it was the only Arab country that 
didn’t make war on Israel. 


Italian governments have often acted to 
legalise illegal workers: measures in 1990, 
1995 and 1998 each gave papers to more 
than 200,000 people. Though one party in 
the Berlusconi coalition government is 
openly anti-immigrant, a fresh offer from 
that government last summer brought al- 
most 700,000 applications. How many 
will succeed is unclear, given the slow start 
to the process and the doubts among Mr 
Berlusconi’s governing partners, who see 
this as a means not of promoting integra- 
tion but of sorting out who wants to work 
and who does not, and excluding the lat- 
ter. The permits in any case will be valid 
only for a year, though renewable. 

More recently, the home minister of- 
fered “dialogue” to Italy’s moderate Mus- 
lims, aiming to isolate the extremists: a 
move mostly welcomed by Muslims, al- 
though the Archbishop of Turin stirred the 
pot by saying that the church should offer 
them the Gospel as well. But to Italians the 
problem with immigration is not so much 
one of alien values as of the arrival, with 
the Balkan immigrants, Muslim or not, of 
Mafia values. And acculturation is still, as 
ever, left to work largely by itself. 


Citizenship and the vote 
There is one obvious way of helping it 
along: citizenship, or at least the vote. Treat 
people as voteless foreigners, and why 
would they feel anything else? Let them 
vote, and maybe they will feel at home. In 
fact, this remedy may not be much of one. 
As Commonwealth citizens, most mem- 
bers of Britain’s minorities, even those not 
formally British, can vote already. Anyone 
born in France (or most European coun- 
tries) is a citizen automatically. In contrast, 
Germany until 1998 based citizenship on 
descent, not birthplace, and required 15 
years of residence before an outsider could 
be naturalised; most of its ethnic Turks are 
still Turkish citizens. Yet as between 
France’s Arabs, many of whom are French 
citizens, and Germany’s Turks, it is the Ar- 
abs who feel, and are seen as, more alien. 
Still, political rights must have some in- 
tegrative value. EU countries already let 
each other’s citizens vote in local elections. 
Now the Eu’s economic and social com- 
mittee is arguing for “civic citizenship”, 
which would give long-term residents 
from outside equal local-voting rights— 
and indeed more valuable ones, such as 
equal access to education and jobs. 
Whatever the method, one thing is 
sure: Europe needs active integration poli- 
cies. It cannot just sit around and wait for 
time to sort things out. That has been tried. 
It has not brought disaster—but it could. m 





India and Pakistan 


A third and final chance 


DELHI 


The Indian prime minister’s bold appeal for peace needs to produce results quickly 


HE thrill was palpable after the unex- 

pected announcement on May 2nd by 
Atal Behari Vajpayee, India’s prime minis- 
ter, that he wanted to start a “decisive and 
conclusive dialogue” aimed at ending the 
decades of hostility between his country 
and Pakistan. Zafarullah Jamali, Pakistan’s 
prime minister, smartly responded with a 
ten-minute telephone call to Mr Vajpayee, 
and a letter which talked about curbing 
terrorism and proposed asummitin Islam- 
abad. Colin Powell, America’s secretary of 
state, saw a “moment of opportunity 
where both sides seem to be reaching out.” 
Not to be outdone, General Pervez Mush- 
arraf, Pakistan’s president and Mr Jamali’s 
boss, weighed in, dusting off oldideas fora 
non-aggression pact and the de-nuclear- 
isation of the subcontinent. 

Suddenly it seemed that these two nu- 
clear powers might be on the verge of sub- 
stantive talks. By the middle of this week, 
however, they were already bickering over 
the details, underlining the sad truth that 
an early summit is unlikely, and that it 
could be years before real progress is 
made. But even such squabbling is an im- 
provement on the stand-off that de- 
veloped after India blamed Pakistan for 
helping to facilitate terrorist atrocities, in- 
cluding a suicide attack on its Parliament 
in December 2001. The main advance is 
that, as suggested by Mr Vajpayee, both 
countries are to reappoint high commis- 


sioners (the Commonwealth’s equivalent 
of ambassadors) to each other’s capitals; 
and it looks as if air links may be resumed 
soon. 

America insists that the Vajpayee initia- 
tive came as a pleasant surprise, not least 
for Richard Armitage, the deputy secretary 
of state, who has been in the region all this 
week on what was planned as a damage- 
limitation exercise. There have been fears 
for months that a fresh terrorist attack in 
India might lead to more sabre-rattling and 
possibly a border confrontation. At the end 
of March, both countries tested nuclear-ca- 
pable missiles a day after India blamed 
Pakistan for the massacre of 24 Hindus in 
Kashmir and the assassination of a local 
moderate political leader. Instead, Mr Ar- 
mitage’s job now has been firstly to en- 
courage Pakistan to respond positively to 
Mr Vajpayee, while curbing its support for 
cross-border terrorism in Kashmir, and 
secondly to urge India to be patient in its 
dealings with its neighbour. 

In part, both countries have been tak- 
ing up positions that would put them in a 
good light before meeting Mr Armitage. In 
the case of Pakistan, General Musharraf’s 
meeting with President George Bush in 
Washington next month will also have 
played a part. But the Indian moves go 
deeper. They were taken on the personal 
initiative of Mr Vajpayee, who stunned his 
listeners on May 2nd when he told the In- 
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dian Parliament that he was launching his 
“third and final” effort for peace. His earlier 
efforts, in February 1999 and July 2001, 
had ended in failure that did his image no 
good atall. 

But at 78, Mr Vajpayee, a former foreign 
minister, wants to carve out a niche in his- 
tory. Indian diplomats say he believes the 
international situation has changed since 
the Iraq war, and that India and Pakistan 
are obliged to make a fresh bid for peace. 
Mr Vajpayee also felt that India had 
painted itself into a corner by refusing to 
talk to Pakistan until it had put a complete 
end to cross-border terrorism, and that this 
stance could not be sustained indefinitely. 

Mr Vajpayee consulted very few cabi- 
net colleagues before his statement on 
May 2nd. He went ahead despite the scep- 
ticism of senior ministers such as L.K. Ad- 
vani, the deputy prime minister. Leaders 
of his Bharatiya Janata Party (BJP) also op- 
pose the initiative, partly because they do 
not believe anything will be achieved, but 
mainly because they want to play up what 
they believe are vote-winning fears of Pak- 
istan-aided terrorism during state elec- 
tions this autumn and in a general election 
next year. But Mr Vajpayee’s stature is such 
that opposition has melted away in the 
past week and, for now, he is free to pursue 
his initiative, supported even by the Rash- 
triya Swayamsevak Sangh (rss), the BJP’s 
hardline-Hindu sister organisation. 

However, the Byp will quickly lose pa- 
tience if the initiative does not yield re- 
sults. These need to include a demonstra- 
tion by Pakistan that it is serious about 
stopping terrorists crossing into Kashmir 
and about closing down their support fa- 
cilities on its side of the border. India real- 
ises that General Musharraf cannot con- 
trol the terrorists completely. Yet 156 
people have been killed (103 militants and 
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> 53 Indian forces and civilians) since Mr Vaj- 
payee’s trip to Srinagar on Aprili8th, when 
he held out “the hand of friendship”. 

So far, Pakistan’s responses have not 
been sufficient for India to go beyond re- 
storing ambassador-level relations and 
perhaps air links, though Mr Jamali did say 
last weekend that Pakistan would not in- 
sist on focusing first on resolving the Kash- 
mir dispute. India criticised proposals by 
Mr Jamali on May 6th for not going far 
enough on removing restrictions on trade, 
and for saying nothing significant on cross- 
border terrorism. 

That gives some idea of the dimensions 
of Mr Powell’s “moment of opportunity”. 
As Mr Armitage said when he was asked 
by the BBc about the prospect of the re- 
gion becoming nuclear-free, “let’s keep our 
appetites under control”. Rightly said. m 





Japan 


Trickle-down pain 


TOKYO 
Will Japan’s small firms sink the 
government’s latest reform effort? 


T MAY not create many new jobs or 
start-up companies, but Japan’s sick 
economy continues to spawn new govern- 
ment bodies. The newest, the Industrial 
Revitalisation Corporation (IRC), officially 
swung into action on May 8th. The IRC 
will borrow up to Y10 trillion ($84 billion) 
over the next two years, purchase the 
debts of perhaps several hundred ailing 
companies, and then try to turn them 
around. Yet while the irc will have to fo- 
cus on biggish companies to matter, it may 
soon fall foul of the many small firms that 
have undermined reforms in the past. 
Politicians and bureaucrats have long 
squabbled over whether weak companies 
should be allowed to sink, be kept afloat 


collectively through looser fiscal or mone- 
tary policy, or be tided over in more selec- 
tive ways. The IRC represents an attempt to 
help selectively. The government’s sales 
pitch is that turning some companies 
around will improve the banks’ balance 
sheets, generate some optimism in the 
economy, and make it easier to take tough 
action with the remaining, bad borrowers. 

Some optimists say that the IRC may 
succeed where similar efforts failed in the 
past because, this time, new rules have 
been imposed on banks as part of the pol- 
icy package crafted last October that led to 
the IRC’s creation. This, say hopeful re- 
formists, will prompt weak borrowers 
who fear losing their credit lifelines to go 
voluntarily to the irc, and accept tough 
changes in their business practices. Still, 
there are many reasons to remain sceptical 
about the IRC’s prospects, including the 
failure of so many past promises regarding 
banks and their balance sheets. As a test of 
how the IrC is doing, one thing to watch 
will be the effect that it has on small com- 
panies and the way that politicians react. 

Even if the irc begins to work roughly 
as planned, and some viable companies 
do volunteer for its help, serious attempts 
to “revitalise” those companies will proba- 
bly require them to inflict pain on count- 
less smaller firms. The problem is espe- 
cially severe in sectors such as con- 
struction and wholesaling, where tiny 
suppliers depend on giant and heavily in- 
debted companies downstream. Even in 
more hopeful sectors, however, such as 
electronics or other types of manufactur- 
ing, cutting costs will have to be part of any 
solution for troubled firms. The best hope 
for many consumer electronics firms and 
other manufacturers is to shift more of 
their production to places such as China. 

Some of the shakeout has already 
started to happen, as bankruptcies have 
risen to around 19,000 firms a year. But 
most economists reckon that many more 
firms would go bust, and that unemploy- 
ment would shoot up much higher than 
the current level of 5.4%, if big and trou- 
bled companies ever got serious about 
boosting efficiency. 

Ulrike Schaede, an economist at the 
University of California in San Diego, ar- 
gues that this is the main reason why so 
many of Japan’s supposed reform efforts 
continue to fail. In a forthcoming paper for 
the Harvard Asia Quarterly, she argues 
that “with every reform measure comes a 
counterbalancing quasi-welfare measure 
that impedes true reform.” 

If the new 1rC does not end up putting 
lots of small firms out of business, then it 
will either be working with too few big 
companies to make much difference or it 
will be letting those companies get away 
with half-measures. And if it does start 
cutting small suppliers loose, the politi- 
cians will scramble for a way to stop it. m 
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China 


Not such a threat 
after all 


BEIJING 


The SARS outbreak and the internet 


HATEVER the outcome of the Chi- 

nese government’s battle against the 
respiratory disease SARS, the crisis has 
demonstrated its ability to coexist with 
what many once regarded as a no less in- 
sidious threat, albeit a political one: the 
spread of uncensored information 
through the internet. 

In the past few days, official newspa- 
pers have reported dozens of cases of citi- 
zens being punished with fines or brief pe- 
riods of detention for spreading “harmful” 
rumours about SARS, using mobile 
phones or computers. According to one re- 
port, the police in Guangdong province, 
where the disease first surfaced, calculated 
that more than 2.16m instant messages 
containing SARS rumours were exchanged 
by mobile phones in late April. 

But the government’s decision on April 
20th to come clean about the extent of the 
epidemic—as well as its unusual admis- 
sion on May 2nd that a submarine acci- 
dent had caused the deaths of all 70 peo- 
ple on board—were not the result of any 
pressure from the flow of independent in- 
formation through these new media. In 
Beijing, 82% of people have a mobile 
phone and more than 55% of households 
have computers, but there is little evidence 
that the wealth of information about SARS 
available on the internet—much of it criti- 
cal of the government’s handling of the 
crisis—has had much impact on public be- 
haviour either. 

Although China admitted to a handful 
of cases in Beijing on March 26th, it was 
not until the government’s volte-face on 
April 20th that most Beijing residents be- 
gan showing signs of alarm about the dis- 
ease. Suddenly, mask-wearing became the 
norm—even though the internet had been »» 
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> awash with reports for the previous cou- 
ple of weeks of a massive cover-up of 
SARS cases, including credible testimony 
to this effect by a semi-retired senior doctor 
at a top military hospital. The doctor’s dar- 
ing challenge to the government’s lies 
about SARS may have helped to prompt 
the leadership to become more open. But 
the availability of the doctor’s account on 
the internet did not. 

Though the internet and mobile tele- 
phones were virtually unheard of during 
the capital city’s last big crisis—the Tianan- 
men Square protests of 1989—indepen- 
dent information was nonetheless freely 
available even then. Many citizens tuned 
into shortwave news broadcasts from 
overseas. The internet has brought added 
convenience, but has not obviously 
changed the public’s level of awareness. 
Indeed, the increasing liveliness of the 
government-controlled media may have 
diminished the public’s thirst for alterna- 
tive sources. 

What prompted the government to re- 
veal the submarine accident (though only 
the barest of details were given) is still a 
mystery. Some diplomats in Beijing specu- 
late that it could involve a power struggle 
between Hu Jintao, China’s newly ap- 
pointed president and Communist Party 
chief, and his predecessor, Jiang Zemin, 
who remains in control of the armed 
forces. According to this theory, Mr Jiang 
was embarrassed into revealing the inci- 
dent as a result of a push by Mr Hu for 
openness in the handling of sars. If the 
party does face a threat to its grip on 
power, it would most likely arise from 
struggles such as these. m 


Uzbekistan 


Freedom for a day 


TASHKENT 
A breath of fresh air in a repressive land 


HE decor was festive in Tashkent last 

weekend. Snakes of lights coloured the 
streets, and banners offered a warm wel- 
come to the hundreds of foreign officials, 
journalists and members of NGOs who ar- 
rived in Uzbekistan’s capital for the annual 
meeting of the European Bank for Re- 
construction and Development (EBRD). 

Until a few weeks ago, though, it 
looked as though the meeting might be 
held elsewhere. The EBRD’s choice of 
venue has been heavily criticised. The 
bank’s mandate is to help countries com- 
mitted not only to the free market, but to 
multi-party democracy, the rule of law 
and human rights. Yet Uzbekistan’s gov- 
ernment is one of the most repressive in 





Karimov did not condemn torture 


the region, with over 6,500 religious and 
political prisoners, and no opposition or 
press freedom to speak of. Despite some 
largely cosmetic moves, such as the reg- 
istration of two human-rights NGOs, Brit- 
ain’s ambassador to Uzbekistan said in Oc- 
tober that there was little sign of 
substantive change over human rights. 

So the EBRD has been at pains to state 
that holding the meeting in Tashkent was 
not an endorsement of the government’s 
policies. It has given the government one 
year to improve its record on human rights 
and political reform, failing which it will 
stop financial support. The bank also 
hoped that holding the meeting in Uzbeki- 
stan would result in more openness. The 
Opening session on May 4th, on “invest- 
ment climate”, offered a platform for local 
human-rights activists to complain about 
the situation in the country. A small group 
of protesters assembled outside the meet- 
ing. Islam Karimov, the country’s presi- 
dent, told the delegates that Uzbekistan at- 
tached great significance to promoting the 
role and work of NGOs. Clare Short, a Brit- 
ish government minister, said she was 
concerned about the lack of respect for 
freedom of religion, the prevalence of tor- 
ture and the failure of the judicial system 
to protect the rights of the citizen. Jean Le- 
mierre, the EBRD president, spoke of his re- 
gret that Mr Karimov’s speech did not em- 
phasise the importance of human rights. 

After arduous negotiations by the 
EBRD, this opening session was transmit- 
ted live on local television. So local view- 
ers at least had a chance to hear an alterna- 
tive view of Uzbekistan’s record. By 
Uzbekistan’s standards, this may be pro- 
gress. But it is likely to be largely lost on 
most Uzbeks. For days before and after that 
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broadcast, the event has been presented 
by the local media as a stamp of approval 
for the country’s policies. The main televi- 
sion channel informed its viewers that 
countries wishing to receive assistance 
from the EBRD should meet democratic 
standards and that the fruitful co-opera- 
tion between Uzbekistan and the EBRD 
showed that Uzbekistan had gained a great 
deal of trust in this respect. There was nota 
word about the EBRD’s conditions for con- 
tinued financial support, or the fact that 
the IMF, after meeting with Uzbekistan 
government officials before the meeting, is 
still withholding financial assistance. 

Mr Lemierre had been confident that 
Mr Karimov would publicly condemn tor- 
ture, one of the first recommendations of a 
United Nations representative during his 
speech. He did not. Human Rights Watch, a 
New York-based NGO, reported that hu- 
man-rights activists and relatives of reli- 
gious prisoners were harassed in the wake 
of the meeting, and that some NGO repre- 
sentatives were intimidated by officials 
even during the forum. The ultimate test 
will be what happens after the lights are 
down and the foreign guests have gone. 
The review of the conditions, a year from 
now, will provide another occasion to 
bring Uzbekistan into the spotlight and to 
test the EBRD’s seriousness about its man- 
date. The government, however, insists 
that it needs to approach economic and 
political reform in its own way and at its 
own pace. One year may prove to be far 
too short for that. m 


Aceh and Papua 


Loose ends 


JAYAPURA 
Indonesia’s unmanageable provinces 


ITHIN the next few days the Indone- 
sian government, so it says, will 
scrap negotiations with separatist guerril- 
las in Aceh province, and go back to war— 
unless the rebels agree to rewrite the 
framework peace deal the two sides signed 
in December. At the same time, at the other 
end of the enormous Indonesian archipel- 
ago, the government is undermining the 
special form of autonomy it granted to Pa- 
pua, another restive province. Its handling 
of the two trouble spots is seen as a test of 
whether it can defuse Indonesia’s many 
internal conflicts and, in the long run, hold 
the country together. So far, it is failing. 
The bloody separation of East Timor 
from Indonesia in 1999 stoked fears that 
the country might gradually disintegrate, 
as one wayward region after another 
broke away, starting with Aceh and Papua. »» 
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The Philippines 


No peace, no peace talks 


MANILA 
After the latest outrage, Mrs 


HEN guerrillas of the Philippines’ 

biggest Muslim rebel group, the 
Moro Islamic Liberation Front (MILF), 
raided the southern town of Siocon on 
May 4th, President Gloria Arroyo called 
it terrorism. The army said'that about 70 
guerrillas had attacked public buildings 
and used civilians as human shields as 
they witldrew. At least 34 people, niany 
of them ¢ivilians, were killed. The MILF 
said the guerrillas’ target was a military 
headquarters, and that they did not in- 
tend to harm civilians. 

Mrs Arroyo reacted by postponing in- 
definitely peace talks that had been due 
to begin on May 9th. The government of- 
fered a reward of 50m pesos ($956,000) 
for the capture of the leaders of the 
MILF, and said punitive action would be 
taken against the guerrillas who 
mounted the raid. Mrs Arroyo said peace 
negotiations could resume when the at- 
mosphere was more conducive. But her 
more aggressive attitude to the MILF re- 
flects a shift in the balance of influences 
in her administration. 

Some members of Mrs Arroyo’s gov- 
ernment wish America to classify the 
MILF as terrorists. America is already 
giving generous military aid and training 
to help the Philippines eradicate a much 


> Successive governments have used both 
carrots and sticks to ward off this outcome. 
B.J. Habibie, the president at the time of 
the East Timor breakaway, preserved the 
policy of military repression that had en- 
flamed separatist feelings in both prov- 
inces in the first place. Abdurrahman Wa- 
hid, his successor, favoured the carrot: he 
tried to placate both Aceh and Papua with 
an enhanced form of regional autonomy, 
which allocated 80% of revenues from nat- 
ural resources to the governments of the 
two provinces, and sought to appease lo- 
cal sensibilities. In Aceh’s case, that meant 
the right to institute Islamic law; in Papua’s 
it meant the creation of the Papuan Peo- 
ple’s Council, a panel of religious, tribal 
and female leaders designed to defend the 
interests of indigenous Papuans. 

For a time, Megawati Sukarnoputri, the 
current president, also favoured friendly 
tactics. She supported last December’s 
agreement with the Free Aceh Movement 
(known by its Indonesian acronym, 
GAM). The police and courts began an un- 
precedented series of investigations into 
military abuses in Papua. But in recent 
months, Miss Megawati has switched to 
the stick. The government began dragging 


Arroyo gets tough 


smaller group of armed Filipino Mus- 
lims, Abu Sayyaf, whom it already re- 
gards as terrorists. Adding the MILF to 
the list would keep the Philippines in the 
front line of the war on terrorism. The 
hawks in Mrs Arroyo’s administration 
think that extra American help would 
enable the armed forces to finish off the 
Muslim rebellion. 

So far, Mrs Arroyo has tried to dis- 
suade America from labelling the MILF 
as terrorists. But the Siocon raid has 
weakened the influence of those mem- 
bers of her government who argue that 
negotiations are the only way to make 
peace. For more than three decades, 
guerrillas have been fighting to gain in- 
dependence for the Muslim minority in 
the south of this mainly Christian coun- 
try, and all attempts to end the rebellion 
by force have failed. The doves say that 
economic progress will in time remove 
the inequities at the root of the rebellion. 

In spite of the postponement of 
peace talks, the MILF said it was still 
willing to negotiate. For the time being, 
the government is gambling that in- 
creased military pressure on the guerril- 
las will make them return to the 
negotiating table suitably chastened, 
and ready to talk peace more earnestly. 


its feet about the Aceh accord, and sent ex- 
tra troops to the province. It also sent sol- 
diers from Kopassus, the army’s special 
forces, back to Papua, even though the unit 
was implicated in the murder of Theys 
Eluay, a separatist Papuan politician. 

But the step that has provoked the most 
resentment in Papua is a recent presiden- 
tial decree ordering the division of the 
province into three. Critics say the decree 
aims to divide the independence move- 
ment, to co-opt educated Papuans into an 
expanded bureaucracy and create new po- 
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litical fiefs for the president’s party. The 
government says it is merely implement- 
ing a long-standing law aimed at improv- 
ing the administration of the province. If 
so, it has achieved the opposite: nobody 
knows who is running the different parts 
of Papua, nor whether the autonomy law 
still applies. 

The province is certainly receiving lots 
of extra revenue, in keeping with the au- 
tonomy law. But indigenous Papuans, 
who are poorer, less educated and less 
healthy than other Indonesians, complain 
that they have not benefited at all from this 
windfall. Instead, one indigenous politi- 
cian fumes, provincial bureaucrats have 
wasted it on new four-wheel drives for 
themselves and fact-finding missions to 
Europe. In theory, the Papuan People’s 
Council should guard against such abuses. 
But the government has prevented it from 
convening by failing to produce the neces- 
sary regulations. Now, say officials at the 
Ministry of Home Affairs, the matter will 
have to wait yet longer while they decide 
whether one council is needed or three. 

Most indigenous leaders argue that this 
shambles has destroyed Papuans’ faith in 
autonomy, and strengthened their desire 
for independence. However, they caution, 
the independence movement cannot 
hope to defeat the Indonesian armed 
forces and so will not resort to violence. 
They claim that apparent separatist at- 
tacks, such as a recent raid on a govern- 
ment arms depot, are actually instigated 
by the army to justify its own presence. 

As for Aceh, the government, which 
agreed to an “all-inclusive dialogue” last 
December, now wants to exclude any talk 
of independence. It also wants GAM to dis- 
arm before it reins in the army, rather than 
simultaneously, as envisaged in Decem- 
ber. GAM has already rejected both de- 
mands, and insisted on sticking to the orig- 
inal deal. The stage is set for a return to 
fighting, which has claimed some 10,000 
lives over the past decade. Andi Mallaran- 
geng, a politician who helped draft the spe- 
cial autonomy law, gloomily concludes, 
“Megawati is supposed to be thinking 
about the unity of Indonesia, but her ac- 
tions are breaking the country apart.” m 
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United States 


The economy 





Another Bush, another jobless 


recovery 


WASHINGTON, DC 


The jobs market looks bleak and the president’s tax cutis unlikely to help 


F ALL the signs that America’s econ- 

omy is sputtering, none is more strik- 
ing than the jobs market. Overall unem- 
ployment, at 6%, is still relatively low, but 
this headline figure masks a much tougher 
reality. More than 500,000 jobs have dis- 
appeared in the past three months, push- 
ing the total lost under George Bush above 
2m. Long-term unemployment, at 1.9m, is 
at its highest for ten years. And these num- 
bers do not include the large number of 
“discouraged workers” (people who 
would like to work but have given up look- 
ing) and the even larger number of “under- 
employed” (those who are working, but 
not as much as they would like to). 

The weak jobs market is itself harming 
the chances of recovery. Consumers wor- 
ried about losing their jobs are more likely 
to save their cash than spend it. And politi- 
cally, the risks are even starker. George 
Bush senior famously lost the 1992 elec- 
tion during a jobless recovery. 

Why is the job market so weak even 
though the economy is (just) growing? A 
big reason is the continued impressive 
growth in productivity. Ever more efficient 
firms need ever fewer workers, and with 
the economy barely growing that means 
job losses, particularly in some industries. 
According to economists at Morgan Stan- 
ley, hotels, airlines, restaurants and 
amusement parks, which together account 


for only around one in ten private-sector 
jobs, contributed nearly half the job losses 
in the past three months. 

Another deterrent to hiring people is 
the price of benefits. The growth in the cost 
of things like health-care insurance accel- 
erated to 6.1% in the first three months of 
2003, the highest rate since 1992, when 
costs were actually decelerating. 

The result is not just that more people 
are losing jobs, they are staying out of 
work for longer. People who become un- 
employed now stay out of work on aver- 
age for almost 20 weeks, the longest since 
early 1984. The proportion of workers who 
exhaust their unemployment benefits be- 


j The search gets harder 
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fore they find work is the highest since re- 
cords began in the early 1970s. 

What will turn this gloomy picture 
around? Optimists reckon that many in- 
gredients for an economic rebound are al- 
ready in place. With the Iraq war over, the 
geopolitical uncertainty that hobbled 
business investment has fallen. Oil prices 
have fallen back, consumer confidence has 
shot up, share prices are well off their mid- 
March lows and spreads on corporate 
bonds have narrowed. 

In testimony to Congress on April 30th, 
the best-known optimist, Alan Greenspan, 
argued that the economy was “positioned 
to expand at a noticeably better pace than 
it has during the past year”. At its meeting 
on May 6th, the Federal Reserve’s policy- 
making committee decided to keep short- 
term interest rates on hold. 

But the central bank indicated that fur- 
ther rate cuts were possible, citing con- 
cerns about further falls in inflation. The 
committee split its assessment of risks to 
economic growth: these, it said, were 
evenly balanced between the upside and 
downside. But the probability of “an un- 
welcome substantial fall in inflation, 
though minor, exceeds that of a pick-up in 
inflation from its already low level”. The 
Fed, it seems, would be willing to cut rates 
to ward off deflation even if the economy 
rebounded. And if there were no rebound, 
it would be even more likely to do so. 

For the moment, though, monetary 
policy is causing less controversy than the 
other macroeconomic lever, fiscal policy. 
Ever since the end of the Iraq war, political 
Washington has talked about little else. 

Mr Bush is increasingly selling his tax- 
cut proposals as a job-creation package. In 
Arkansas this week he said that the 6% un- 


employment rate should serve as “a clear >> 
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> signal” to Congress: “we need robust tax 
relief.” The White House claims that if 
Congress passes tax cuts worth at least 
$550 billion over ten years, it would create 
1m new jobs by the end of next year. A 
long-awaited study by the administra- 
tion’s number-crunchers is rumoured to 
show that one-third of these new jobs 
would come from eliminating dividend 
taxation, while many of the rest would 
come from accelerating cuts in ere in- 
come-tax rates. 
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cacy as a ghonta term stimulus is ab: 
The centra offtin PBF f Mr Bush’ a 
plan—the e pindllqn of dividend tax- 
ation—would improve’ ‘the tax code and, 
probably, long-terrtr growthybut it would 
do little to boost the economy now. Mr 
Bush’s people say that ending dividend 
taxation would raise share prices, whichin 
turn would boost spending. Most econo- 
mists reply that the boost to share prices 
would be fairly undramatic (a 5-15% jump 
is the consensus guess); and any effect on 
spending would be small and gradual. 

For all his hustling, Mr Bush’s original 
plan is being heavily modified in Con- 
gress. Both the House and Senate are in the 
process of passing different tax-cut bills. 

On May 6th, the House Ways and 
Means Committee passed a $550 billion 
tax package, whose central provision was 
to cut taxes on both dividends and capital 
gains to 15%. As The Economist went to 
press, Charles Grassley, the chairman of 
the Senate Finance Committee, seemed to 
have won support from his fellow Repub- 
licans for a bill including $430 billion of 
tax-cuts over the next decade. His bill 
would exempt the first $500 of dividend 
income from taxation (which would mean 
most investors paid nothing). There would 
then be a sliding scale of cuts for richer in- 
vestors who pay most of the tax. Alto- 
gether, it would cut dividend taxes by only 
a fifth-which would annoy Mr Bush. Con- 
servatives are also unlikely to be happy 
with a $20 billion bail-out for the states. 

That last provision could win Demo- 
crat support. Money for the states is part of 
Senator Tom Daschle’s $152 billion pack- 
age—alongside tax credits for families and 
businesses and an extension and expan- 
sion of temporary federal unemployment 
insurance (which the White House is pre- 
pared to let expire at the end of May). 

In the end, the Republican Congress 
looks likely to force through a stimulus 
package that is largely based around tax 
cuts. Some of these measures may be sen- 
sible long-term reforms, and returning 
money to taxpayers is seldom unpopular. 
But the stimulus will not create many jobs 
now, whatever Mr Bush says. m 
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School vouchers 


The mayor throws 
a lifeline 


WASHINGTON, DC 
And the Democrats are forced to choose 
between teachers and blacks 


HE District of Columbia may contain 

the capital of the most powerful coun- 
try in the history of the world. But the local 
public schools smack more of Ruritania 
than Imperial Rome. 

Though they boast the third-highest 
level of per-pupil spending in the country, 
70% of pupils in the District score at or be- 
low the basic level on standardised read- 
ing tests (ie, they can barely read) and 71% 
score at or below basic in maths. In one in- 
famous high school, Anacostia, 92% of 
children score below basic in maths. Illiter- 
acy is so rife that, when the mayor was or- 
ganising a “write-in” campaign in 2002, 
his supporters were forced to hand out pre- 
printed stamps. Anybody rich enough ei- 
ther moves to the suburbs or pays through 
the nose for private schools. 


An ill wind 


Tornadoes define the character of the 
American mid-west as the mountains or 
the sea shape the culture of other people. 
Boards driven through tree trunks by 
tornado winds are preserved as icons in 
the state museums. In many towns, empty 
lots show where a home or business once 
stood; close by will be a shop defiantly 
proud of its multiple rebuildings after 
multiple destructions. These storms are so 
random that sometimes, in the rubble of a 
brick house, desperate searchers have 
found a fragile vase standing undisturbed 
on a table. 

Even by the standards of Tornado Alley, 
last Sunday's swarm was horrific. As many 
as 70 twisters formed, blowing at up to 
260 miles an hour. They swept across 
Kansas, Missouri and Tennessee, killing 
more than 40 people and causing billions 
of dollars of damage. Pierce City, in 
south-west Missouri, looked as if it had 
been bombed. In the nearby town of 
Monett, police found the body of a baby. 
In Jackson, Tennessee, a historic district 
crumbled in seconds along with most of 
the rest of the town. 

Advances in forecasting, particularly 
Doppler radar—which can sometimes 
detect the rotation signature of the funnel 
cloud before it reaches the ground—have 
helped reduce casualties by increasing the 
warning time. But predicting and 
understanding tornadoes remains as much 
an art as a science. To live in the mid-west 
is to accept these venegeful twisters as a 
part of life—and death. 
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Now at last there is a flicker of hope for 
the 67,500 children trapped in Dc’s public 
schools. On May 1st, Mayor Anthony Wil- 
liams publicly embraced school vouchers 
during an appearance with the education 
secretary, Rod Paige. He now thinks that 
vouchers can provide opportunities for 
children caught in failing schools while 
also galvanising the system as a whole. 

Mr Williams, a black Democrat, is the 
first DC mayor to speak out in favour of 
vouchers. But he is far from isolated. Peggy 
Cooper Cafritz, the president of the Board 
of Education, dropped her long-standing 
opposition to vouchers in March. Kevin 
Chavous, the chairman of the City Coun- 
cil’s Education Committee, is reconsider- 
ing his position. Several parents’ groups 
want vouchers. The Washington Post has 
come out in favour of the idea. 

Why has the Democratic mayor of an 
overwhelmingly Democratic city thrown 
his support behind school choice? Mr Wil- 
liams faces cuts in the budget for his 
schools next year unless he can conjure up 
more money. But Republicans both in the 
White House and on Capitol Hill have 
made it clear that money will be contin- 
gent on structural reforms. So Mr Williams »»> 
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> is offering a bargain: he will support 
vouchers in return for substantial in- 
creases in federal funds for both public 
and charter schools. He is particularly 
keen on the federal government taking 
responsibility for $100m of the District’s 
ballooning annual budget for special edu- 
cation, which is provided for 18% of the 
District’s children. 

What chance is there of Mr Williams’s 
fine words bearing fruit? Casey Lartigue of 
the Cato Institute points out that, in most 
cities, the teachers’ unions are an almost 
insurmountable barrier to radical change. 
But the local union branch is currently in 
disarray after accusations that union offi- 
cials embezzled as much as $5m. 

The White House is also determined to 
shake up the city’s schools. How could 
George Bush better burnish his standing 
with blacks than by improving the schools 
in a city that is mostly black? And what 
better advertising board for the virtues of 

school choice than the nation’s capital? 

Still, there are several bumps on the 
road. One is practical: it is unlikely that 
vouchers will cover the huge annual tu- 
ition bills of Washington’s private schools. 
Some of the slack may be taken up by the 
District’s Catholic schools, which have 
1,200 spare spaces. There are also whispers 
that John Walton, a businessman who has 
made a habit of funding school choice, 
may help finance scholarships. 


Power to the parents 

But practical problems will be nothing 
compared with the political variety. Elea- 
nor Holmes Norton, the District’s delegate 
to Congress, is furious that Mr Williams 
may have been negotiating with the fed- 
eral government behind her back. She has 
accused him of making secret deals and 
“selling out” home rule. On May 6th she 
spoke at an anti-voucher rally. 

The “deal” in question depends on a 
law being passed, and no bill in the works 
fits Mr Williams’s wish-list. The one con- 
gressional bill that is currently pending, 
proposed by Jeff Flake, only makes money 
available for vouchers, and has little 
chance of getting through Congress. Mr 
Bush’s education budget for 2004 includes 
funding for a pilot voucher programme in 
the District but does not address Mr Wil- 
liams’s other financial demands. 

For all that, the prize is well worth fight- 
ing for. Introducing vouchers into pc will 
not only bring hope to thousands of chil- 
dren who are trapped in a rotten system. It 
will force the Democratic Party to choose 
between its most loyal constituency— 
blacks—and some of its biggest paymas- 
ters, the teachers’ unions. So far, the party 
has invariably sided with the unions. But 
the introduction of vouchers in the na- 
tion’s capital may force it to pay a bit more 
attention to the majority of blacks who 
support school choice. m 
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Campaign finance and the law 


Money trouble 


WASHINGTON, DC 





Campaign finance will be in legal confusion until next year 


MERICA’S system of money-politics is 
the despair of everyone it touches. 
Hundreds of millions of dollars pour into 
political campaigns each election. Reform- 
ers Say companies and unions buy votes 
and influence. Free-speech purists say 
rules that seek to limit that influence in- 
fringe on Americans’ rights to political free 
speech. Even campaign professionals dis- 
like a system so complicated that they do 
not know what the rules are. 

Is there any chance America might 
come up with a more rational arrange- 
ment? The politicians and their money- 
men have been scrolling through a con- 
fused ruling by a Washington court last 
week. The broad answer: the muddle will 
get worse before it gets better (which is 
awkward, seeing that the presidential 
campaign is just beginning to fire up), butit 
should be resolved by the Supreme Court, 
though probably not till next year. 

The starting point is last year’s McCain- 
Feingold bill, which George Bush signed 
reluctantly, almost secretively, without 
telling the bill’s sponsors, who included 
John McCain, his chief opponent in the 
2000 primaries. The law’s main provision 
is a ban on “soft money”—unregulated do- 
nations to national political parties. The 
bill actually doubles the amount of “hard 
money” individuals can give to a specific 
campaign to $2,000. Its other main reform 
is to ban “phoney issue ads”—commercials 
that purport to be about matters of general 
public concern (the environment, say, or 
national security) but which in reality at- 
tack your opponent. The law bans such 
ads in the 60 days before a general election 
and 30 days before a primary. 


Under the microscope 

After the passage of the bill, its leading op- 
ponent, Senator Mitch McConnell, an- 
nounced that the battle was not lost; it had 
merely shifted to the courts, where, he pre- 
dicted, the law would be struck down as 
unconstitutional. The first attempt to rule 
on it was duly given to a panel of two dis- 
trict judges and one appeals court judge in 
Washington, Dc. It is their ruling, released 
last week, that the political classes arenow 
combing through. 

No one can say the three judges weren’t 
thorough. Their ruling runs to over 1,600 
pages. They also acted out in real life the 
old joke about “ask two economists and 
get three opinions.” The three judges have 
produced four findings: a two-to-one rul- 





McCain’s still standing 


ing for the panel and separate opinions by 
each judge. 

On first reading, the panel seemed to 
have struck down the ban on soft money. 
Bulletins about the death of campaign-fi- 
nance reform crawled across television 
screens. Now, it seems that these rumours 
were exaggerated. True, a blanket ban was 
held to be unconstitutional, so parties can 
again raise “soft money”. But they can do 
so only for general campaigning that has 
nothing to do with individual candidates: 
voter registration, get-out-the-vote drives 
and the like. (Since other parts of McCain- 
Feingold would have weakened the influ- 
ence of America’s party machines, this ex- 
ception may be no bad thing.) 

Yet the panel said national parties 
could not spend soft dollars on advertise- 
ments that attack or support candidates for 
national office. Parties have mostly used 
their soft money to do just that, so, in prac- 
tice, this confirms one of the main pillars 
of McCain-Feingold. The judges also 
backed a bit of the law that bans candi- 
dates for federal office from raising soft 
money for anything—putting members of 
Congress, congressional campaign com- 
mittees and presidential candidates out of 
the soft-money business. 

The panel’s ruling on phoney issue ads 
has a similar effect. It struck down the 60- 


day ban on the basis that it could prohibit »» 


32 United States 


> real issue ads as well. But the judges en- 
dorsed a back-up definition also in the 
law: no advertising like this is allowed at 
any time if bought with soft money. So 
you can run phoney issue ads, but you 
must pay for them with “hard money”—a 
big blow, since they have usually been 
paid for with the softer sort. 

From this perspective, Mr McCain has 
not done too badly. His bill survived its 
first court challenge, though not un- 
scathed. On the other hand, lobbying 
groups are already planning to run ads 
“targeting” specific members of Congress, 
saying the ruling is unclear enough to al- 
low this. And Mr McConnell, who never 
predicted the bill’s demise at this stage, has 
already appealed the case to the Supreme 
Court, where he expects to get his way. 


Waiting for the Supremes 

The politicians want America’s highest 
court to start looking at the issue as soon as 
possible. But the first hearing is unlikely to 
happen before September, and given the 
complexity, the court may not reach a deci- 
sion till next year. 

Legally speaking, the court inherits one 
muddle, one important finding of fact and 
one broad choice from the district judges. 
The muddle may help Mr McConnell’s 
side. The panel allowed the political par- 
ties to use soft money for things like voter 
registration, but not to support candidates. 
This seems odd. Running candidates is just 
as much a party’s business as registering 
voters. Why can they use soft money for 
some things, and not others? 

The finding of fact should help Mr 
McCain’s cause. The majority of the panel 
agreed with the claim that the recent flood 
of soft money has been a problem. First, it 
circumvents previous congressional cam- 
paign laws. And, second, the source of the 
money is sometimes hidden. If the Su- 
preme Court agrees, that should put the re- 
formers in a strong position. 

The broad choice has to do with regula- 
tion. Congress’s approach to campaign-fi- 
nance reform has been to add new rules to 
offset the unintended consequences of the 
old. One district judge approved of this, 
another tolerated it, but the third said regu- 
lations should be cut back to protect first- 
amendment rights of expression. The Su- 
preme Court would seem to present simi- 
lar odds: three justices usually opt for more 
regulation, three for less and three for 
(roughly) the status quo. 

That does not necessarily mean that 
McCain-Feingold will squeak through in 
something close to its present shape. The 
Supreme Court can ignore the panel, if it 
wants, and effectively start the process 
afresh. For the moment, though, the main 
demand from politicians and their backers 
is for some sort of certainty. That, the jus- 
tices should eventually give. But several 
months of confusion lie ahead. m 


Local government 


An honest man in 
New Jersey? 


PATERSON 
Notin politics, it seems 


HAT on earth is happening in New 

Jersey? Last week, Martin Barnes, the 
former mayor of Paterson, one of the 
state’s largest cities, was sentenced to three 
years in prison for accepting more than 
$200,000 in bribes. He was also fined 
$1,000 for accepting cash, a swimming 
pool and the favours of a young lady, all 
provided by thoughtful city contractors. 

Once behind bars, Mr Barnes won’t 
lack for political gossip. Milton Milan, who 
used to be mayor of Camden, another big 
town, is currently serving a seven-year 
sentence for a litany of crimes. A former 
mayor of Irvington, Sara Bost, who has 
pleaded guilty to witness tampering, may 
soon join them. Last month, Kenneth 
Saunders, a former mayor of Asbury Park 
(of Bruce Springsteen fame), was charged 
with conspiracy and bribery. A former 
Newark mayor pleaded guilty to tax eva- 
sion last autumn. 

And let’s not forget the political boss of 
one New Jersey county who was recently 
indicted on 20 counts of extortion, fraud 
and conspiracy. Or the Hudson County of- 
ficial who was charged with bribery and 
has bizarrely disappeared into the wit- 
ness-protection programme. And so on. 
Some three dozen indictments have been 
issued to New Jersey politicians in investi- 
gations in the past year. 

Why has New Jersey suddenly become 
the Louisiana of the north? It is not a party 
thing: in New Jersey both the Republicans 
and Democrats seem equally criminal. 
The obvious people to blame are the state’s 


Follow the mayor 


much maligned “organised-crime commu- 
nity”: this is the land of Soprano as well as 
Springsteen. Many of the guilty mayors 
had ties to the mob. 

Locals prefer to point to the fact that 
their state is unusually fragmented. Most 
of the power resides not with the governor 
in Trenton, but with its 21 counties, 566 
municipalities and 600 school districts. 
There are tens of thousands of public offi- 
cials who have access to large budgets of 
one sort or another. Many politicians dou- 
ble dip (hold more than one elected office). 

However, the most plausible explana- 
tion for the sudden burst of convictions is 
that, until recently, nobody really minded. 
David Rebovich at the Rider Institute for 
New Jersey Politics argues that New Jersey 
voters have generally not been too con- 
cerned by political labels; what they have 
wanted is political pork—and that, they 
have accepted, meant cutting the odd cor- 
ner. The impetus for the current arrests has 
come from an unusually hyperactive fed- 
eral prosecutor, Christopher Christie, who 
has already (somewhat worryingly) been 
nicknamed “Big Boy” by George Bush. 

Now there are demands for a bigger 
overhaul of New Jersey’s numerous and 
dysfunctional municipalities. In theory, 
the Democratic governor, James McGree- 
vey, is all for wholesale reform. But he has 
not yet committed to signing a law that 
would ban “pay for play” (ie, it would pre- 
vent campaign donors from winning gov- 
ernment contracts). 

There are some signs of change in pub- 
lic attitudes. Mr Christie is so popular that 
people are talking about him as “New Jer- 
sey’s Giuliani”. One of the state’s fastest- 
growing companies, Commerce Bank, has 
just stopped making campaign contribu- 
tions in New Jersey, lest they be misinter- 
preted. Over three-quarters of New Jersey- 
ans now say they think there is some 
political corruption in their state. Heaven 
knows what the other quarter are up to. m 
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Lexington | Holy high-roller 
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Laugh at Bill Bennett, the erstwhile virtuecrat; but don’t forget his message 





HO needs satire when you have the social conservatives? 

These guardians of public morality mercilessly persecuted 
Bill Clinton for his zipper problem. But then it turned out that 
many of his persecutors were no better. Newt Gingrich deserted 
his sick wife for his girlfriend. Bob Livingston had to give up the 
speakership after extra-marital “indiscretions”. Even gentle- 
manly old Henry Hyde had a zipper problem of his own. Now 
Bill Bennett, the capo di tutti capi of the virtuecrats, has been 
caught, if not with his trousers down, then at least with his hand 
glued to the slot machines of Las Vegas and Atlantic City. 

Mr Bennett, serving in Republican administrations as both 
education secretary and drug tsar, has scolded the nation’s 
youth. Bob Dole seriously considered him as a running mate in 
1996. His jeremiads against moral decline have made him a fix- 
ture of the chat shows and the lecture circuit (where he can com- 
mand $50,000 a speech). His “Book of Virtues” and “The Death 
of Outrage” have sold in the millions. 

Hardly the sort of man, then, whom you would expect to find 
standing next to you in some windowless room on the Strip. But 
reports in both the Washington Monthly and Newsweek show 
that, over the past ten years, the former drug tsar has lost some 
$8m gambling. He sometimes spent several hundred thousand 
dollars in an evening, mostly on slot machines. In one two- 
month period he wired more than $1.4m to cover his losses. Mr 
Bennett was accorded the lofty status of a “high-roller” in both 
Las Vegas and Atlantic City—and was even given free room and 
board at one of the Bellagio’s swanky villas. 

At first, Mr Bennett tried to defend himself on the grounds 
that he has never spoken out against gambling. “I’ve gambled all 
my life and it’s never been a moral issue with me,” he told the 
Washington Monthly. “I view it as drinking. If you can’t handle it, 
don’t do it.” Gambling is neither illegal nor immoral, he argued; 
why, he even started his gambling career playing church bingo! 

Bingo to that. You don’t need to be a recently retired Demo- 
cratic president to wonder if there isn’t something just a little bit 
hypocritical about a man making millions out of preaching vir- 
tue and then feeding the proceeds into slot machines. Nobody 
has banged on more about the importance of “character”. To Mr 
Bennett, Mr Clinton’s peccadillos were not just wrong in them- 


selves; they revealed systemic flaws in his personality. 

In his books, Mr Bennett pours contempt on libertarian non- 
sense about “harmless vices”. His writings are full of dark warn- 
ings about the way that “instant gratification” and “unrestrained 
personal liberty” erode social norms. He lambasted America’s 
bohemian elites for setting a bad example for the rest of society. 
Harvard graduates might be able to handle a bit of pot; but their 
example encouraged inner-city kids to turn into crack addicts. 

But isn’t all this true of gambling? The Mafia once used Las 
Vegas to recycle drug money. Many of the habitués of casinos 
are also given to the instant gratification of alcohol, nicotine and 
commercial sex. (In 2000 Nevada had one arrest for every 478 
residents for prostitution or “commercial vice”; neighbouring 
California only had one such arrest for every 2,731 residents.) 
Many of Mr Bennett's allies on the religious right argue that ad- 
diction to gambling can produce a whole house of horrors. 
James Dobson, head of Focus on the Family, an organisation that 
distributes Mr Bennett’s tapes, argues that there is “a direct link 
between problem and pathological gambling and divorce, child 
abuse, domestic violence, bankruptcy, crime and suicide”. Mr 
Bennett’s own “Index of Leading Cultural Indicators” includes 
“problem gambling” as a negative indicator of cultural health. 

The author of “The Death of Outrage” eventually produced a 
very Clintonian apology—saying that he had done nothing 
wrong and promising not to do it again. He has “complied with 
all laws on reporting wins and losses”, he says nobly. Mr Bennett 
admits that he has “done too much gambling”. Therefore, “my 
gambling days are over”. 


Betcha hadn’t thought of this one 

Few things are funnier than a moraliser who is caught out. Yet 
after laughing at Mr Bennett, it is still worth re-examining his 
message, which is not so amusing. The issues he raises in his 
books—the breakdown of the family, the absence of trust, even 
sexual promiscuity—are important, and deserve better. 

The scorn now being heaped on Mr Bennett is a little similar 
to that once heaved on to another apparent conservative buf- 
foon, Dan Quayle, when he attacked Murphy Brown, a character 
in a popular sit-com who decided to have a baby out of wedlock. 
My, how America laughed at the dumb vice-president and his 
attempts to lecture the country about personal morality. But as 
the Atlantic Monthly pointed out a little later, Mr Quayle had a 
point: all sorts of social statistics show that single motherhood is 
not something to be recommended lightly. 

Of course, one does not have to bring a moralising edge to 
discussions about character. People like the late Daniel Patrick 
Moynihan and even Mr Clinton (who talked a lot about per- 
sonal responsibility) have managed to push morality into poli- 
tics without appearing to condemn people. But Mr Bennett’s 
more strident diatribes also made a point. Too many Americans 
are prepared to blame social ills on anything but character. It is 
surely better that buffoons, and even hypocrites, bring up these 
issues than that such questions are ignored. 

As for Mr Bennett and his virtue empire, its fate is uncertain. 
So far, social conservatives have been strikingly supportive of 
their fallen brother. And the great American public loves noth- 
ing more than a sinner who repents. Mr Bennett will no doubt be 
able to write a bestseller on how to beat the betting demon—and 
this time the money he makes might spend a little more time 
fructifying in his own bank account. m 
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Crime in Brazil 


What ails Rio de Janeiro? 


RIO DE JANEIRO 





The fight against drug-fuelled violent crime in Brazil’s picture-postcard city has 


national implications 


Fs ea explodes outside a posh hotel in 
Copacabana, Rio de Janeiro’s best- 
known stretch of beach-front. A bus is set 
alight in nearby Botafogo, killing one per- 
son and injuring a dozen others. Gang 
warfare halts traffic on the city’s main mo- 
torways. On the eve of a presidential elec- 
tion in October, threats and bomb attacks 
shut down shops and businesses in Copa- 
cabana and Ipanema. Cariocas, as the citi- 
zens of Rio are known, are used to living in 
one of the world’s more violent cities, but 
the recent spate of terrorist-style attacks on 
Rio’s richer quarters is something new. 

It has served to highlight Brazil’s en- 
demic and multi-faceted problem of viol- 
ent crime, which ranks with poverty and 
poor education as one of the three main 
development challenges facing Luiz Inacio 
Lula da Silva, Brazil’s new left-wing presi- 
dent. His government sees the Rio out- 
break as an expression of a social problem, 
which hurts poor Brazilians more than rich 
ones and is rooted in the disparities be- 
tween them. His law-enforcement team is 
eager to prove that the left can deal effec- 
tively with an issue that has traditionally 
been a chief concern of the right. 

But in Brazil, it is the states, not the fed- 
eral government, who are mainly 
responsible for crime and policing. How 
well Lula’s lawmen work with state politi- 
cal bosses will determine whether Brazil 
starts to restore a sense of security to its cit- 


ies. They face long odds—and nowhere 
more than in Rio de Janeiro, whose state 
government has a woeful recent history. 

Rio’s governor, Rosinha Matheus, a 
mother of nine, owes her election last year 
to her husband, Anthony Garotinho, who 
stood down as governor to stand for presi- 
dent. On April 28th, amidst speculation 
that the federal government would inter- 
vene to take control of Rio’s security, she 
handed that job to her husband, who re- 
mains the de facto ruler of the state. Nomi- 
nally now an ally of Lula, Mr Garotinho 
wants to run against him in 2006. To do so, 
he must pacify Rio; for him, crime is a po- 
litical headache more than a social ill. 

Rio’s crime is not typical of Brazil, and 
the recent attacks in the city’s richer zones 
are not typical of Rio. Both have much to 
do with the city’s thriving drugs trade and 
its dramatic topography, with slum- 
draped hills rising up from sea-level cres- 
cents where the rich live. The poor, 
crowded favelas supply drugs to adjoining 
prosperous quarters. To control the trade, 
one has to control the favela, and to do that 
requires a teenage army. Today, most of 
Rio’s 800 favelas, which have a total popu- 
lation of around ım people, are controlled 
by one or other of the city’s three main traf- 
ficking mobs. Their rule is enforced by just 
5,000-6,000 “armed and active” young- 
sters, according to Luke Dowdney of Viva 
Rio, alocal NGO. 


The Economist May 10th 2003 


Also in this section 
35 Brazil's crucial reforms 
35 Hostage to the FARC in Colombia 
36 Canada’s overcrowded universities 


36 Reviving Mexico’s trains 


The drug trade takes the toll of a war. In 
1999, 482 people aged 15-17 were shot dead 
in Rio de Janeiro state—five times as many 
per head as in California. Most of the kill- 
ing happens in fights between or within 
drug gangs or in police raids on favelas. Ac- 
cording to Glaucio Soares, a professor at 
IUPERJ, a Rio research institute, 70% of the 
city’s murders are related to drugs, a much 
higher proportion than in other Brazilian 
cities. Everywhere though, the vast major- 
ity of victims of violence are poor. The 
main threats to middle-class Brazilians are 
mugging, burglary and car theft, which 
rarely end in murder. 

The attacks now unnerving middle- 
class cariocas are also drugs-related. They 
may be a reaction to new restrictions im- 
posed on jailed gang leaders, such as Fer- 
nandinho Beira-Mar, who were accus- 
tomed to managing their operations from 
prison. Criminals “feel they can use terror 
as a political tool” to extract concessions 
from the state, says Luiz Eduardo Soares, 
the federal secretary of public security. 

So far Mr Garotinho has offered ges- 
tures, ad hoc measures—and some bold 
promises. He ordered that prisoners be put 
to work making uniforms for the police as 
a “humiliation”. He says he will unify the 
state’s police forces, which would be im- 
portant if it happens. But he may be 
tempted to strike a deal with the drug traf- 
fickers, offering tolerance in the prisons in 
exchange for peace on the streets. 

If Mr Garotinho goes for quick fixes, he 
will clash with the federal government, 
which has more radical notions of reform. 
Mr Soares, who is an anthropologist as 
well as Brazil’s top law-enforcement off- 
cial, is an unsparing critic of the country’s 
police forces. Many generate “paperwork 
but not information” and do not know 
how to measure their own performance. >> 


The Economist May 10th 2003 


> The various agencies are hampered by 
“fragmentation” and through brutality 
and corruption alienate the citizens they 
are supposed to protect. 

There is little Mr Soares can do about 
this directly. Each state has its own civil 
(detective) force, and its military police, a 
gendarmerie. He has a budget of 404m 
reais ($135m) to dole out to states that 
present plans for police reform. Not much, 
but some states are so broke that any cash 
can be a powerful incentive for change. 
Two, Espirito Santo and Rio Grande do Sul, 
have already agreed to reforms; Mr Soares 
hopes that Rio de Janeiro will soon follow. 

The government’s approach gives pri- 
ority to prevention, especially of violent 
crime, and to co-operation with the states. 
Critics see in this a lack of toughness. 


Reforms in Brazil 


Walter Maierovitch, a former drug tsar, 
scolds the government for making “no at- 
tempt to alter the constitution to diminish 
the autonomy of the states.” Lula knows, 
his critics allege, that Brazilian presidents 
are not normally judged by voters for their 
record in tackling crime. 

That cannot be said of state governors. 
But which way will politics push Mr and 
Mrs Garotinho? Mr Soares says that he and 
Mr Garotinho “share the same vision” of 
reform. The former governor is probably 
the only person in the state with the au- 
thority to bring it about. What is unclear is 
whether he has the desire or the courage. 
While governor, Mr Garotinho hired Mr 
Soares, who embarked on a crusade 
against police corruption. The governor 
fired him 16 months later. m 


Starting the marathon 


SAO PAULO 
Lula places his fate in Congress’s hands 


OUR MONTHS into his presidency, 

Luiz Inacio Lula da Silva is still on ex- 
cellent terms with Brazil and the finan- 
cial markets. He remains popular (a 
recent poll shows approval of his gov- 
ernment rising). The real has soared 
against the dollar and, on April 29th, Bra- 
zil issued a bond on the international 
markets after a year-long absence (see 
page 61). 

A day later, the president took his 
boldest step so far. Accompanied by all 
27 of Brazil’s state governors, he per- 
sonally delivered to Congress long- 
awaited bills to reform pensions and 
taxes. These are crucial to containing the 
crippling public debt and improving the 
economy’s performance. 

What matters now is how many 
votes Lula can muster in Congress. Nei- 
ther proposal is likely to pass unscathed. 
Both involve constitutional amend- 
ments, which must pass twice by three- 
fifths majorities in both the Chamber of 
Deputies and the Senate. 

A lot can happen on the way. To mild 
surprise, Lula included a contentious 
clause to reduce the pensions of existing 
retirees, a measure demanded by the 
states to shore up their finances. This 
may be watered down—perhaps by rais- 
ing the portion exempted from the new 
charge—or eliminated. Although that 
would denude the pension reform of 
much of its immediate fiscal impact, it 
would not trouble the financial markets 
much. “If they keep the rest, it’s still 
meaningful,” says Carlos Kawall, chief 
economist at Citibank in Sao Paulo. 

The tax bill is a hotch-potch, rather 
than a thorough overhaul. It would 
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unify 27 different state value-added taxes 
and convert a separate tax on company 
turnover into a proper VAT. Though less 
controversial than the pension plan, the 
tax bill benefits some sectors at the ex- 
pense of others, and may also be vulner- 
able to tampering. 

The parliamentary line-up favours 
the reforms. Most of the opposition, 
though reluctant to give Lula an easy 
ride, will go along. Many of Lula’s allies 
and part of his own Workers’ Party (PT) 
are against, but they can be disciplined. 
This week, party leaders suspended 
three pT dissidents from lower-house 
committees vetting the pension reform. 
The congressional marathon will last the 
rest of the year, but should end in vic- 
tory for Lula. 
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Colombia’s conflicts 
Hostage to the 
FARC 


BOGOTA 
The murder of guerrilla hostages puts 
pressure on the president 


T WAS a meticulously planned opera- 

tion, Colombia’s generals insist. After 
months of intelligence reports and six 
days of preparation, 75 of the army’s most 
highly-trained soldiers descended from 
helicopters on May 5th to assault a camp in 
remote jungle where they believed that 
guerrillas from the Revolutionary Armed 
Forces of Colombia (FARC) were holding 
13 hostages. But things went horribly 
wrong. When the soldiers reached the 
camp, nine of the hostages were already 
dead. On hearing the approaching heli- 
copters, their captors had executed them 
and then fled without trace, according to 
three fortunate hostages who survived. 

For Alvaro Uribe, Colombia’s increas- 
ingly embattled president, it was a painful 
setback. Among the dead were the gover- 
nor of Mr Uribe’s home department of An- 
tioquia, and a former defence minister. 
They were kidnapped by the FARC in April 
2002 while leading a peace march. The 
other hostages were soldiers; most had 
been captives since 1998. 

The FARC, an originally Marxist group 
now financed by crime, has been widely 
condemned for the murders. Its claim that 
the hostages were killed in crossfire is not 
believed. But the deaths will also intensify 
a debate on what the government should 
do about the FARC’s remaining hostages. 
This issue was already rising up the politi- 
cal agenda. It is an especially difficult one 
for the government. 

In 2001, Andrés Pastrana, Mr Uribe’s 
predecessor, agreed to a prisoner swap, in 
which 363 FARC captives, many of them 
police and soldiers, were exchanged for 15 
jailed guerrillas. Predictably, that encour- 
aged the FARC to start kidnapping promi- 
nent politicians to use as bargaining chips. 
Apart from those who died this week, the 
guerrillas’ captives include six congress- 
men, an ex-governor, and Ingrid Betan- 
court, a former presidential candidate 
with few supporters in Colombia but 
many in France, the country of her former 
husband. In addition, the FARC is holding 
three Americans captured when their spy 
plane crashed in February. 

The hostages’ families, supported by 
much of Colombia’s political establish- 
ment, including several former presidents, 
have been pushing Mr Uribe to accept a 
FARC offer of a new prisoner swap. The 
president, who was elected on a promise 
to bring security to Colombia, believes 
such a deal would not only encourage »» 
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> more kidnapping but sap the army’s mo- 
rale (it would also discourage the army 
from taking guerrilla prisoners). So he has 
imposed tough conditions, which the 
FARC are unlikely to accept. These include 
UN oversight, the release of all the FARC’s 
hostages (not just politicians), and the per- 
manent transfer of any freed guerrillas to a 
foreign country. 

But polls show that public support for a 
prisoner swap is rising. Last month, the 
government allowed emissaries to talk to 
some FARC leaders about the issue. Mr 
Pastrana’s softly-softly approach to the 
FARC only hardened public opinion in fa- 
vour of military action. And if this fails, as 
it did this week? Colombians tend to be 
fickle, and the FARC is expert at manipu- 
lating divisions of opinion. Mr Uribe must 
hope that his uncompromising stance 
does not leave him isolated. m 


Canada’s universities 
Ontario’s student 
bulge 


OTTAWA 


What price a degree? 


OR Ontario’s school leavers, the biggest 

headache this month is not the SARS 
outbreak apparently now over in Toronto, 
the province’s biggest city. It is whether 
they are going to be awarded a place to 
start university in September. This year, 
the competition is abnormally tough. On- 
tario’s Conservative government has de- 
cided to fall into line with other provinces, 
and do away with Grade 13, the final year 
of high school. 

In its place, three years ago the provin- 
cial government offered its 19 universities 
an extra C$2.5 billion ($1.7 billion) to ex- 
pand. Frantic building of laboratories and 
classrooms followed. For example, Carle- 
ton University, in Ottawa, is ready to take 
5,700 students in September, up from 
4,600 last year. It wants to hire 60 more 
teachers by July, and 40 temporary ones. It 
is tapping retired civil servants and busi- 
nessmen who would like to teach for two 
or three years, says Stuart Adam, the vice- 
president for academic affairs. He hopes to 
keep the teacher-student ratio at1 to 24. 

Even without the Ontario student 
bulge, Canada’s universities were strain- 
ing to keep up with rising demand. Young 
Canadians appear to have listened to the 
government’s preaching that prosperity 
depends on “the knowledge economy”. 
Over the past decade, university enrol- 
ment has increased by 20%, or more than 
100,000; it is set to grow by another 
200,000 in the coming decade. Enrolment 
is up even in provinces like Newfound- 
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Dreams of steam 
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Tourist trains offer a faint hope of revival for a once-great industry 


OOKING for some peace and quiet in 
the mayhem of Mexico City? Try 
Buenavista, the main railway station. 
Once past the bored security guards, you 
are guaranteed silence and complete pri- 
vacy. The last train departed in January 
2001, carrying just two passengers. 

When Mexico’s railways were priva- 
tised a decade ago, the new owners 
opted to concentrate on freight. Passen- 
ger services, long unprofitable, were run 
down, and finally withdrawn along 
with government subsidies. Only tourist 
services on two scenic routes survived: 
the Copper Canyon railway in the north, 
and the “Tequila Express” near Guadala- 
jara. But in a country that suffers poor 
roads, expensive airfares, and over- 
crowded city transit systems, interest in 
trains is reviving. 

This is starting with more tourist 
routes. A new service links the Mayan 
ruins of Palenque with Mérida in Yuca- 
tan. An entrepreneur, Jaime de la Fuente 
Rivera, plans to start in September a ser- 
vice between the colonial silver towns 
of San Miguel de Allende, Guanajuato 
and Querétaro, in central Mexico. He has 
bought and restored several carriages of 
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land whose population is declining. In On- 
tario, about 30% of young people between 
the ages of 18 and 24 already attend univer- 
sity, one of the highest rates in the country. 
More does not necessarily mean better. 
William Leggett, the principal of Queen’s 
University in Kingston, one of Ontario’s 
(and Canada’s) best, points to a growing 
“quality gap” with the United States, 
where an average university has one 
teacher for every 14 students. In Canada, 
most universities depend for most of their 
funds on provincial governments. Mr Leg- 
gett has called for Ontario to deregulate its 
universities, removing the cap on fee in- 
creases, as several provinces have done. 






the old presidential train, complete with 
separate compartments for bodyguards. 
A new, two-tier, coach has a cinema and 
gym, aimed at American tourists. 

Mr de la Fuente has received help 
from state governments, who have 
tarted up the stations and repaired some 
track. They want the tourist trade, but 
also hope the venture will encourage 
others to run normal passenger trains on 
the same routes, linking their cities with 
the capital on what was once one of the 
busiest stretches of the old national rail- 
way system. But this dream is an expen- 
sive one. With each passing year, the bill 
to repair old, unused, track mounts. A 
fast train would probably need new 
track anyway, costing perhaps $500m 
for the 220km (140 miles) between Mex- 
ico City and Querétaro alone. 

A likelier scheme is for the federal 
government to join forces with the Mex- 
ico City mayor to start running suburban 
trains from Buenavista station, maybe in 
2006. If the price was low enough, com- 
muters would be happy. So would the 
skeleton crew left to sweep the platforms 
at Buenavista in the hope that the trains 
might one day run again. 


Gulf of 
Yucatán 


Mexico Peninsula 


Opponents argue that students already 
pay a lot in fees and living expenses, and 
that fewer grants are available than in the 


United States. A four-year degree at 
Queen’s can cost more than C$30,000; it 
charges $13,000 a year for medical school. 
But that has not prevented it from drawing 
students from far and wide. 

Queen’s is not adding to its 14,000 
places this year. Less fashionable colleges 
in northern Ontario and in the Atlantic 
provinces hope for a windfall crop of stu- 
dents with better than normal grades. On- 
tario’s bulge ought also to prompt a wider 
debate about university funding. But that 
looks unlikely. m 





Post-war Iraq 


Out of the ashes 


BAGHDAD 


Anxieties and fears prevail, but confidence is growing 


AR will be the easy part, was a warn- 

ing often sounded before the inva- 
sion of Iraq. But just how difficult the coun- 
try’s recovery would be is only now 
becoming clear. 

Jay Garner, the ex-general charged with 
overseeing Iraq’s rehabilitation (but who 
will be junior to Paul Bremer, George 
Bush’s new appointee who was once head 
of counter-terrorism at the State Depart- 
ment) said that an interim ruling council, 
dominated by broadly-based opposition 
figures, should be in place within a month. 
Iraqi politicians, when cornered between 
endless rounds of meetings, insist they are 
progressing towards the creation of a 300- 
person National Assembly. This body 
would be empowered to draft a constitu- 
tion, create a judiciary—and legitimise a 
cabinet that would be both sponsored and 
advised by the Americans. 

Courts are beginning to function again. 
Some schools have re-opened, and univer- 
sities are scheduled to re-start next week. 
Further comfort comes from an announce- 
ment that there is enough money in state 
coffers to pay salaries at some point, and 
enough reserve to keep the currency 
afloat. The Iraqi public can now read such 
good news in any of the dozens of party 
newspapers being printed in Baghdad. 

But, so far, the stronger impression of 


freedom has been of anxiety and insecu- 
rity. Leftover ordnance from the war con- 
tinues to inflict hideous casualties, particu- 
larly on children. Daily life is plagued by 
frustrations such as late or no salaries, 
shortages of cooking gas so severe that its 
price in some districts is pushing 60 times 
pre-war levels, and mile-long queues for 
petrol. This week, a cigarette dropped at 
one jammed filling station sparked a con- 
flagration that killed 17 people. 

A month after the capital’s fall, looters 
are still at large. Public buildings continue 
to smoulder, although the fires now seem 
limited to what the former regime would 
have thought of as strategic institutions, 
such as the Ministry of Military Industries. 
To some, this hardens the suspicion that 
Baathist saboteurs, bent on covering their 
masters’ tracks and on embarrassing the 
occupiers, have had a hand in much of the 
destruction in Baghdad and elsewhere. 
Their presence remains a serious worry, 
not just to American forces but also to or- 
dinary Iraqis. 

For example, seized Baath Party docu- 
ments shown to this correspondent at Fa- 
louja, a place still tense after last week’s 
deadly clashes between residents and 
American soldiers, reveal the huge scale of 
pre-war arms distribution. In a town of 
barely 60,000 inhabitants, the handouts 
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to party officials included 3,000 Kalashni- 
kovs, along with assorted pistols, mortar 
bombs, machineguns and sniper rifles. 

It is not just the firepower stashed in 
homes that raises fears. The absence of 
telephones, television and radio has crip- 
pled opposition parties’ efforts to organise. 
It has also stymied American attempts to 
put across the message that they are here to 
help, a message in any case muddled by 
crossed signals coming from different parts 
of the American administration. By con- 
trast, the Baath Party has maintained 
much of its membership network in large 
parts of the country, and therefore much 
of its power to persuade and intimidate. 


Return of the bosses 
Mr Garner’s office, ensconced behind 
tanks and barbed wire in the vast Republi- 
can Palace compound, has encouraged 
Iraqi functionaries to return to their jobs. 
The idea is to get institutions working 
quickly, but because membership in the 
party was the only guarantee of promo- 
tion, Baath loyalists still pack the bureau- 
cracy, most thickly in the top ranks. 
However competent, many are loathed 
by co-workers. Employees at different in- 
stitutions, from hospitals to local govern- 
ment offices, have pleaded with this corre- 
spondentto tell the Americans not to bring 
their old bosses back. The Americans say it 
is not their job to choose or fire Iraqi off- 
cials. Thatis a task for the interim Iraqi gov- 
ernment. Reasonable, perhaps, but such 
prevarication disturbs precisely those Ira- 
qis who are best disposed to the invaders. 
The sacking and vandalisation of much 
of the country’s cultural heritage in the af- 
termath of war has also badly dented 
American prestige. Rumours, echoed on >» 
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> the Iranian television that is still the only 
fare for most Baghdadis, insinuate Ameri- 
can complicity, perhaps with the use of 
Kuwaiti agents. But other rumours speak 
of a plot by the outgoing regime, or per- 
haps schemes to cover up pilfering over 
the years by former officials. 

Whatever the real motive, virtually ev- 
ery museum in the country lost all or part 
of its collections. The national library and 
film archives are completely gutted. Torn- 
out title pages of books being flogged on 
street corners, for as little as ten cents each, 
suggest malign provenance. 

Yet the damage has in many cases not 
been quite as severe as initially reported. 
Nearly all the 40,000 manuscripts at the 


Iraq’s stolen antiquities 


To catch a thief 


Saddam Centre, for example, had been 
moved to safe storage, say employees. Vol- 
unteers protected the main library of 
Baghdad University from pillagers. The 
faculties of agriculture, literature and vet- 
erinary science were all ransacked, but 
other departments were spared. Stolen ar- 
tefacts have trickled back to local mosques, 
deposited by repentant looters or by hon- 
est citizens who snatched them to protect 
them from real thieves. 

“If we have lost our ancient treasures, 
we will create new ones,” says an actor, 
Bassem al-Tayeb, revelling backstage after 
the success of a play where he played the 
role of a mythical tyrant. The perfor- 
mance, in the bombed and burned wreck 


Retrieving the objects will be, at best, complex and lengthy 


T A meeting this week in Lyons, the 
headquarters of Interpol, John Ash- 

croft went a little way towards calming 
the fear that the United States had 
adopted an insouciant attitude to the 
looting of Iraq’s museums. The words of 
Donald Rumsfeld, the secretary of de- 
fence, who notoriously dismissed it as 
“stuff happens” carry greater weight, but 
the attorney-general called the looting, 
which the American marines in Bagh- 
dad had done nothing to prevent, “an as- 
sault on the values of civilisation...Us 
law enforcement...will not rest until the 
stolen Iraqi artefacts are returned to their 
rightful place.” He also sided with the 
view that the theft had been steered by 
organised criminal groups who knew 
what they were looking for. 

Requests for co-operation have been 
bouncing between and within govern- 
ments. America’s stance is crucial. The 
chairman and several members of its in- 
fluential presidential advisory board on 
cultural property resigned in protest at 
the looting in Baghdad, and anew board 
is due to be appointed. Many people see 
the incoming board as tilted towards the 
rights of collectors, and this leads ex- 
perts to fear that America may be con- 
siderably too relaxed about the return of 
Iraqi property. 

A Unesco convention bars the import 
of artefacts from museum collections. 
The snag is that clear documentation 
showing the object’s provenance is usu- 
ally required before any action can be 
taken, and with inventories destroyed or 
missing, the business of cataloguing the 
stolen objects looks like being an ex- 
tremely slow business. The statement at 
the end of this week’s Interpol confer- 
ence recognised that Unesco should take 


the lead in collecting and co-ordinating 
information. Interpol and Unesco would 
together determine when and how the 
resulting database would be made avail- 
able to museum professionals, art deal- 
ers and the general public. In the 
meantime a “red list” drawn up by the 
International Council of Museums 
would have to suffice. 

America has now sent military and 
customs investigators to Iraq, and FBI 
agents may follow. A number of items 
have already been handed in; the Ameri- 
cans say their teams have recovered 700 
artefacts. Interpol is being urged to po- 
lice Iraq’s borders and ports, and there 
are calls for a UN-sponsored moratorium 
on all trade in Iraqi antiquities. 

To get anywhere, the co-operation of 
Iraqi curators and archaeologists is con- 
sidered essential. But indiscriminate de- 
Baathing could cripple the Antiquities 
Department. The difficulty, here and 
elsewhere, is drawing a balance be- 
tween cleansing the regime and losing 
experience and knowledge. 
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of Baghdad’s premier arts theatre, the Ra- 
shid, amounted to a celebration, not of lib- 
eration from dictatorship, but of the tri- 
umph of the artists’ free spirit through 
both oppression and invasion. In the past, 
the troupe of young actors had been 
thwarted by party hacks from staging 
plays as innocuous as Hamlet. 

On Mutanabbi Street, a book market 
named for an irreverent medieval poet, Sa- 
mizdat publications that once earned pri- 
son, torture or worse now trade freely. “If 
people don’t look happy its because they 
have never tasted the sweet things in life,” 
says Shaalan Zeidan, a bookseller. “They 
are coming out of a tunnel so long and 
dark they can’t recognise light.” m 


Cluster bombs and Iraq 


The lethal detritus 
of war 


Unexploded bombs are still killing a 
great many people in Iraq 


HE newest cluster bombs sound too 

good to be true. Small bomblets emerge 
from their casing as they hurtle towards 
the earth, whereupon sensors guide them 
to tanks and other targets, as mini-para- 
chutes slow their descent. If the bomblets 
fail to find something suitable to destroy, 
they automatically self-destruct. 

Too good to be true, indeed. Even some 
of the newest bomblets deployed by 
America and Britain have malfunctioned, 
says the Mines Advisory Group (MAG), 
which is working to clear up unexploded 
ordnance in northern Iraq. Along with the 
rest of the detritus of war—bomblets from 
older devices, Iraqi landmines left over 
from successive conflicts, and vast stock- 
piles of abandoned weapons left un- 
guarded by Iraq’s new occupiers—they are 
killing and maiming those unfortunate 
enough to stumble upon them. 

These casualties tend to peak in the 
weeks after a war, explains Richard Lloyd, 
of Landmine Action, a campaign group, as 
people return to places that they had 
wrongly assumed to be safe. Sean Sutton, 
of MAG, says that there have been hun- 
dreds of casualties in the north since the 
hostilities ceased, around half of which 
have been children. Landmines—trickier 
to spot than cluster bomblets—are the big- 
gest problem, though the latter’s shiny cas- 
ing fatally attracts youngsters. 

Cluster bombs have a long and contro- 
versial history. Most of the individual 
bomblets—dozens or hundreds of which 
are contained in each bomb-—fall haphaz- 
ardly over wide areas, and some fail to ex- 
plode; the self-destruct mechanisms on 
the newer models have reduced the risk, 
but not entirely. Advocates argue that the »» 





The shiny casing was so attractive 


> weapons are useful against broad targets, 
such as runways, armoured columns and 
troop concentrations. America says it 
dropped 1,500 of the things in Iraq for 
these purposes. 

Human Rights Watch, a lobby group, 
says that the figure is misleading, because 
it does not include munitions fired from 
the ground. America admits to using them 
in civilian areas, but says they struck only 
26 targets within 1,500 feet of civilian 
neighbourhoods. For their part, the British 
fired around 2,000 cluster bombs from the 
ground, and the Royal Air Force dropped 
another 65, mostly around Basra. 

America and Britain both say that they 
will help to clear up the deadly mess they 
have left, but others say they have been 
slow in disclosing what they dropped and 
where. The question remains whether the 
use of cluster bombs, old or new, in civil- 
ian districts, violates the rules of war. m 


Baghdad's hospitals 


The battle for 
medical real estate 


BAGHDAD 
Should Iraq’s new clerical militia, or the 
old Baathist managers, run hospitals? 


ACED with insurrection in the ranks, 

Saddam Hussein’s former health offi- 
cials are fighting back. With American 
help, Iraq’s newly reopened Ministry of 
Health is cancelling the elections of hospi- 
tal administrators that had been organised 
by doctors and members of the clerical mi- 
litia in the void that followed the fall of 
Baghdad. Instead, they are reconstituting 
the ancien régime. According to doctors at 
Baghdad’s Al Wiya maternity hospital, 
American tanks parked at the hospital 
gates were prepared to defend the return 
of Muhammad al-Taweel, who had been 
voted out as manager, the job he had held 
since Mr Hussein came to power. The doc- 
tors and the clerics melted away, and back 
came Mr Taweel’s bodyguards. 
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“Some ignorant doctors misunder- 
stood democracy,” says Mr Taweel, who 
ascribes the allegation he was pocketing 
hospital fees to professional jealousy. He 
was never a Baathist, he says, but rather 
survived on merit after pioneering test- 
tube babies in Iraq. Support staff, resem- 
bling bouncers, sit at his side. He has recast 
himself as a sayid, or scion of the Prophet 
Muhammad, and spices his speech with 
the sayings of the Shia founders. 

Some 21 discoloured patches scar the 
walls where photos of Mr Taweel at the 
side of Mr Hussein once hung. But down 
the corridor Saddam’s stencilled mous- 
tache pokes through the whitewash like a 
shadow. “We still can’t talk,” whispers a 
doctor. “We feel Saddam is still with us.” 

Another Baghdad hospital, the Al 
Kindi, is still resisting, in its way. Shia 
squads wrested control of the hospital, 
and supervised elections for a new man- 
agement board with a show of hands. “Do 
what the Hauza [the Shia seminary in Na- 
jaf] tells you,” instructs a sign over the en- 
trance. The 30-year-old director, Sheikh 
Abbas al-Zubeidi, has six years’ training, 
notin medicine but in religious studies. 

His authority, he says stroking a pistol, 
comes from a letter of appointment from 
the office of an ayatollah’s son at Najaf’s 
Hauza. “We arrested 50 looters inside the 
hospital and made them repent by giving 
blood,” he adds. He is cutting corners fast: 
fees have been reduced for operations; a 
single doctor works the afternoon shift in 
casualty, seeing a patient a minute. 

To cut off the clerics’ supplies, NGOs 
say they have been ordered to stop the de- 
livery of medical goods, and the provision 
of health care, without prior authorisation 
from the Ministry of Health. “Hospital di- 
rectors said they had received the instruc- 
tions from the Americans,” says Pierre 
Boulet Desbareau of Médecins Sans 
Frontiéres, who has teams of surgeons on 
standby. “There’s a crisis, and the aid agen- 
cies are denied an emergency role.” 

But, so far, the informal embargo shows 
only partial signs of working. Mosques are 
stocked with hospital loot, after an appeal 
by the clerics to Baghdad’s pillagers to de- 
posit the stuff they had stolen. Aid workers 
suspect that some imams were complicit 
in raids on army hospitals to strip anything 
from morgue refrigerators to white coats in 
an attempt to improve standards for their 
own communities. 

The clerics claim that five of Baghdad’s 
34 hospitals remain in their hands. On at 
least one occasion, clerical militias are re- 
ported to have repelled rivals with bullets, 
forcing patients to dive under their beds. 
However, at Saddam General, a hospital in 
the heart of the Shia sprawl of slums north 
of Baghdad, the clerics recognised their in- 
experience and invited back the manager, 
who happens to be a Christian. 

It is not just the young sheikhs who use 


security as a pretext to take control. In an- 
other Baghdad hospital, Al Wasiti, Ameri- 
can troops commandeered a renovated 
wing, due to be opened last month. Pa- 
tients and the pharmacist were consigned 
to the hospital lobby, as the soldiers 
cleared the way for a barracks. 

In this squabble for medical real estate, 
Iraqi doctors, nurses and patients are the 
losers. Doctors and nurses are failing to 
turn up for work, either because they fear 
for their security or, more probably, be- 
cause whoever is in charge has omitted to 
pay them anything, even for the fare to get 
there. The American Office for Reconstruc- 
tion and Humanitarian Assistance boasts 
of paying the 36 staff at the zoo, but tens of 
thousands of medical staff have yet to re- 
ceive a $20 handout the Americans prom- 
ised last month. “I’ve nothing left for the 
bus ride,” says a surgeon. W 


South Africa’s foreign policy 
Come, let’s be 
friends 


JOHANNESBURG 
Diplomacy may be a bit less quiet under 
the Mbeki doctrine 


USY days, these are, for South African 

foreign policy. Last week, ex-President 
Nelson Mandela and two senior ministers 
presided over a change of president in Bu- 
rundi. On May 5th President Thabo Mbeki, 
together with the rulers of Nigeria and Ma- 
lawi, visited Harare for separate talks with 
Robert Mugabe and Morgan Tsvangirai, 
the opposition leader, about ending Zim- 
babwe’s woes. Later the same day, Mr 
Mbeki shuttled to Kinshasa, Congo’s capi- 
tal, to talk to President Joseph Kabila about 
sharing his power with opposition groups. 
Although not much may come of any of 
this, Mr Mbeki is on the hunt. 

Foreign policy is the president’s main 
interest, at least in this, his first term. A 
Mbeki doctrine is emerging. It goes like 
this: South Africa cannot impose its will on 
others, but it can help to deal with instabil- 
ity in African countries by offering its re- 
sources and its leadership to bring rival 
groups together, and to keep things calm 
until an election is safely held. Mr Mbeki 
argues that the model of peace, power- 
sharing and reconciliation that worked in 
South Africa between blacks and whites a 
decade ago can be applied elsewhere. 

Burundi does not carry much personal 
interest for Mr Mbeki, but it is furthest 
along his doctrine’s track. An agreement 
between Hutu and Tutsi rivals was partly 
brokered by Mr Mandela and by Jacob 
Zuma, South Africa’s deputy president, 
and over 600 South African soldiers al- 


ready act as the politicians’ bodyguards. »» 
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> Since nobody believes Burundi’s troubles 
are really over (see next story), more for- 
eign troops, including three battalions of 
South Africans, are likely to be deployed, 
absorbing almost all the soldiers at Mr 
Mbeki’s disposal. 

Ending Congo’s enormous problems is 
close to Mr Mbeki’s heart; peace here, he 
argues, would boost economic develop- 
ment in the region, and show the world 
that Africa can solve even its biggest wars. 
Last year South Africa was host at two 
months of talks between Congolese fac- 
tions, at a cost of some 150m rand (nearly 
$20m). It then brokered a deal under 
which Rwanda began withdrawing its sol- 
diers from Congo. On April 8th, Mr Mbeki 
organised another summit, in Cape Town, 
to smooth relations between the presi- 
dents of Rwanda, Uganda, Tanzania and 
Congo. The strategy has been to get as 
many actors “inside the tent” as possible. 

South African security agents are op- 
erating inside Congo, helping the UN to 


Burundi's elusive peace 


check whether foreign soldiers really 
leave. Mr Mbeki used his evening trip to 
Kinshasa to talk to Mr Kabila about the 
transitional government that is due to be 
installed on May 28th, and about power- 
sharing in parliament and in the army. 

Zimbabwe will be a crucial test of Mr 
Mbeki’s doctrine. A senior South African 
official, who observed some of the talks in 
Harare, insists that Mr Mbeki is becoming 
more involved, and even believes that a 
tiny bit of progress was made. Mr Mugabe 
tried to stop the visiting presidents from 
seeing Mr Tsvangirai, but was overruled. 
Mr Tsvangirai still will not recognise Mr 
Mugabe as president, but agreed to accept 
him as the country’s de facto leader. 

Until now, Mr Mbeki has preferred to 
deal with his neighbour with “quiet di- 
plomacy”, a euphemism for inaction. But 
with some signs of success in Burundi and 
Congo, he may be bracing himself for 
more vigorous action in Zimbabwe, push- 
ing at least for talks. That will be the day. m 


Shadows on the wall 


RUYIGI 


The presidency rotated, as ordered, but the people are still fearful 


S DARKNESS falls on Ruyigi, a garrison 
town in eastern Burundi, a chorus of 
mooing and clattering hooves indicates 
that night-time Tutsi fugitives are seeking 
safety. Besides their herds, most of them 
have a bundle of clothes, a cooking pot, or 
an umbrella to preserve from the Hutu re- 
bels who haunt the hills outside. One 
sweat-drenched drover lurches like a 
drunk, a wooden double-bed see-sawing 
across his head. Burundians may be pray- 
ing that their decade-old, tribally-based 
and particularly vicious civil war is about 
to end, but few of them are counting on it. 
On April 30th, Pierre Buyoya, the leader 
of a clique of the minority Tutsi tribe 
which has ruled Burundi for 40 years, 
ceded the presidency to Domitien Ndayi- 
zeye, a Hutu. The changeover followed the 
terms of the Arusha accord, a deal bro- 
kered by Nelson Mandela between Mr 
Buyoya and various Hutu opposition 
groups. But the two biggest Hutu rebel 
groups were excluded from the deal, and 
despite subsequent peace efforts, they re- 
main outside. Last month, one of the 
groups, the Force for the Defence of De- 
mocracy (FDD) showered Bujumbura, Bu- 
rundi’s capital on the shores of Lake Tan- 
ganyika, with over 100 mortars. 
Mr Mandela, who put in a weary ap- 
pearance at the handover ceremony, has 
been criticised for failing to recognise the 





Can Ndayizeye show he’s not a stooge? 


rebels as the true power in the Hutu camp. 
Yet, with a ceasefire signed between the 
government and the FDD last December, 
this was a gamble that nearly paid off. 
According to the vague terms of the 
ceasefire, the army and the rebels were 
both to disarm, with the rebels to gather in 
independently-monitored encampments, 
where they would be fed with western 
food-aid. Alas, the Eu food arrived, but not 


the joint UN-African Union team sup- 
posed to monitor the process. In its ab- 
sence, the FDD began grabbing territory. In 
January, the army fought back in the way it 
knows best: massacring scores of Hutu vil- 
lagers around Ruyigi. The rebels then re- 
joined the fray, shelling Ruyigi and other 
garrison towns, murdering Tutsis nearby. 


Power, not ethnicity 

Now both sides are predicting much 
heavier fighting. The army accuses the 
FDD of planning a new front across the 
country, east to west, with the aim of driv- 
ing the Tutsi ruling class—including virtu- 
ally all of its officers—into the lake. The 
FDD’s elusive leader, Peter NkuruNziza, 
denies that the group’s recent strategy 
amounts to a blueprint for genocide. “The 
war is not about ethnicity. That is not the 
reality of Burundi,” he said, in a moment 
of startling veracity while on a fund-rais- 
ing drive in Gabon. “It’s about power.” 

Burundi’s Tutsi leaders have long raised 
the spectre of genocide to justify their iron- 
fisted rule. Indeed, the 1994 mass murder 
in neighbouring Rwanda was partly a re- 
sponse to the tit-for-tat tribal slaughter 
which began Burundi’s war, and claimed 
250,000 lives. But Mr NkuruNziza is proba- 
bly right. With the main Hutu parties in- 
side the government, and with some Tutsi 
extremists negotiating with the rebels, Bu- 
rundi’s war is now nakedly political. 

The next few weeks should show 
whether this makes it easier to end. The 
army is already putting pressure on Mr 
Ndayizeye to launch a new offensive 
against the FDD. Having little power of his 
own, he will be hard-pushed to resist. Yet, 
to many Hutu politicians, as well as to the 
rebels, that would merely confirm him as a 
Tutsi stooge. Mindful that Burundi’s three 
former Hutu presidents were either assas- 
sinated or forced to flee, Mr Ndayizeye’s 
supporters could then start drifting to the 
rebels; redrawing the war on tribal lines. 

But that need not happen. With 3,500 
African Union peacekeepers due to arrive 
in Bujumbura, both factions are under un- 
precedented international pressure to 
make peace. The fact that Mr Buyoya was 
prepared to keep his promise and step 
aside, even as the mortars rained down, 
suggests this. And the fact that a member 
of the majority tribe is now, at least nomi- 
nally, in charge, could deter the rpp’s re- 
gional allies—notably, in Tanzania’s gov- 
ernment—from continuing their support. 

Back in Ruyigi, several hundred fugi- 
tives are packing the town’s Pentecostal 
church; and here there is something reas- 
suring. Rwanda’s genocide took place in 
many such churches, the last refuges of ter- 
rified Tutsi communities. But in this crowd 
are a surprising number of Hutus. “Of 
course, we're together, Hutus and Tutsis,” 
said one of them, kneeling before a candle- 
lit wall on which giant shadows loom. m 





The “new Europe” and America 


Is Poland America’s donkey or could it 
become NATO’s horse? 


Polish-American diplomacy may be deepening the divisions in Europe—or paving 


the way to a post-Iraq rapprochement 


HEN Donald Rumsfeld, America’s 

defence secretary, made his quip 
about “new Europe”, the concept looked 
more like a diplomatic crutch than a geo- 
political reality. When most of the coun- 
tries he had in mind signed on the dotted 
line in support of America’s stance on Iraq, 
Jacques Chirac, France’s president, chas- 
tised them like naughty adolescents. Now 
the new Europeans—at least, quite a few of 
them—seem to be putting their troops, as 
well as their land and airspace, where their 
mouths were. On the face of it, that might 
deepen Europe’s divisions. Or it might 
help spur greater NATO involvement in 
Iraq and serve to heal those divisions. 

The Poles are the vanguard of these At- 
lanticist whipper-snappers. Poland, which 
joined NATO in1999 and is easily the beef- 
iest (at least in population and area) of 
those set to join the EU next year, sent 
around 200 troops to fight in Iraq. A little 
improbably, it is now set to oversee one of 
the four sectors into which the Americans 
seem likely to divide the conquered coun- 
try. The idea was floated last week when 
Jerzy Szmajdzinski, Poland’s defence min- 
ister, visited Mr Rumsfeld in Washington. 
The Poles would like the UN to pass anew 
Iraqi resolution to bless the operation, but 
would probably go in without one—so 
long as America and others agree to pay. 


Alexander Kwasniewski, Poland’s pres- 
ident, will have some explaining to do 
when he gets together with Gerhard 
Schröder, Germany’s chancellor, and Mr 
Chirac, in the Polish city of Wroclaw on 
May 9th, for what ought to have been a 
bridge-rebuilding mini-summit. It had be- 
gun to seem possible that Germany might 
take part in the peacekeeping effort, de- 
spite concerns that doing so might lend 
retrospective approval to the war itself. Pe- 
ter Struck, Germany’s defence minister, 
has been fence-mending in Washington. 

But he says he found out that German 
troops might soon serve in Iraq, conceiv- 
ably under Polish command, only when 
he heard it on the news; one of several ten- 
tative plans is to deploy a joint Polish-Dan- 
ish-German force, now based in Szczezin, 
in Iraq. Germany has keenly sponsored 
Polish membership of both NATO and the 
EU, and some Germans resent the Poles’ 
contrarian and (as they see it) hubristic be- 
haviour over Iraq. A commentator in a 
leading German newspaper this week de- 
scribes Poland as America’s “Trojan don- 
key”. Another calls the Poles “insolent”. 

Several other new Europeans have 
flirted with America over Iraq, with a view 
to cosier relations. For example, Romania 
and Bulgaria let their bases be used as stag- 
ing posts. Both are in line to join NATO; 
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and both are keen for America to set up 
new permanent bases on their territory. In 
particular, they would like to be beneficia- 
ries of a reorganisation of American bases 
in Europe, which may involve closing 
some in Germany and creating new ones 
further east, whatever Russia’s moans. 

There are some good strategic reasons 
for such a move. With the cold war over, it 
makes sense to concentrate American 
power nearer the Middle East and Central 
Asia, as wellas the Balkans. General James 
Jones, the American commander in Eu- 
rope, prefers lighter, expeditionary de- 
ployments to hulking installations with 
thousands of dependants (around 80,000 
in Germany, along with the 71,000 troops 
still based there). Some Germans resent 
the Americans anyway, and Germany is 
expensive, though so is moving. For all 
that, some American congressmen see this 
revision of America’s military posture as 
punishment for Germany’s supposed per- 
fidy over Iraq and a reward for its eastern 
neighbours’ loyalty. 


Watch it, you oldies 
All this looks bad for some “old” Europe- 
ans. Every offer of support from newcom- 
ers (as well as from oldies such as Span- 
iards, Italians and Danes) for Iraq’s 
reconstruction helps make the American- 
led campaign seem more than just a quix- 
otic Anglo-Saxon crusade and serves to 
isolate the rejectionists, some of whom are 
concluding that the Americans are trying 
to divide and rule (or at least marginalise) 
the Europeans. An American pull-out from 
Germany would be a huge political snub 
to an old ally, and cost thousands of jobs. 
In fact, a lot of the Americans are likely 


to stay put (at Ramstein air base, for in- » 
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> stance). And Poland’s adventure in Iraq 
could, in the end, help heal the divisions 
within Europe, and between Europe and 
America, rather than exacerbate them. 

Germany, far more than France, is cur- 
rently trying to scramble off the hook on 
which its pre-war diplomacy over Iraq 
landedit. And America, while pleased that 
the Poles and others are offering to lend a 
hand in Iraq, would prefer to have a more 
substantial, multilateral imprimatur for 
their endeavours. Ideally, if the terms 
suited, it would come from the UN. 

But there are other possibilities. Poland 
and the other new Europeans could help 
both sides out by drawing other NATO 
countries in. It is understandable, given 
their country’s history, that the Poles are 
enjoying punching above their weight and 
being fêted by President George Bush 


(who may visit them soon) and Mr Rums- 
feld. At the same time, they are already 
stressing that they want European coun- 
tries to share the burden. The 1,500-2,200 
Polish soldiers that are being talked about 
for Iraq are hardly enough for the job. 

In due course that may mean a NATO 
involvementin Iraq. If the Poles were to re- 
quest NATO’s help, some fellow members 
might be more accommodating than they 
would be to a direct American request. The 
Poles, who care about NATO and Amer- 
ica’s commitment to it more than some 
other members, would like to prove to the 
Americans that NATO still has its uses, de- 
spite recent form. Something similar has 
happened in Afghanistan, where NATO 
has eventually assumed a big role. So Po- 
land may yet turn out to be NATO’s Trojan 
horse rather than America’s donkey. m 





Russia’s Muslims 


Facing extreme prejudice 


MOSCOW 


Russia’s Muslim population is growing and changing, but the government’s 


approach to itis not keeping pace 


HEN Talgat Tadzhuddin declared ji- 

had on the United States a month 
ago, he probably thought Vladimir Putin 
would be pleased. Russia’s president had 
condemned the war on Iraq. The chairman 
of the Muslim Spiritual Board, based in the 
city of Ufa, in Bashkortostan, wanted to 
show support. It is even thought that 
someone in the Kremlin gave him the go- 
ahead. But the venture backfired. Mr Putin 
disapproved, Mr Tadzhuddin was threat- 
ened with prosecution, and Ravil Gainut- 
din, the Moscow-based head of the Coun- 
cil of Muftis and Mr Tadzhuddin’s 
arch-rival, moved one step closer to the po- 
sition they both covet, that of Islam’s chief 
spokesman in Russia. 

Yet both men have reason to be wary. 
Mr Putin has shown that he likes to deal 
with religions, as with other social orga- 
nisations, along Soviet lines: through a sin- 
gle, pliable leader. The patriarch of the Or- 
thodox Church has long been a key lever 
of governmental influence. Mr Putin’s ad- 
ministration has heavily favoured one of 
the two chief rabbis who vie for leader- 
ship of the Jewish community. “I think the 
president would find it comfortable to 
have one person who represented Islam at 
a high level,” says Mr Gainutdin, with 
thinly veiled ambition. 

Such a leader would, in theory, speak 
for an increasingly important part of Rus- 
sia. Muslims number anywhere from 11m 
to 25m, or 7% to 17% of the population, in- 
cluding those who are culturally Muslim 
but do not practise the religion; nobody 


will know the figures for sure until data 
from last year’s census are published. But 
they are likely to show that Russia has a 
higher proportion of Muslims than any 
western European country. And, unlike 
the rest of Russia’s population, the Muslim 
community is almost certainly growing. 
Moreover, since the Soviet Union col- 
lapsed, giving freedom to study in reli- 
gious schools and make the haj, there has 
been an enormous Islamic revival; over a 
thousand new mosques and dozens of re- 
ligious schools have opened, often with 
government assistance. 

It is no surprise, then, that the Kremlin 
wants control through a single leader. Es- 
pecially since the Russian state is at least as 
twitchy about Islamic extremism as the 
American one. Russia has a huge border 
with mostly Muslim Central Asia; the Mid- 
dle East is not far away; and in the break- 
away republic of Chechnya there is a 
strong current of Islamic radicalism 
among the rebels. Officials regularly 
blame “Wahhabis” for stoking the conflict. 

Yet their fear seems to be based on igno- 
rance. “The main directorate of the FsB [the 
internal security service] anti-terrorist unit 
has no real Islamic expert,” says Shamil 
Beno, a former Chechen foreign minister. 
Wahhabism is a purist form of Islam 
founded in the 18th century and now prev- 
alent in Saudi Arabia, but the Soviet au- 
thorities first used the term to label all ene- 
mies in the Afghanistan war in the 1980s, 
and it was later applied to radicals in 
Chechnya and other parts of the North 
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Caucasus, whatever their religious sect. 

Wahhabism and extremism do exist 
there; but both are imports. Unlike their 
brethren in western Europe, most of them 
immigrants, Russia’s Muslims predate its 
Orthodox Christians. And while those of 
the Caucasus have always been more re- 
bellious than the communities concen- 
trated in the Volga-Urals area (see map), 
many of their leaders too collaborated 
with the Soviet authorities. Radicalism has 
only appeared in the Caucasus in the past 
five years, according to surveys by Galina 
Yemelianova, at Birmingham University 
in England, and her colleagues. The des- 
peration after years of war and poverty, 
she says, made some people receptive to 
the preaching of missionaries from the 
Middle East and itinerant mujahideen 
from Afghanistan. In other areas, she says, 
itis a tiny phenomenon. 

Yet Wahhabism has become such a 
buzzword that both the rival muftis, in 
their attempts to win favour with the 
Kremlin, have accused each other and 
other Muslim leaders of fomenting it. 
Chechnya’s Moscow-appointed adminis- 
trator and former mufti, Akhmad Kadyrov, 
was once a separatist rebel but got his cur- 
rent job partly because he condemned 
Wahhabism as alien to the region’s Sufi tra- 
ditions. And the fear of extremism makes a 
handy smokescreen for the government’s 
failure to deal with the causes of the Che- 
chen conflict. “It’s more comfortable for a 
guy like Putin to think of a strong threat 
and put aside social and economic pro- 
blems with local roots,” says Alexei Mala- 
shenko, of the Carnegie Endowment’s of- 
fice in Moscow. 

The result is that Russian non-Muslims 
increasingly fear Islam, while Russian 
Muslims increasingly distrust the authori- 
ties. One sign of the gulf between them 
came last year when the interior ministry 
banned women from wearing head- >> 
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> scarves in photographs for official docu- 
ments. A group of women in Tatarstan, 
where headscarves had fast become popu- 
lar, challenged the ban as an unconstitu- 
tional curb on freedom of religion. This 
March the Supreme Court turned down 
their final appeal. As Islamic movements 
gain strength, other sore points, such as the 
army’s refusal to allow Muslim services on 
base, could breed open conflict too. 

Which is why the government badly 
needs a good go-between; and why Messrs 
Gainutdin and Tadzhuddin are slugging it 
out for the job. The problem is that neither 
they nor anyone else can claim to speak for 
Russia’s Muslims. Clerics’ positions “are 
more related to their closeness to power 
than to their spiritual authority,” says 
Dmitry Makarov, of Moscow’s Institute 
for Oriental Studies. No one imam has 
widespread appeal. Heidar Jemal, chair- 
man of the Islamic Committee and the 
most prominent non-clerical Muslim 
spokesman, agrees: “These are bogus muf- 
tis... The real Muslim leaders are many: po- 
litical leaders, moral and ideological fig- 
ures, businessmen.” 

They are, in fact, such people as Mr Je- 
mal, who sprinkles his conversation liber- 
ally with references to Hegel and Kant and 
wants to rejuvenate Islamic philosophy. 
Or Mr Beno, who hopes to set up a new 
school of figh (Islamic jurisprudence). 
Muslims in Russia, like those across the 
world, face growing questions about their 
faith, he says, and therefore “the deepen- 
ing of fundamentalism in Russia is inev- 
itable...But this is a purely religious pro- 
cess; it isn’t extremism.” The question is 
whether the Kremlin can understand that. 
Unfortunately, its current approach tends 
to treat new movements as potential 
threats—and that risks turning them into 
realones. m 


Austria’s big strike 


Europe 43 


Meet Wolfgang Thatcher 


VIENNA 


Austria’s old system of consensus and compromise may be under threat 


HE annual average number of days lost 

per Austrian worker as a result of 
strikes used to be measured, not actually in 
days, but in seconds. That was thanks to 
the country’s vaunted “social partner- 
ship”, a corporatist arrangement set up 
after the second world war whereby trade 
union officials, business leaders and gov- 
ernment ministers cut back-room deals on 
wages, work conditions and most social 
and economic legislation. For half a cen- 
tury, it worked. This week, on May 6th, the 
country was brought to a halt by a rare 
country-wide strike. Is the old system fall- 
ing apart? 

The strike, organised by the main trade- 
union group, the GGB, stymied public 
transport and closed schools and dozens 
of the country’s biggest companies, in 
protest against the government's plans to 
overhaul Austria’s pension system. The 
unions say they will continue various 
strikes until the coalition of Chancellor 
Wolfgang Schiissel’s People’s Party and the 
far-right Freedom Party withdraws its 
controversial proposals. 

Mr Schiissel is unlikely to budge—and 
the union leaders probably know it. Most 
Austrians feel edgy about the govern- 
ment’s pension proposals, which would 
reduce pensions under the current pay-as- 
you-go system for future retirees by a good 
10% (and by 30% in some cases). Most of 
them support the strikes. But they would 
probably change their minds if the unions’ 
activities were to start disrupting ordinary 
people’s lives on a wider scale and if the 
economy began to suffer badly as a result. 
Austrians certainly don’t tolerate strikes in 
the way many Italians and French people 
do. So Mr Schiissel will sit tight. Unless the 
Freedom Party’s former leader, Jörg 
Haider, a maverick populist, launches an- 
other revolt within his party, parliament 
will probably pass the pension bill next 
month. 

The union leaders see strikes as the 
only way to reassure their angry members 
that the unions still care—and matter. But 
they could risk playing into Mr Schiissel’s 
hands. For he is determined to end Aus- 
tria’s system of consensus politics, which 
he thinks is preventing the country from 
meeting the challenges of globalisation 
and from succeeding in an ever-more-com- 
petitive world market. 

His first blow against the old culture of 
compromise came three-and-a-half years 
ago when he took his party out of the 


“srand coalition” led by the Social Demo- 
crats and struck a controversial bargain 
with Mr Haider’s Freedomites. A new co- 
alition of the unadulterated right pushed 
Austria’s traditional social partners—the 
trade-union association, the left-wing 
chamber of labour and the conservative 
business chamber-to the sidelines, while 
letting them draft some bills, including one 
that obliged companies to set up private 
pension schemes. 

But in this latest spat, over state pen- 
sions, Mr Schüssel has decided to snub not 
only the trade unions but also the business 
chamber and its president, who leads a 
powerful faction in Mr Schiissel’s own 
party. The chancellor, it seems, looks to 
Margaret Thatcher for his inspiration. If he 
can cut the unions down to size, he intends 
to liberalise further, among other things by 
loosening Austria’s restrictive shopping 
hours and by weakening labour-market 
protection. 

If that means a prolonged punch-up 
with the still powerful unions, some busi- 
nessmen fear that investors may be scared 
off. Until now, social partnership and the 
pragmatism of unions and bosses have 
helped make Austria rich. Much depends 
on whether Mr Schiissel’s more abrasive 
approach continues to be backed in his 
own party, most of whose members prob- 
ably still prefer the old system of Gemiit- 
lichkeit (cosy joviality) to the bone-crack- 
ing of a Thatcherite revolution. m 
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Croatia’s politics 
A voice from 
the grave 


ZAGREB 
A dead general shows up the feebleness 
of ashaky government 


HEN Janko Bobetko (pictured above) 
died on April 29th, the government 
of Croatia probably breathed a sigh of re- 
lief. But that was before the funeral of the 
84-year-old general on May 2nd provided 
yet more evidence of the confusion within 
Ivica Racan’s centre-left government. 
Bobetko, a former Yugoslav army gen- 
eral, had been wanted since last Septem- 
ber by the UN’s war-crimes tribunal in The 
Hague for atrocities allegedly committed 
by his troops when he was chief of staff of 
Croatia’s army during most of the war of 
independence in the early 1990s. Fearful 
of reaction from a public used to seeing 
him as a hero, the government challenged 
the indictment in The Hague, and then, 
when that failed, declined to hand the in- 
dictment to Croatian judges for processing. 
In the end, the government’s blushes 
were spared when doctors ruled that the 
ageing general was too ill to stand trial. But 
already the previously friendly British and 
Dutch governments had frozen action on 
the European Union’s “stabilisation and 
association” agreement with Croatia, an 
early step towards future EU membership. 
The doctors’ ruling still left an embar- 
rassment: what was to be done next with 
the general? His death solved that pro- 
blem—but not for long. The government 
was unable to persuade his family to ac- 
cept a state military funeral. The funeral in- 
stead became a rally for the nationalist 
right. Mr Racan had to put up with severe 
criticism when he paid his respects at the 
cemetery after the service. 
The muddle has been typical of his gov- 
ernment since it took power in early 2000 


German universities 
Pay up, young’uns 


BERLIN 
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The taboo against making students pay fees at state universities is being broken 


Fo three decades, all state higher 
education in Germany has been free. 
Just before last year’s general election, 
Chancellor Gerhard Schröder decided to 
enshrine this in law, at least for first de- 
grees. But now, with an ever-tighter 
squeeze on public spending, a growing 
number of university heads and govern- 
ments of Germany’s 16 Lander (states) 
are arguing for student fees, to ease uni- 
versities’ crowded lecture halls, update 
their ill-equipped libraries and improve 
their declining research performance. 

Although Germany’s universities are 
free, less than a third of school-leavers 
go on to them, compared with an aver- 
age of nearly half in other rich countries. 
And nearly a third of those who do go 
drop out before completing their 
course—double the British rate; under a 
fifth actually get a degree. The Diplom, as 
a first degree is called, is of a higher stan- 
dard than the American or British equiv- 
alent. But Germans take, on average, 
six-and-a half years to get it. Many take 
far longer, all at the taxpayers’ expense. 

As aspur to dawdlers, the Christian 
Democratic state of Baden-Wiirttemberg 
decided four years ago to introduce fees 
of €500 ($550) for every half-year of 
study after six-and-a-half years. The 
scheme has halved the number of long- 
term students, while putting extra cash 
into university coffers. Three other states 
run by Christian Democrats—the Saar- 
land, Hamburg, and Thuringia—plan to 
follow suit. 

Some Social Democrats are also be- 
ginning to broach what has long been 
considered a taboo subject among their 
faithful. Wolfgang Clement, the govern- 
ment’s superminister for economics and 
employment, was himself not so long 
ago keen on the idea. In the general-elec- 


after defeating the nationalist Croatian 
Democratic Union (HD2) in a general elec- 
tion. The government has quivered at the 
prospect of protests by war veterans over 
extraditions to The Hague, and by trade- 
unionists over economic reforms. With a 
general election due early next year but 
likely to be held this year, it has grown 
even more timid, in a variety of areas. 

It has offered to guarantee the debts of 
several troubled companies—a tactic ex- 
pensively and unsuccessfully used by the 
HDZ government as the previous election 
approached. Privatisation remains stalled; 
a row with the Peasants’ Party, the largest 
coalition partner of Mr Racan’s Social 


tion campaign last summer, he said that 
long-term students in North Rhine-West- 
phalia, Germany’s most populous state, 
of which he was then premier, would 
have to start paying fees. Thousands 
promptly took to the streets in protest. 
Fearful of losing votes, Mr Schréder hast- 
ily called Mr Clement to order. A univer- 
sity place, he declared, should depend 
on “what a student has in his head, not 
what daddy has in his wallet”. Federal 
legislation banning fees for first degrees 
was hastily rushed through. 

The idea of fees for long-term stu- 
dents was not, in fact, squashed flat, as 
the ban covers only the four or five years 
deemed normal for a first degree. Baden- 
Württemberg and five other Christian 
Democratic states have nevertheless de- 
cided to challenge the ban before the 
Constitutional Court, arguing that the 
federal government has no right to inter- 
vene in education, which is meant to be 
a strictly state responsibility. 

Their challenge could well succeed. 
Fees could then soon become common, 
especially if Mr Schröder fulfils another 
election pledge, to raise the proportion 
of school-leavers going to university 
from 30% to the OECD’s average of 45%. 
Many universities feeling the pinch (in 
Berlin, for instance) would be pleased. 
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Democrats, led him to dismiss the entire 
board of the privatisation agency. Even the 
government’s application in February for 
full EU membership seemed an act of ges- 
ture politics rather than policy. 

It is all a far cry from the excitement of 
January 2000, when the then opposition 
swept aside the HDz after nearly ten years 
of the late President Franjo Tudjman’s nat- 
ionalist, authoritarian rule. A disillusioned 
electorate is even looking again towards 
the DZ. In the end, distrust of that party, 
and fear of what the EU might say, may 
prevent the nationalists recapturing 
power. If so, Mr Racan will owe his sur- 
vival to this, not to his own efforts. m 
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Charlemagne | Snoring while a superstate emerges? 


The European Union’s powers are quietly but steadily growing 
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RITICS of the European Union often warn that it is in danger 
of mutating into a “superstate” which gobbles up the pow- 
ers of the 15 countries that belong to it. Rather than being alarm- 
ist, this warning is in some ways curiously behind the times. In 
most EU countries more than half of new laws are already 
drafted in Brussels and then simply translated into national law. 
Getting firm statistics is tricky. The Economist contacted all the 
major Brussels institutions and embassies to ask for estimates of 
the balance between national and European legislation across 
the EU. In most cases the responses were variants of “darned if I 
know”. But of those prepared to offer anumber, all reckoned that 
EU legislation now accounts for more than 50% of new laws. The 
Austrians think that 60-70% of their domestic legislation is now 
framed in Brussels. A study by France’s Conseil d’Etat in the early 
1990s estimated that 55% of new French laws were being drafted 
in Brussels, a figure thought to have remained broadly stable. 
Lord Inglewood, a British member of the European Parliament’s 
constitutional affairs committee, puts the figure for Britain at 
about 50%. John Cridland of the Confederation of British Indus- 
try reckons that, of the 120 policy dossiers his organisation is 
dealing with, around half are essentially European issues—rang- 
ing from health and safety regulations, to the rules about tempo- 
rary work and the standardisation of railway gauges. 

The single biggest torrent of European legislation was un- 
leashed by the formation of a single market which was agreed 
upon in 1985. As the single market has bedded down, the num- 
ber of new directives and regulations decided on in Brussels has 
actually declined—from over 361 in 1995 to a mere 241 in 2000. 
But this may be just a temporary pause. This week the European 
Commission announced plans for a new lot of legislation to bol- 
ster the single market for services, which account for 70% of 
GDP. The commission is hoping to push through legislation tack- 
ling everything from the regulation of professional qualifica- 
tions to sales promotions. 

The Evu’s writ runs well beyond internal-market regulations. 
The biggest areas for new legislation at the moment are the envi- 
ronment, public health, consumer protection and internal secu- 
rity. For all the talk of “subsidiarity”—making law and policy at 
the most local level possible—the urge to Europeanise is still very 
powerful in Brussels. Both the commission and the European 





Parliament have an institutional interest in expanding their 
powers (“competences”, in Euro-speak). The system of giving 
each country six months to set the Eu’s policy agenda also en- 
courages headline-grabbing initiatives. Nick Clegg, a Liberal 
Democratic MEP, argues that, though the flow of new laws has 
slowed,“The political momentum towards a relentless expan- 
sion of the acquis [EU law and competences] is constant.” 

Sometimes it takes a crisis to create an opening for action 
from Brussels. The terrorist attacks on the United States gener- 
ated the political will to push through an old idea—to create a 
European arrest warrant—which had hitherto been too contro- 
versial, since it expands the Eu’s remit into criminal law. Last 
year’s oil-spill off the coast of Spain led to a new drive for Euro- 
pean legislation on tankers. Rulings from the European Court of 
Justice also play a role in expanding EU powers. Last November 
the court ruled that bilateral airline deals struck between 
individual Eu countries and the United States violate European 
law, so the commission is now pressing to take over the negotia- 
tion of international aviation deals. 

The rule of thumb is that an EU role is demanded wherever a 
faintly plausible case can be made that an issue needs to be dealt 
with “on a cross-border basis”. But even this rule can be ditched, 
particularly if a piece of legislation can be sold as socially pro- 
gressive. The working hours of professionals like doctors in one 
EU country have few implications for the citizens of another, but 
they are regulated in Brussels in the name of “the European so- 
cial model”. On occasion this desire to promote an EU vision of 
society leads to a higher level of policy integration than is 
achieved in the United States. For example, the death penalty is 
banned across the Eu but in America it is for individual states to 
decide whether to keep it or not. 

There were those who hoped that the convention on Europe’s 
future, currently under way in Brussels, would lead to a little jud- 
icious trimming of the EU’s powers. That now seems highly un- 
likely. Alain Lamassoure, a prominent member of the 
convention, reckons that the EU’s powers will stay broadly sta- 
ble, with one big exception—immigration and internal security— 
where they will be expanded. He argues that the convention’s 
real goal should be to ensure that the Union’s enormous powers 
are exercised in a more open and democratic fashion. 


Wake up! 

That is surely desirable. But it still seems unlikely that the Euro- 
pean public will take much interest in the goings-on in Brussels. 
This somnolent attitude is an irritation both to Euro-enthusiasts 
and to Euro-sceptics, who find it baffling that people take so little 
interest in the making of the laws that govern their lives. 

But there are explanations. The EU may account for more 
than half of all legislation across the Union, but it tends to deal 
with the boring stuff. The issues that get people marching in the 
street—pensions, welfare benefits, education—are still largely run 
at a national level, although the Eu is beginning to nibble at the 
edges. New directives are in the works to regulate cross-border 
aspects of pensions and health care. And while the European 
Union is a legal and regulatory giant, it is a fiscal dwarf. The total 
EU budget is around 1% of its members’ total GDP, compared to a 
federal budget in the United States of around 24% of GDP. The 
Union has also yet to win the right to levy taxes. Europe’s nation- 
states have handed over the legislator’s quill-pen to Brussels, but 
they are still—so far—keeping a fairly firm grip on their wallets. = 
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So far, information technology has thrived on exponentials. Now it 
has to get back to earth, says Ludwig Siegele 


LOSE your eyes and think of informa- 

tion technology. You might picture 
your PC crashing yet again, and recall that 
your teenager was supposed to fix it. That 
leads you to the 12-year-old hacker who 
broke into a bank’s computer system the 
other day, which brings to mind the whizz- 
kids in a garage inventing the next big thing 
that will turn them into the youngest bil- 
lionaires ever. 

In IT, youth seems to spring eternal. But 
think again: the real star of the high-tech in- 
dustry is in fact a grey-haired septuagenar- 
ian. Back in 1965, Gordon Moore, co-foun- 
der of Intel, the world’s biggest chipmaker, 
came up with probably the most famous 
prediction in IT: that the number of tran- 
sistors which could be put on a single com- 
puter chip would double every 18 months. 
(What Mr Moore actually predicted was 
that the figure would double every year, 
later correcting his forecast to every two 
years, the average of which has come to be 
stated as his “law”.) 

This forecast, which implies a similar 
increase in processing power and reduc- 
tion in price, has proved broadly accurate: 
between 1971 and 2001, transistor density 
has doubled every 1.96 years (see chart 1, 
next page). Yet this pace of development is 
not dictated by any law of physics. Instead, 


it has turned out to be the industry’s natu- 
ral rhythm, and has become a self-fulfill- 
ing prophecy of sorts. 1T firms and their 
customers wanted the prediction to come 
true and were willing to put up the money 
to make it happen. 

Even more importantly, Moore’s law 
provided the IT industry with a solid foun- 
dation for its optimism. In high-tech, the 
mantra goes, everything grows exponen- 
tially. This sort of thinking reached its peak 
during the internet boom of the late 1990s. 
Suddenly, everything seemed to be dou- 
bling in ever-shorter time periods: eye- 
balls, share prices, venture capital, band- 
width, network connections. The internet 
mania began to look like a global religious 
movement. Ubiquitous  cyber-gurus, 
framed by colourful PowerPoint presenta- 
tions reminiscent of stained glass, prophe- 
sied a digital land in which growth would 
be limitless, commerce frictionless and de- 
mocracy direct. Sceptics were derided as 
bozos “who just don’t get it”. 

Today, everybody is older and wiser. 
Given the current recession in IT, the idea 
of a parallel digital universe where the 
laws of economic gravity do not apply has 
been quietly abandoned. What has yet to 
sink in is that the current downturn is 
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> other cycle in the technology industry. 
Rather, as this survey will argue, the sector 
is going through deep structural changes 
which suggest that itis growing up or even, 
horrors, maturing. Silicon Valley, in par- 
ticular, has not yet come to grips with the 
realities, argues Larry Ellison, the chief ex- 
ecutive of Oracle, a database giant (who at 
58 still sports a youthful hairdo). “There’s a 
bizarre belief that we'll be young forever,” 
he says. 

It is not that Moore’s law has suddenly 
ceased to apply. In fact, Mr Moore makes a 
good case that Intel can continue to double 
transistor density every 18 months for an- 
other decade. The real issue is whether this 
still matters. “The industry has entered its 
post-technological period, in which itis no 
longer technology itself that is central, but 
the value it provides to business and con- 
sumers,” says Irving Wladawsky-Berger, a 
senior manager at IBM and another grey- 
haired industry elder. 

Scholars of economic history are not 
surprised. Whether steam or railways, 
electricity or steel, mass production or 
cars—all technological revolutions have 
gone through similar long-term cycles and 
have eventually come of age, argues Car- 
lota Perez, a researcher at Britain’s Univer- 
sity of Sussex, in her book “Technological 
Revolutions and Financial Capital: The 
Dynamics of Bubbles and Golden Ages” 
(Edward Elgar, 2002). 

In her model (see chart 2), technological 
revolutions have two consecutive lives. 
The first, which she calls the “installation 
period”, is one of exploration and exuber- 
ance. Engineers, entrepreneurs and inves- 
tors all try to find the best opportunities 
created by a technological big bang, such 
as Ford’s Model T in 1908 and Intel’s first 
microprocessor in 1971. Spectacular finan- 
cial successes attract more and more capi- 


tal, which leads to a bubble. This is the 
“gilded age” of any given technology, “a 
great surge of development”, as Ms Perez 
calls technological revolutions. 

The second, or “deployment”, period is 
a much more boring affair. All the quick 
bucks have been made, so investors prefer 
to put their money into the real economy. 
The leading firms of the new economy be- 
come bigger and slower. The emphasis is 
no longer on raw technology, but on how 
to make it easy to use, reliable and secure. 
Yet this period is also the “golden age” of a 
technology, which now penetrates all 
parts of society. 

These two periods of a technological 
revolution are separated by what Ms Perez 
calls a “turning point”—a crucial time for 
making the choices that determine 
whether a technological revolution will 
deliver on its promises. In her book, she 
concentrates mainly on the social and reg- 
ulatory decisions needed to allow wide- 
spread deployment of new technology. 
But the same argument applies to technol- 
ogy vendors and customers. To enter their 
“golden age”, they have to leave their 
youthful excesses behind and grow up. 


A duller shade of gold 

This survey will examine how much grey 
the 1T industry (and their leaders’ hair) has 
already acquired. The first three chapters 
are about technological shifts, and how 
value is moving from the technology itself 
to howitis applied. Many of the wares that 
made the IT industry’s fortunes in the in- 
stallation period are becoming a commod- 
ity. To overcome this problem, hardware 
vendors are developing new software that 
allows networks of machines to act as one, 
in effect turning computing into a utility. 
But the 1T industry’s most profitable layer 
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will be services of all kinds, such as soft- 
ware delivered as an online service, or 
even business consulting. 

The second half of this survey looks at 
institutional learning, which has caused 
the value created by the IT industry to be 
increasingly captured by its customers. For 
the first time in its history, the 1T industry 
is widely adopting open standards. 
Equally important, buyers are starting to 
spend their 1T budgets more wisely. Mean- 
while, the industry’s relationship with 
government is becoming closer. 

All this suggests that the technology in- 
dustry has already gone greyish at the tem- 
ples since the bubble popped, and is likely 
to turn greyer still. Sooner or later the sec- 
tor will enter its “golden age”, just as the 
railways did. When Britain’s railway ma- 
nia collapsed in 1847, railroad shares 
plunged by 85%, and hundreds of busi- 
nesses went belly-up. But train traffic in 
Britain levelled off only briefly, and in the 
following two decades grew by 400%. 

So are the IT industry’s best days yet to 
come? There are still plenty of opportuni- 
ties, but if the example of the railways is 
anything to go by, most IT firms will have 
to make do with a smaller piece of the pie. 
As this newspaper (then called The Econo- 
mist, Weekly Commercial Times, Bankers’ 
Gazette, and Railway Monitor) observed in 
1857: “Itis a very sad thing unquestionably 
that railways, which mechanically have 
succeeded beyond anticipation and are 
quite wonderful for their general utility 
and convenience, should have failed com- 
mercially.” 

Brad DeLong, an economics professor 
at the University of California at Berkeley, 
puts it somewhat more succinctly: “I am 
optimistic about technology, but not 
about profits.” m 
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| GOOGLE were to close down its popu- 
lar web-search service tomorrow, it 
would be much missed. Chinese citizens 
would have a harder time getting around 
the Great Firewall. Potential lovers could 
no longer do a quick background check on 
their next date. And college professors 
would need a new tool to find out whether 
a student had quietly lifted a paper from 
the internet. 

Yet many IT firms would not be too un- 
happy if Google were to disappear. They 
certainly dislike the company’s message to 
the world: you do not need the latest and 
greatest in technology to offer outstanding 
services. In the words of Marc Andreessen 
of Netscape fame, now chief executive of 
Opsware, a software start-up: “Except 
applications and services, everything and 
anything in computing will soon become 
acommodity.” 

Exactly what is meant by “commoditi- 
sation”, though, depends on whom you 
talk to. It is most commonly applied to the 
PC industry. Although desktops and lap- 
tops are not a truly interchangeable com- 
modity such as crude oil, the logo on a 
machine has not really mattered for years 
now. The sector’s most successful com- 
pany, Dell, is not known for its technologi- 
cal innovations, but for the efficiency of its 
supply chain. 

As the term implies, “commoditisa- 
tion” is not a state, but a dynamic. New 
hardware or software usually begins life at 
the top of the 1T heap, or “stack” in geek 
speak, where it can generate good profits. 
As the technology becomes more wide- 
spread, better understood and standar- 
dised, its value falls. Eventually it joins the 
sector’s “sediment”, the realm of bottom 
feeders with hyper-efficient metabolisms 
that compete mainly on cost. 


Built-in obsolescence 

Such sedimentation is not unique to in- 
formation technology. Air conditioning 
and automatic transmission, once selling 
points for a luxury car, are now commod- 
ity features. But in 1T the downward move- 
ment is much faster than elsewhere, and is 
accelerating—mainly thanks to Moore’s 
law and currently to the lack of a new 
killer application. “The industry is simply 


too efficient,” says Eric Schmidt, Google’s 
chief executive (who seems to have gone 
quite grey during his mixed performance 
at his previous job as boss of Novell, a soft- 
ware firm). 

The IT industry also differs from other 
technology sectors in that its wares be- 
come less valuable as they get better, and 
go from “undershoot” to “overshoot,” to 
use the terms coined by Clayton Christen- 
sen, a professor at Harvard Business 
School. A technology is in “undershoot” 
when it is not good enough for most cus- 
tomers, so they are willing to pay a lot for 
something that is a bit better although not 
perfect. Conversely, “overshoot” means 
that a technology is more than sufficient 
for most uses, and margins sink lower. 

PCs quickly became a commodity, 
mainly because 1BM outsourced the com- 
ponents for its first venture into this mar- 
ket in the early 1980s, allowing others to 
clone the machines. Servers have proved 
more resistant, partly because these pow- 
erful data-serving computers are compli- 
cated beasts, partly because the internet 
boom created additional demand for high- 
end computers running the Unix operat- 
ing system. 

But although expensive Unix systems, 
the strength of Sun Microsystems, are— 
and will probably remain for some time—a 
must for “mission-critical” applications, 
servers are quickly commoditising. With 
IT budgets now tight, firms are increas- 
ingly buying computers based on rc tech- 
nology. “Why pay $300,000 for a Unix 
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server,” asks Mr Andreessen, “if you can 
get ten Dell machines for $3,000 each—and 
better performance?” 

Google goes even further. A visit to one 
of the company’s data centres in Silicon 
Valley is a trip back to the future. In the 
same way that members of the Valley’s 
legendary Homebrew Computer Club put 
together the first pcs using off-the-shelf 
parts in the early 1970s, Google has built a 
huge computer system out of electronic 
commodity parts. 


Modern Heath Robinsons 

When the two Stanford drop-outs who 
founded Google, Sergey Brin and Larry 
Page, launched the company in 1998, they 
went to Fry’s, an electronics outlet where 
the Valley’s hardcore computer hobbyists 
have always bought their gear. Even today, 
some of the data centres’ servers appear to 
be the work of tinkerers: circuit boards are 
sagging under the weight of processors 
and hard disks, and components are at- 
tached by Velcro straps. One reason for the 
unusual design is that parts can be easily 
swapped when they break. But it also al- 
lows Google’s servers to be made more 
powerful without having to be replaced 
completely. 

What makes it easier for Google to 
swap off-the-shelf components is that 
much of its software is also a commodity 
of sorts. Its servers run Linux, the increas- 
ingly popular open-source operating sys- 
tem developed by a global community of 
volunteer programmers, and Apache, an- 
other open-source program, which dishes 
up web pages. 

Because Google has always used com- 
modity hardware and software, it is not 
easy to calculate how much money it has 
saved. But other firms that have recently 
switched from proprietary gear say they 
have significantly reduced their IT bill. 
Amazon.com, the leading online shopping 
mall, for instance, managed to cut its quar- 
terly technology spending by almost $20m 
(see chart 3). 

The most interesting feature of Goo- 
gle’s data centre, however, is that its serv- 
ers are not powered by high-end chips, 
and probably will not have Itanium, Intel’s 
most powerful processor, inside for some >» 


> time yet. This sets Google apart among hot 
Silicon Valley start-ups, whose business 
plans are mostly based on taking full ad- 
vantage of the exponential increase in 
computing power and similar growth in 
demand for technology. 

“Forget Moore’s law,” blared the head- 
line of a recent article about Google in Red 
Herring, a now-defunct technology maga- 
zine. That is surely overblown, but Goo- 
gle’s decision to give Itanium a miss for 
now suggests that microprocessors them- 
selves are increasingly in “overshoot”, 
even for servers—and that the industry’s 
30-year race for ever more powerful chips 
with smaller and smaller transistors is 
coming to an end. 

Instead, other “laws” of the semi- 
conductor sector are becoming more im- 
portant, and likely to change its underlying 
economics. One is the fact that the cost of 
shrinking transistors also follows an ex- 
ponential upward curve. This was no pro- 
blem as long as the 1T industry gobbled up 
new chips, thus helping to spread the cost, 
says Nick Tredennick, editor of the Gilder 
Technology Report, a newsletter. But now, 
argues Mr Tredennick, much of the de- 
mand can be satisfied with “value transis- 
tors” that offer adequate performance for 
an application at the lowest possible cost, 
in the same way as Google’s. “The indus- 
try has been focused on Moore’s law be- 
cause the transistor wasn’t good enough,” 
he says. “In the future, what engineers do 
with transistors will be more important 





The network is becoming the computer—and the IT 


OMPUTING is supposed to be the ulti- 

mate form of automation, but today’s 
data centres can be surprisingly busy with 
people. When an application has to be up- 
dated or a website gets more visitors than 
expected, system administrators often 
have to install new programs or set up new 
servers by hand. This can take weeks and 
often turns out to be more complicated 
than expected. 

Google’s data centres, however, look 
deserted most of the time, with only about 
30 employees to look after a total of 54,000 
servers, according to some estimates. This 
isin part because machines doing searches 
need less care than those running complex 
corporate applications; but more impor- 
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than how small they are.” 

This is nothing new, counters Paul Otel- 
lini, Intel’s president. As chips become 
good enough for certain applications, new 
applications pop up that demand more 
and more computing power, he says: once 
Google starts offering video searches, for 
instance, it will have to go for bigger ma- 
chines. But in recent years, Intel itself has 
shifted its emphasis somewhat from mak- 
ing ever more powerful chips to adding 
new features, in effect turning its proces- 
sors into platforms. 

It recently launched Centrino, a group 
of chips thatincludes wireless technology. 
The Centrino chips are also trying to deal 
with another, lesser-known, limiting fac- 
tor in chipmaking: the smaller the proces- 
sors become, the more power-hungry and 
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tantly, the firm’s programmers have writ- 
ten code that automates much of what sys- 
tem administrators do. It can quickly 
change a computer that sifts through web 
pagesinto a server that dishes up search re- 
sults. Without the program, Google would 
have to hire many more people. 

It all goes to show that another law in 
computing, proclaimed by Gordon Bell, 
another greying industry legend, still 
holds true: in 1T, the dominant platform 
shifts every ten years or so. Mainframes, 
minicomputers, PCs and servers are now 
likely to be followed by a grid of comput- 
ers, either within a data centre or as a dis- 
parate collection of connected machines. 
The network will at last be the computer, 


sdominant platform) 


the hotter they get (see chart 4). This is be- 
cause of a phenomenon called leakage, in 
which current escapes from the circuitry. 
The resulting heat may be a mere inconve- 
nience for users of high-end laptops, who 
risk burning their hands or thighs, but it is 
a serious drawback for untethered devices, 
where it shortens battery life—and increas- 
ingly for data centres as well, as Google 
again shows. 


Cool chips 

The firm’s servers are densely packed to 
save space and to allow them to communi- 
cate rapidly. The latest design is an eight- 
foot rack stuffed with 80 machines, four on 
each level. To keep this computing power- 
house from overheating, it is topped by a 
ventilation unit which sucks air through a 
shaft in its centre. In a way, Google is doing 
to servers what Intel has done to transis- 
tors: packing them ever more densely. It is 
not the machines’ innards that count, but 
how they are put together. 

Google has thus created anew comput- 
ing platform, a feat that others are now rep- 
licating in a more generalised form. Geof- 
frey Moore (no relation), chairman of the 
Chasm Group, a consultancy, and a 
partner at Mohr, Davidow Ventures, a Sili- 
con Valley venture-capital firm, explains it 
this way: computing is like a game of Tetris, 
the computer-game classic; once all the 
pieces have fallen into place and all the 
hard problems are solved, a new playing 
field emerges for others to build on. m 
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to paraphrase a slogan coined by Sun Mi- 
crosystems. Machines will no longer sim- 
ply be attached to a network: instead, the 
network will allow them to act as one. 

Yet this new platform, which computer 
scientists like to call “grid computing”, is 
less about replacing old technology and 
more about managing the existing gear— 
another sign that 1T is maturing. Merrill 
Lynch’s Steve Milunovich, one of the lead- 
ing hardware analysts on Wall Street, says 
that 1T has entered the era of “managed 
computing”. Forrester Research, a high- 
tech consultancy, has coined the term “or- 
ganic IT”—a computing infrastructure that 
is not only built on cheap parts, but is also 
as adaptive asa living organism. Whatever >> 


» label the industry settles for, the race to 
lead in the next round of computing is al- 
ready on. The new platform gives those 
threatened by commoditisation a chance 
to differentiate themselves by moving up 
the technology stack to a potentially more 
lucrative layer. 

There is every incentive for HP, IBM, 
Microsoft and Sun, as well as a raft of start- 
ups, to encourage this shift, but there is also 
areal need for anew platform. Computing 
has certainly got faster, smarter and 
cheaper, but it has also become much 
more complex. Ever since the orderly days 
of the mainframe, which allowed tight 
control of IT, computer systems have be- 
come ever more distributed, more het- 
erogeneous and harder to manage. 


Managing complexity 

In the late 1980s, Pcs and other new tech- 
nologies such as local area networks 
(LANs) allowed business units to build 
their own systems, so centralised rT de- 
partments lost control. In the late 1990s, 
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the internet and the emergence of e-com- 
merce “broke 1T’s back”, according to For- 
rester. Integrating incompatible systems, 
in particular, has become a big headache. 
A measure of this increasing complex- 
ity is the rapid growth in the IT services in- 
dustry. According to some estimates, with- 
in a decade 200m IT workers will be 
needed to support a billion people and 
businesses connected via the internet. 
Managing a storage system already costs 
five times as much as buying the system it- 


Techniques, not technology — 


T O MOST people the world is round, 
but geeks often see it as a stack of lay- 
ers. In corporate computing, it starts with 
the hardware, on top of which sits the op- 
erating system, then the database, the 
applications and finally IT services. 
When their layer is getting commodi- 
tised, technology companies tend to 
move up the stack, where more money 
can be made. 

In their quest for greener pastures, IT 
firms have reached new heights by mov- 
ing into cutting-edge economics. Both HP 
and 1BM have opened labs to conduct re- 
search on the subject, in the hope that this 
will help them to offer their customers 
more sophisticated services. 

To be sure, economics has had its place 
in the 1T industry for some years now. HP, 
for instance, already uses software that 
simulates markets to optimise the air-con- 
ditioning systems in its utility data cen- 
tres. And 1BM’s Institute for Advanced 
Commerce has studied the behaviour of 
bidding agents, in the hope of designing 
them in such a way that they do not en- 
gage in endless price wars. 


Now HP is reaching even higher, with 
experimental economics. As the name 
implies, researchers in this field set up 
controlled experiments with real people 
and real money to see whether economic 
theories actually work. Perhaps surpris- 
ingly, itseems that they do, as demon- 
strated by the work of Vernon Smith of 
George Mason University in Virginia. (Mr 
Smith is considered the founding father 
of this field and won last year’s Nobel 
prize in economics.) | 


Secret agent 
HP goes further. The firm’s team of five re- 
searchers does not test economic theo- 
ries, but tries to create “novel 
mechanisms to improve the fluidity of in- 
teractions in the information economy”, 
says Bernardo Huberman, head of the 
group. In everyday language, the re- 
searchers are working on clever tools that 
make it easier to negotiate online, estab- 
lish reputations and make forecasts. 

Mr Huberman’s group already has 
something to show for its efforts. It has de- 
veloped a methodology for predicting un- 
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self, whereas less than 20 years ago the 
cost of managing the system amounted to 
only a third of the total (see chart 5). 

What is more, many of today’s IT sys- 
tems are a patchwork that is inherently in- 
efficient, so firms spend 70-90% of their IT 
budgets simply on keeping their systems 
running. And because those systems can- 
not adapt quickly to changes in demand, 
companies overprovide. They now spend 
almost $50 billion a year on servers, but 
the utilisation rate for these computers is 
often below 30%. 

Besides, complexity is bound to in- 
crease, predicts Greg Papadopoulos, Sun’s 
chief technology officer. Today, the elec- 
tronics to hook up any device to the net- 
work cost about $1. In ten years’ time, the 
price will be down to one cent. As a result, 
he says, the number of connected things 
will explode, and so will the possible 
applications. For example, it will become 
practical to track items such as razor blades 
(10% of which apparently disappear on 
their way from the factory to the shop). 


Sa se 

AFANI 
jE 
5 


IT firms hope to turn the dismal t 


/ 


¢, 
Pa A 


business ee: 
certain events using a small group of 
individuals. First, they find out about 

their subjects’ attitudes towards risk and 
their ability to forecast a given outcome. 
They then use this information to weight 
and aggregate their predictions of events, 
resulting in fairly accurate forecasts. 

These tools will first be used inside the 
company. The top management of one of 
HP’s divisions is already testing the fore- 
casting methodology to predict its reve- 
nue. But ultimately the firm wants to find 
outside customers for its research find- 
ings. American intelligence agencies, 
such as the c1A, have already shown in- 
terest. They need better tools to weigh the 
opinions of those who analyse incoming 
information. 

So at what point will firms such as HP 
and 1BM have moved far enough up the 
stack to cease to be traditional rT vendors 
and become service providers or con- 
sultancies? Most analysts agree that this 
metamorphosis is still some way off. But 
it already seems certain that in future IT 
firms will increasingly be in the business 
of techniques rather than technology. 
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When things get too complicated, engi- 
neers usually add a layer of code to con- 
ceal the chaos. In some ways, the current 
shift in computing is the equivalent of 
what happened when cars became easy to 
use and drivers only had to turn the key in- 
stead of having to hand-crank the engines. 
In geek speak, adding such a new layer is 
called “raising the level of abstraction”. 
This happened when Pc operating sys- 
tems first hid the nuts and bolts of these 
computers and gave them a simple user in- 
terface, and it is happening now with the 
new platform, which is already being com- 
pared to an operating system for data cen- 
tres or computing grids. 

Just like Google’s management pro- 


$ 3 


t your serv 
AL VUJUI 9301Y 








gram, this grid computing software (only 
half-jokingly called “griddleware” by 
some) automates much of the work of sys- 
tem administrators. But it is also supposed 
to serve a higher purpose: “virtualisation”. 
Put simply, this means creating pools of 
processing power, storage capacity and 
network bandwidth. A data centre, or a 
collection of machines on a network, thus 
becomes a virtual computer whose re- 
sources can be allocated as needed. The ul- 
timate goal is that managed computing 
will become rather like flying a modern jet 
plane: rT workers will tell the system what 
kind of applications it should run, and 
then deal only with exceptions. 

Although the rivals in this new field are 


Despite early failures, computin g will eventually become a utility 


ARC BENIOFF (not a grey hair in 
sight) is not afraid to mix religion and 
business. In late February, the practising 
Buddhist and chief executive of sales- 
force.com, a San Francisco start-up, invited 
200 customers and friends to a benefit con- 
cert featuring David Bowie, with proceeds 
going to the Tibet House, a New York cul- 
tural centre whose patron is the Dalai 
Lama. But Mr Benioff also used the event 
to get his firm’s message across: “Freedom 
from software”. 
The unusual mixture raised some eye- 
brows, but in a way Mr Benioff’s technol- 
ogy does indeed dispense with software. 


Clients can access the firm’s service via a 
web browser, which saves them having to 
install a complicated customer relation- 
ship management (CRM) program on their 
own computers. Some 6,300 customers in 
110 countries have already signed up for it, 
generating $52m in the past fiscal year, says 
Mr Benioff. 

Sceptics maintain that salesforce.com is 
not so much the leader of a new trend as a 
lone survivor of better times. Hundreds of 
application service providers (ASPs) were 
launched late in the dotcom boom, but 
few others have succeeded. This is mainly 
because with existing technology itis diffi- 


pretty much on the same technological 
track, their strategies are different. Some of 
the numerous start-ups already have 
working products—and no hidden agenda, 
says Mr Andreessen, of Opsware, the lead- 
ing newcomer: “We don’t need to push our 
customers also to buy other stuff from us.” 
The incumbents, on the other hand, want 
the new software layer to protect their old 
business models as well. HP’s Utility Data 
Centre (UDC) initiative and Sun’s N1 plan 
are supposed to help these firms sell their 
profitable hardware. 1BM’s “autonomic 
computing” effort goes hand-in-hand with 
Big Blue’s 1T services business. And Micro- 
softs Dynamic Services Initiative (Ds?) is 
tightly linked with its Windows operating 
system. 

Yet despite such arm-twisting, custom- 
ers are unlikely to bet solely on newcom- 
ers. Only the biggest vendors will really be 
able to deliver managed computing, ar- 
gues Shane Robinson, the chief technol- 
ogy officer of HP, which has much riding 
on the new platform. According to the 
Gartner Group, a consultancy, HP is lead- 
ing in virtualisation, and views manage- 
ment software as its big opportunity. 

Once thing is clear: once all the techni- 
cal challenges of grid computing have 
been overcome, hardware will have be- 
come a true commodity. Machines, stor- 
age devices and networks will lose their 
identity and feed into pools of resources 
that can be tapped as needed. This lique- 
faction of hardware, in turn, will allow 
computing to become a utility, and soft- 
ware a service delivered online. m 


cult to make money on a high-end soft- 
ware service. 

But not for much longer. Thanks to the 
technological trends outlined in the previ- 
ous two articles, computing is becoming a 
utility and software a service. This will 
profoundly change the economics of the 
IT industry. “The internet spells the death 
of the traditional software business 
model,” predicts Mr Benioff. 

This is not as earth-shattering as it 
sounds. As other technologies matured, 
buyers were given more choice in how to 
acquire them, says IBM’s Irving Wladaw- 
sky-Berger. In the early days of electricity, >» 
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> for instance, most firms had to have their 
own generators. Now most can get their 
power from the grid. Similarly, he says, it 
would be surprising if in 20 years’ time 
most of IT was not outsourced. 

Traditionally, companies wanting to in- 
vest in computer systems did not have 
much choice: they had to build and oper- 
ate their own. To be sure, they could out- 
source the work to companies such as EDS 
and IBM Global Services, but in technical 
terms that did not change much, because 
such firms usually operate dedicated com- 
puter systems for each customer. 


There must be a better way 

When it comes to enterprise software, in 
particular, this way of delivering technol- 
ogy creates a somewhat perverse set of 
economics. Software is a service at heart, 
albeit an automated one, but it is sold 
much like a manufactured good. Custom- 
ers have to pay large sums of money up 
front, bear much of the risk that a program 
may not work as promised, and cannot 
readily switch vendors. 

IT firms, for their part, have to spend a 
lot of resources on marketing and distribu- 
tion, rather than concentrating on de- 
veloping software that works well and is 
easy to use. Network effects and Wall 
Street make matters worse. In many mar- 
kets itis a great advantage to be first, so ven- 
dors are tempted to release programs even 
if they are still riddled with bugs. And be- 
cause equity analysts rightly consider soft- 
ware firms a risky investment, such firms 
must grow quickly to justify their rela- 
tively high share prices, pushing them to 
sell more programs than customers need. 

All this explains several peculiarities of 
the software business. One is the fact that 
many of the licences sold are never used, a 
phenomenon known as “shelfware”. 
More importantly, many software firms 
have grown so fast, often mortgaging the 
future, that they collapse when they reach 
$1 billion in annual revenues, sometimes 
never to recover. Then there is the end-of- 
quarter rush, spurring many firms to do 
anything to get deals signed and meet an- 
alysts’ expectations. 

The need to grow quickly also explains 
why IT industry leaders are such a “truly 
extraordinary cast,” in the words of Louis 
Gerstner, who was IBM’s chief executive 
for eight years. “They make outrageous re- 
marks, they attack one another publicly 
with great relish,” he writes in his book 
“Who Says Elephants Can’t Dance?” (Har- 
perBusiness 2002). Bosses of software 
firms, in particular, need to demonstrate 


that they will pursue growth at almost any 
price—which explains why they are often 
paired with grey-haired chief financial of- 
ficers as a calming counterweight. 

Mr Gerstner, who has spent most of his 
career outside the 1T industry, does not 
point fingers, but examples of the indus- 
try’s “bizarre practices”, as he puts it, are 
not hard to find. The most obvious one is 
Oracle, a database giant which had a near- 
death experience in 1991, having cut some 
reckless deals to meet expectations. The 
firm is also known to have released soft- 
ware prematurely, most recently its e-busi- 
ness suite. And itis run by Larry Ellison, ar- 
guably the most colourful boss in the 
industry, and Jeff Henley, the archetype of 
a grandfatherly cro. To be fair, it must be 
said that the company has matured greatly 
in recent years. 

In future, technology itself could lead 
to a better balance in the sector as a whole. 
The internet made it possible to run ASPs 
such as salesforce.com, but it also enabled 
hardware makers to monitor servers and 
bill customers remotely on the basis of the 
average use per month. This is the sort of 
thing HP does with its high-end Super- 
dome machines. 

As data centres become automated, 
computing will increasingly turn into a 
true utility. With the management soft- 





ware described in the previous article, 
firms can share computing resources, 
which means they always have enough of 
them but pay only for what they actually 
use. They no longer need to run their own 
dedicated machines, any more than they 
need to run their own power plants. 


Waiting for web services 

For software truly to become a service, 
however, something else has to happen: 
there has to be wide deployment of web 
services. These are not, as the term might 
suggest, web-based offerings such as sales- 
force.com, but a standard way for software 
applications to work together over the in- 
ternet. Google, for instance, also offers its 
search engine as a web service to be used 
in other web offerings, such as Google- 
Fights, a site where surfers with time to 
waste can find out which of two related 
key words produces more search results. 

Ultimately, experts predict, applica- 
tions will no longer be a big chunk of soft- 
ware that runs on a computer but a com- 
bination of web services; and the platform 
for which developers write their programs 
will no longer be the operating system, but 
application servers. These are essentially 
pieces of software that offer all the ingredi- 
ents necessary to cook up and deliver a 
web service or a web-based service such 
as salesforce.com. 

Just as with management software for 
data centres, vendors are already engaged 
in a battle for dominance. Ranged on one 
side is Microsoft with its .NET platform (al- 
though it has recently toned down the use 
of thisname).Jostling on the other are BEA, 
IBM, Oracle and Sun, with different ver- 
sions of technology based on the Java pro- 
gramming language. 

Both camps are likely to coexist, but the 
economics of software services will be dif- 
ferent. Most important, vendors will be 
much more motivated than previously to 
keep their promises. “In the old world, we 
didn’t care if you were up and running, we 
only cared about the numbers,” says Mr 
Benioff, who cut his professional teeth at 
Oracle. “Now, I get paid only if my custom- 
ers are happy.” 


A different kind of grey 

Shifting more of the implementation risk 
to vendors will profoundly change the na- 
ture of the software business. Wall Street 
will have to view software firms more like 
utilities, which tend to grow rather slowly 
if steadily. And, perish the thought, soft- 
ware bosses could get more boring. The 
tone in the industry may no longer be set >» 


ee 


» by people such as Mr Ellison, but by more 
prudent and cerebral chief executives such 
as SAP’s Henning Kagermann. 

Incumbents will not find it easy to 
manage this transition: they will have to 
wean themselves from the heroin of 
growth. Of the industry heavyweights, Or- 
acle has arguably travelled farthest, having 
put most of its programs online as early as 
1998. As yet, this part of its business con- 
tributes only a tiny share of the total reve- 
nue, but Mr Ellison expects it to grow 
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UYING a screw is easy today, if you 
know what kind you want. But in 
America in the middle of the 19th century, 
such a purchase could get quite compli- 
cated. Most screws, nuts and bolts were 
custom-made, and products from different 
shops were often incompatible. The crafts- 
men who made them liked it this way, be- 
cause many of their customers were, in ef- 
fect, locked in. 

Yet it was one of these craftsmen’s lead- 
ers who set America’s machine-tool indus- 
try on the path of standardisation. In 1864, 
William Sellers proposed a “uniform sys- 
tem of screw threads”, which later became 
widely adopted. Without standardised, 
easy-to-make screws, Mr Sellers’ argument 
went, there could be no interchangeable 
parts and thus no mass production. 

Not every technology sector had such 
far-sighted leaders. But railways, electric- 
ity, cars and telecommunications all 
learned to love standards as they came of 
age. At a certain point in their history, it be- 
came clear that rather than just fighting to 
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quickly. He also acknowledges that the 
time for visionary leaders like himself 
may well be over: “It is mainly going to be 
about execution.” 

On the vision front, however, 1BM has 
recently bested Mr Ellison. Last October, 
Samuel Palmisano, now the firm’s chief 
executive, announced that IBM was mak- 
ing a $10-billion bet on what he called “on- 
demand computing”—essentially an effort 
to turn IT from a fixed into a variable cost. 
American Express has already signed a 
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seven-year, $4 billion contract with 1m 
which allows the credit-card company to 
pay only for the IT resources it needs. 

Yet the American Express contract still 
looks more like a classic outsourcing deal 
with flexible pricing. If computing is to be- 
come truly on-demand, much remains to 
be done, says Mr Wladawsky-Berger, who 
leads 1BM’s initiative. Getting the technol- 
ogy right is probably the easy part. The 
more difficult problem is persuading the 
industry to settle on open standards. = 
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get the largest piece of the pie, the compa- 
nies within a sector needed to work to- 
gether to make the pie bigger. 

Without standards, a technology can- 
not become ubiquitous, particularly when 
it is part of a larger network. Track gauges, 
voltage levels, pedal functions, signalling 
systems-—for all of these, technical conven- 
tions had to be agreed on before railways, 
electricity, cars and telephones were ready 
for mass consumption. Standards also al- 
low a technology to become automated, 
thus making it much more reliable and 
easier to use. i 

Today, the 1T industry is finally getting 
the standards religion. In fact, standards 
have always played an important role in 
high-tech, but they were often proprietary. 
“For the first time, there are true standards 
to allow inter-operability—de jure stan- 
dards not controlled by a vendor,” points 
out Steve Milunovich, the analyst at Mer- 
rill Lynch. 

This is not simply a question of proto- 
cols and interfaces. Entire pieces of soft- 





ware are becoming open standards of 
sorts. Operating systems, for instance, are 
technically so well understood that they 
can be developed by worldwide virtual 
communities of volunteer programmers, 
as with Linux, the most popular piece of 
open-source software. 


The taming of the screw 

It would be hard to overestimate the im- 
portance of this shift. So far, just as in the 
early days of the screw, the name of the 
game in IT has been locking in customers, 
making it costly for them to switch from 
one brand of technology to another. In 
some ways, although IT firms are the epit- 
ome of mass production, when it comes to 
standards they are still stuck in the crafts- 
men era, which explains in large part why 
they have been so amazingly profitable. 

Network effects make it even more at- 
tractive to control a technology, argue Carl 
Shapiro and Hal Varian, two economics 
professors, in “Information Rules”, still the 
best read on the network economy (Har- 
vard Business School Press, 1998). If the 
value of a technology depends not just on 
its quality but also on the number of users, 
positive feedback can help one firm to 
dominate the market. For example, the 
more people are already connected to a 
data network using a particular transmis- 
sion standard, the more people will see the 
point of hooking up toit. 

These network effects also explain why 
the rT industry in the 1980s already started 
to move away from completely propri- 
etary technology, the hallmark of the 
mainframe era. Microsoft, in particular, fig- 
ured out how to strengthen feedback loops 
by encouraging other software firms to de- >> 
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> velop applications for its operating sys- 
tem. This kind of openness made Win- 
dows a standard, but users were still 
locked in. 

Now it seems that, thanks to the in- 
ternet, the 1T industry has entered a posi- 
tive feedback loop in favour of open stan- 
dards. Looking back, says Mr 
Wladawsky-Berger, historians will say 
that the internet’s main contribution was 
to produce workable open standards, such 
as TCP/IP, its communication protocol, or 
HTML, the language in which web pages 
are written. The internet has also made it 
much easier to develop standards. Most of 
the work in the Internet Engineering Task 
Force (IETF) and the World Wide Web Con- 
sortium (w3c), the internet’s main stan- 
dards bodies, is done online. Global open- 
source communities are able to function 
because their members can communicate 
at almost no cost using e-mail or other on- 
line tools. 

The success of these groups has also in- 
spired traditional rr companies to create 
their own open-source-like bodies. Sun, 
for instance, launched the “Java Commu- 
nity Process”, or JCP, to develop its Java 
technology. But because Sun is worried 
that its standard could splinter, just as that 
for the Unix operating system did, the firm 
has installed itself as the JcP’s benevolent 
dictator. 

Sun is not the only firm to have learned 
that creating standards can be good for 
business—for instance, to commoditise a 
complementary good or to prevent a sin- 
gle firm from controlling an important 
technology. If operating systems become 
more of a commodity, reason IBM and 
others who back Linux, this will make cus- 
tomers spend more money on other pro- 
ducts and weaken both Microsoft and Sun. 


A new incentive 

The emergence of web services has con- 
centrated minds wonderfully on develop- 
ing open standards. Displaying an unprec- 
edented degree of co-operation, the 
computer industry is developing a host of 
common technical rules that define these 
new kinds of online offerings. Hence the 
proliferation of new computer-related ac- 
ronyms such as XML, SOAP, UDDI, WSDL 
and so on. 

To be sure, standardising web services 
is not always easy. As standardisation 
moves into more complex areas, such as 
security and the co-ordination of different 
offerings, consensus seems to be harder to 
achieve. Incumbents in particular have 
started to play games to give their wares an 


advantage. They are also trying to lock in 
customers by adding proprietary exten- 
sions to the standards mix. 

Most worrying, however, is the pos- 
sibility that software firms will have to pay 
if they implement web-services standards. 
Most standards bodies currently allow 
firms to continue owning the intellectual 
property they contribute as long as they do 
not charge for it. But the more involved 
that standards for web services become, 
the greater the pressure that firms should 
be able to charge for the use of the patents 
they have invested in. 

Smaller web-services firms have al- 
ready started ringing the alarm bells. The 
IT industry is at a crossroads, says Eric 
Newcomer, chief technology officer of 
Iona Technologies. One road leads to a 





truly standardised world in which compa- 
nies are able to reap all the benefits of web 
services. The other road “leads back to yes- 
teryear, where proprietary systems ruled 
the day”. 

The controversy points to a more gen- 
eral problem with technology standards: 
where to draw the line between the IT 
commons and the areas where firms 
should compete with proprietary technol- 
ogy. If the commons area is too large, there 
might not be enough incentive to inno- 
vate. If it is too small, incompatibilities 
could keep web services from becoming a 
standard way for computer systems to 
communicate. 

This dividing line is flexible, particu- 
larly when it comes to something as mal- 
leable as software. But in the long run, says 
Ken Krechmer, a telecommunications- 
standards expert, information technology 
itself will help to reconcile standardisation 
and innovation, because it will increas- 
ingly turn standards into “etiquettes”. 


Systems such as railways or electricity 
and telephone networks, Mr Krechmer ar- 
gues, need “compatibility” standards— 
clear specifications on how they can inter- 
operate. But information technology is 
“adaptive”, meaning that as devices be- 
come more intelligent, they can negotiate 
which standard they want to use to com- 
municate. What is needed is a “meta-pro- 
tocol”, regulating the back and forth. 

Faxes already work this way. Before 
transmitting anything, they negotiate over 
the speed at which they want to communi- 
cate. The extensible markup language 
(xML), the lingua franca underlying most 
web-services standards, also enables eti- 
quettes. If the computer systems of two 
companies want to exchange the XML doc- 
ument for an order, they can first come to a 
common understanding of what the file’s 
information means. Etiquettes thus allow 
for proprietary innovation while ensuring 
compatibility, argues Mr Krechmer. 


The customer is king 

In the end, though, how proprietary or 
how open the iT industry is likely to be 
will depend on its customers—who seem 
increasingly keen on open standards. 
“Vendors no longer lock in customers,” 
says Robert Gingell at Sun. “Now it’s cus- 
tomers locking in vendors—by telling them 
which standards they have to support.” 

What is more, customers themselves 
are making their voices heard more clearly 
in the standards-setting process. The Lib- 
erty Alliance, an industry group develop- 
ing specifications on how to manage iden- 
tities and personal information online, 
was originally launched by Sun as a coun- 
terweight to Microsoft’s Passport service, 
but is now driven by large IT users such as 
United Airlines, American Express and 
General Motors. 

And it is not just because they hate to 
get locked in that customers get involved. 
Increasingly, says William Guttman, an 
economics professor at Carnegie Mellon 
University, standards must take account of 
public-policy issues such as privacy. With- 
out the input of users, governments and 
academics, as well as 1T firms and their 
customers, specifications risk becoming ir- 
relevant, Mr Guttman maintains. He him- 
self has launched an inclusive group 
called the Sustainable Computing Consor- 
tium (scc), which among other things is 
looking for ways of measuring software 
quality. 

Customers, in short, are getting more 
sophisticated all round—but most notably 
when it comes to investing in IT. W 
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Cold killer application 


The IT industry’s customers are demanding more bang for fewer bucks 


HE internet bubble and the subse- 

quent accounting scandals had at least 
one merit: most people now know what 
chief information and chief financial offi- 
cers do. In years to come, they will have to 
get used to acombination of both jobs: the 
CFO Of IT. 

Yet for now, hardly anybody has heard 
of such a thing. Marvin Balliet, whose offi- 
cial title at Merrill Lynch is “cro, Global 
Technology & Services”, says that even in- 
ternally he has a lot of explaining to do. 
Simply put, his job is to make sure that the 
bank’s annual iT budget of more than $2 
billion is wisely spent. This means bridg- 
ing two worlds: IT people on the one hand 
and business units on the other. The busi- 
ness people need to know what is techni- 
cally possible, and the rT lot what is finan- 
cially feasible. 

Mr Balliet, and the growing number of 
managers with similar titles, are living 
proof that technology buyers too are on a 
steep learning curve. Companies that in- 
vested recklessly during the bubble years, 
and stopped when it burst, are at last get- 
ting ready to make more rational technol- 
ogy decisions. “Capitalism has made its 
entry into IT,” says Chris Gardner, co-foun- 
der of iValue, a consultancy, and author of 
“The Valuation of Information Technol- 
ogy” John Wiley, 2000). 

Yet this is not just a predictable reaction 
to the boom-and-bust cycle. There is big 
money at stake. After almost 40 years of 
corporate IT, technology investment now 
often makes up more than half of capital 
spending. As John O’Neil, chief executive 
of Business Engine, a project-management 
firm, puts it: “rT can’t hide any more.” 

Why should it have wanted to hide in 
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the first place? Part of the reason is that 1T 
projects are usually highly complex affairs 
that change constantly and tend to get out 
of control. “Traditionally, managing tech- 
nology was magic, with quality and per- 
formance delivered only through incred- 
ible feats of highly skilled people,” says 
Bobby Cameron, who cut his professional 
teeth in the days of punch cards andis now 
an analyst with Forrester Research. 

Even today, 1T departments, particu- 
larly in America, are often magic king- 
doms full of technology wizards where ba- 
sic business rules do not seem to apply. 
Investment decisions are generally guided 
by gut feeling and by the latest wheeze, 
rather than by the firm’s overall business 
strategy and sound financial analysis. 

This is not just the fault of 1r people 
who cherish their role as lone gurus, but 
also of their bosses who often abdicate 
responsibility to technologists and set no 
clear rules on how to make decisions. Busi- 
ness units, for their part, often start too 
many projects and do not take responsibil- 
ity for their success or failure. After all, in 
most companies, IT costs are not directly 
allocated to those who incur them. 


Whose job? 

This set-up creates permanent tension be- 
tween the 1T departments and the busi- 
ness units, which is why most cros do not 
survive in their jobs for more than two 
years. It is also the main reason why so 
many IT projects are over budget and late. 
And when they are up and running at last, 
they often turn out to be obsolete already; 
or they do not get used because they take 
no account of how employees actually do 
their work. 

High-tech consultancies estimate that 
more than half of all rr projects go wrong. 
They may have an incentive for exaggerat- 
ing the failure rate (the more problems 
there are, the greater the perceived need for 
consultancy), but there is no question that 
much IT investment is wasted. To compli- 
cate matters, firms appear to differ widely 
in how efficiently they invest in IT. Look- 
ing at the relationship between the tech- 
nology budgets and the financial results of 
268 American firms, Forrester recently 
found that those that spend the most on IT 





are not necessarily the best performers 
(see chart 7). 

Such statistics, along with their own 
unhappy experiences, have led many 
firms to rethink the way they spend their 
IT dollars. Using complex valuation meth- 
ods, they try to work out beforehand 
whether IT projects are likely to return the 
investment. “They now have to compete 
for capital with other forms of spending,” 
says Chris Lofgren, chief executive of 
Schneider National, an American trucking 
and logistics company. 

The trend has already generated a cot- 
tage industry for tools to calculate return 
on investment (RO!) and similar financial 
measures. One of the most sophisticated 
of these is offered by iValue. This start-up 
assesses all possible effects of an 1T pro- 
ject-from customer loyalty and likely 
adoption rates to the company’s share 
price—by building complex economic 
simulations for its customers, which in- 
clude Citibank’s Global Securities arm and 
Baan, a software firm. 

Other tools allow firms to budget for 1T 
projects, keep track of them and allocate 
the costs. Business Engine operates a web- 
based service that brings together all the 
information about a project and allows »* 





ydy involved to collaborate. One of 

asons why in the past there was no 

alogue between the business and 

t sides was a lack of good data, ex- 
ins Business Engine’s Mr O’Neil. 

~~ The firm, which has its roots in the de- 

| fence industry, also helps companies with 

a technique at the cutting edge of technol- 

ogy management: balancing IT projects in 

the same way that many investors opti- 

mise their portfolios. Like different types 

of financial assets, rT projects can be classi- 
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divide up their rT projects among four 
~~ buckets representing different manage- 
ment objectives: cost reduction, better in- 
formation, shared infrastructure and com- 
petitive advantage. Risk-averse and 
cost-conscious companies should have 
more projects in the first two buckets, 
whereas firms that put a premium on agil- 
ity and are not afraid of failures should 
weight their portfolio in favour of the 
other two categories. 


Who calls the shots? 

All this fancy footwork, however, says Mr 
Weill, is not worth much without effective 
IT governance, by which he means rules 
that specify who makes the decisions and 
who is accountable. If his study of 265 
companies in 23 countries is represen- 
tative, most 17 decisions—and not just 
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those on geeky subjects such as picking the 
right rr infrastructure or architecture—are 
currently taken by technologists. 

Some companies have already started 
to re-balance their governance. Merrill 
Lynch, for example, has put business peo- 
ple in charge of their technology portfolio. 
One of the things they have to do to geta 
project approved is to calculate its cost 
over five years, which they have a strong 
incentive to get right because these costs 


) _are charged back to a project's sponsors. 
fied according to risk and potential returns, = 


They also have to re-assess every quarter 
whether it is still viable. Financial markets 
can change very rapidly, so a project be- 
gun in 2000 to increase the capacity to pro- 
cess Nasdaq trades, for example, no longer 
makes much sense today. 

Schneider National goes even further. It 
has an IT steering committee that acts like 
a venture-capital firm, screening all pro- 
posed IT projects and picking those with 
the best business plans. But the firm’s in- 
house entrepreneurs do more than pro- 
duce good ror numbers. They also point 
out the necessary changes in business pro- 
cesses and organisation to ensure that em- 
ployees are willing to use the new IT sys- 
tem. “People can undermine any 
technology,” says Mr Lofgren. 

Given the chill in the industry, it is no 
wonder that companies everywhere are 
rationalising their existing IT infrastruc- 
ture and keeping purse strings tight. Gen- 
eral Motors, for instance, has reduced the 
number of its computer systems from 
3,000 to 1,300 by consolidating applica- 













tions and servers. Merrill Lynch has cutits. 
annual iT budget from $3 billion i 
lion, mostly through what uss Warb 
another investment bank, calls “cold tec 
nologies”—the sort that do not create 1 
revenues for IT firms and often actually re 
duce spending. One of these is Linux, t 
free open-source operating system. A 
other is web services, which allow compa 
nies to integrate existing gear cheaply, thus. _ 
giving new life to old, “legacy”, systems 
such as mainframes. E 

No wonder, either, that companies 
spend their rr dollars differently from the 
way they used to. Software vendors, in 
particular, can no longer depend on quick 
multi-million-dollar deals, but must work 
hard to get much smaller contracts. Cus- 
tomers want bite-sized projects with quick 
returns, and increasingly pay up only if 
they are successful. 

The danger of this new buying pattern 
is that companies may miss out on impor- 
tant long-term “architectural” invest- 
ments, says John Hagel, a noted rT consul- 
tant. If vendors want iT spending to pick 
up again, they will have to concentrate 
more of their efforts on selling to business 
people rather than technologists. Yet many 
firms are “still stuck in the old world”, he 
complains. 

Luckily for rr companies, there is one 
customer that is spending more now than 
it did during the internet bubble: govern- 
ment. And that is only one of the reasons 
why the ir industry is becoming more im 
volved in Washington, pc. ® 








Bu among the generally libertarian 
Silicon Valley crowd, TJ. Rodgers 
stands out. In early 2000, when everybody 
else was piling into the next red-hot initial 
public offering, the chief executive of Cy- 
press Semiconductor, a chipmaker, de- 
clared that it would not be appropriate for 
the high-tech industry to normalise its re- 
lations with government. “The political 
scene in Washington is antithetical to the 
core values that drive our success in the in- 
ternational marketplace and risks convert- 
ing entrepreneurs into statist business- 
men,” he wrote in a manifesto published 
by the Cato Institute, a think-tank. 

A laudable sentiment, but in real life 


things are more complicated than that. Ina 
sense, Silicon Valley is a creation of gov- 
ernment. Without all the money from the 
military establishment, the region around 
San Jose would probably still be covered 
with fruit orchards. In any case, Mr Rog- 
ers’s worst fears appear to be coming true. 
America’s technology industry is becom- 
ing more and more intertwined with gov- 
ernment. It has realised that the machin- 
ery of government in Washington can 
greatly influence its growth and profitabil- 
ity, and is becoming increasingly involved 
in lobbying. Conversely, the American 
government has become keenly aware of 
ir’s crucial importance for the nation’s 


well-being, heightened by the new em- 
phasis on homeland security. 

This should not come as a surprise, ar- 
gues Debora Spar, a professor at Harvard 
Business School. “When technologies first 
emerge, there is a rush away from govern- 
ment and a surge of individualism. Over 
time, however, the rebels tend to return to 
the state,” she writes in her book “Ruling 
the Waves” (Harcourt, 2001). And if the re- 
bels become too powerful, the state tries to 
rein them in. 

Take the development of the telegraph, 
in which government played an important 
role even though it was mainly driven by 
private firms. In the early days, the state » 





> protected the patents of Samuel Morse 
(who originally wanted government to 
fund and control the technology he had in- 
vented in 1835 because “this mode of in- 
stantaneous communication must inev- 
itably become an instrument of immense 
power”). Later, the us Congress passed 
several laws regulating Western Union, 
the company that had monopolised tele- 
graphy. 

The reason public rules usually find 
their way into a technology, Ms Spar ar- 
gues, is because government can protect 
property rights and restore order. But it 
also happens when a technology becomes 
widely used. “We cannot say the internet 
will have a huge influence on everyday 
life, and also say ‘Hey Washington, keep 
out of it’,” says Les Vadasz, a senior man- 
ager at Intel (due to retire next month). 


Discovering a conscience 

The chipmaker never had any ideological 
qualms about co-operating with govern- 
ment. In that sense, it has always been a 
mature company. Intel benefited from 
government money in the 1980s when it 
came under competitive pressure from 
Japanese manufacturers. Other Silicon 
Valley firms, too, owe much to the state. 
Oracle, for instance, grew out of a consult- 
ing job for the cra, and the taxpayer 
stumps up for over a fifth of its orders. 

The Valley as a whole, however, did not 
develop a political conscience until 1996, 
when it successfully campaigned against a 
California ballot initiative that would 
have made shareholder lawsuits much 
easier. This alerted the region’s leaders to 
the need to get more involved to defend 
their interests, leading to the creation of 
such groups as TechNet, a lobbying and 
_ fund-raising organisation. 

This environment also provided fertile 
ground for having a go at Microsoft. The 
antitrust case against the company might 
never have been brought without its com- 
petitors stirring up the trustbusters. The 
trial itself led to mass lobbying by both 
sides, as well as a rise in campaign-finance 
contributions. In fact, Microsoft has be- 
come one of the biggest donors to the Re- 
publican Party (see chart 8). 

Now thatthe 1T industry is in recession, 
the issues have changed. High-tech has 
discovered the Washington pork-barrel, a 
development that the Cato Institute calls a 
“Digital New Deal”. At the top of the wish 
list is much more widespread high-speed 
internet access, or broadband. The num- 
ber of connections has recently risen faster 
than expected, but companies such as In- 





tel and Microsoft still think government 
should do something to push broadband, 
which would increase demand for high- 
tech goods and services. Security and pri- 
vacy issues too are a high priority. 

Yet the sector’s mostimportant political 
battle will be over property rights. Two 
conferences in the past couple of months, 
one in Silicon Valley and one near it, high- 
lighted the issues. “The law and technol- 
ogy of digital-rights management”, was 
the theme of the event at the University of 
California at Berkeley. “Spectrum policy: 
property or commons?”, asked the organ- 
isers at Stanford University. 

To be sure, in technical terms intellec- 
tual property and radio spectrum are alto- 
gether different issues, but they pose simi- 
lar policy challenges. In both cases 
technology is unsettling the status quo: the 
balance in copyright and the bureaucratic 
allocation of frequencies. And in both 
cases the main question now is how to or- 
ganise markets to maximise innovation 
and investment. 
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The corporate interests battling it out in 
Washington naturally take a less lofty 
view. Hollywood wants nothing less than 
anti-piracy systems built into every elec- 
tronic device, and is threatening to use its 
formidable lobbying power to get the leg- 
islation through if the 1T industry does not 
comply voluntarily. Silicon Valley, wor- 
ried that it will have to include govern- 
ment-dictated technology in its gear, has 
launched a huge lobbying campaign. 


Battle for survival 

The outcome of this battle, many industry 
experts argue, will determine to a large ex- 
tent how fast the 1T industry will grow. 
Without a balanced solution, online me- 
dia and broadband are unlikely ever to 
take off. If its wares are not sufficiently pro- 
tected online, Hollywood will not make 
them available. And if electronic devices 
are put into a technological straitjacket, 
consumers will not use them. 

The dispute surrounding the allocation 
of frequencies, triggered by the success of 
wireless internet access, known as WiFi, 
might turn out to be even more important. 
The incumbents that currently own wide 
swathes of the radio spectrum, such as TV 
stations and cellular carriers, will fight 
tooth and nail to defend the status quo. Sil- 
icon Valley, for its part, is pushing for more 
of the spectrum to become a commons for 
everybody to use, which is what happens 
with WiFi. 

All this may sound like Washington 
business as usual, but the American gov- 
ernment has definitely acquired a new in- 
terest in high-tech. Even before the terrorist 
attacks on September 11th 2001, it had 
identified the internet as part of the na- 
tion’s critical infrastructure in need of bet- 
ter protection. Now IT is playing a central 


role in the war on terrorism and homeland » 












both as a means to gather in- 
nand to improve the connections 
different government agencies. 

hortly after September 11th, Congress 
passed the Patriot Act, which gives law en- 
forcers new surveillance powers, such as 
monitoring internet traffic without a court 
order. More recently, the Bush administra- 
tion launched its Total Information Aware- 
ness (TIA) initiative, a highly controversial 
system developed by the Pentagon to sift 
through the electronic transactions of mil- 






NE would expect Eric Schmidt, one of 
Silicon Valley’s leading lights, to have 
an oversized inner geek. But these days, he 
sounds more like a closet historian. He en- 
joys talking, for instance, about how 
America’s transcontinental railroad in the 
1860s was built on debt, a bubble and 
scandals. Another favourite topic is the 
laying of the first transatlantic cable in that 
period, a seemingly impossible mission. 
To Mr Schmidt, reading and thinking 
about history is a kind of redemption, for 
himself as well as for the high-tech indus- 
try: “We believed that the bubble would 
never end. We were wound up in a state of 
hubris.” But of course, he says, it was déjà 
vu all over again: “People in high-tech 
didn’t take any history classes.” 
If history is any guide, what does it tell 
us about the way the ir industry will 


evolve? As a technological revolution ma- 


tures, its centre of gravity tends to shift 
from products to services. In railways, for 
instance, equipment makers and train op- 
erators struggled, but lots of money was 
made by firms that used the railway infra- 
structure to offer new kinds of services, ex- 
plains Brad DeLong at the University of 
California at Berkeley. One example was 
Sears, Roebuck & Co., which brought city 
goods to rural areas by mail order, offering 
a cheaper alternative to high-priced rural 
stores. In the same way, after the radio 
bubble, it was not the makers of the hard- 
ware that benefited most from the new 
medium, but broadcasters such as CBS. 

A similar shift is bound to take place in 
therrindustry, predicts Geoffrey Moore of 
the Chasm Group. He says the sector’s tra- 
ditional business models are past their 
prime. Software firms, for instance, have 


lions of people to spot suspicious activity. 

All this makes government a key cus- 
tomer rather than just a big buyer. Most 
large enterprise software firms have 
launched “homeland security” initiatives 
in the hope of providing the federal gov- 
ernment with technology to integrate its 
disparate databases to allow it to identify 
possible terrorists. 

Vendors have also made their top engi- 
neers and researchers available as advis- 
ers, and are adapting their plans to reflect 


made much of their money from shrink- 
wrapped products and platforms such as 
operating systems and databases. Increas- 
ingly, selling services of all kinds would be 
a better business to be in. 

But it is not just it firms that are becom- 
ing service providers, writes David Mos- 
chella in his recent book, “Customer-Dri- 
ven rT” (Harvard Business School Press, 
2003). IT customers themselves are mov- 
ing in this direction. Instead of buying 
computer systems to become more effi- 
cient in their own business, he says, they 
will increasingly be using IT to create ser- 
vices for their clients, in effect becoming 
part of the sector's supply chain. 

Obvious examples are internet compa- 
nies such as Amazon, E*Trade and eBay. 
But it is increasingly useful, says Mr Mos- 
chella, to think of more traditional firms 
such as banks, insurance companies and 
publishers as if they were a new kind of IT 
supplier: “All of the above are now in the 
business of systematically creating IT 
value for rT users, much as software and 
services companies have done in the past.” 
From the user’s point of view, there is not 
much difference between an online bank- 
ing site and Microsoft’s Hotmail service. 

Being on top of the value chain, argues 
Mr Moschella, customers will increasingly 
be the industry’s driving force. He urges 
them to band together and jointly develop 
new applications, platforms and stan- 
dards in the same way that the financial in- 
dustry has created credit cards and net- 
works of ATMs. Such efforts could turn 
into “industry operating systems”, a term 
coined by Tom Berquist, an analyst with 
Smith Barney: huge rT hubs that will take 
over many of the functions common to 














the fact that security has be: 
priority. Some in Silicon Va 
the climate to that of the late 
government and military cont 
ployed more than 20% of th 
workforce. : 
Will the rT industry ever becom: as” 
tertwined with government as, say, the car 
or media sectors? Nobody knows; butif 
does, says Google’s Eric Schmidt, high-tec 
will lose its innovative spark and, just like 
other sectors, turn to rent-seeking. 8 








firms in a particular sector. 

All of this suggests that rT customers 
will capture more of the sector's rent. But 
even if things play out differently, the bal- 
ance of power is likely to shift away from 
vendors and in favour of buyers. Having 
learnt the painful lessons of over-invest- 
ment during the boom, they will no longer 
allow themselves to be locked into propri- 
etary te chnology. 


Nimbler than airlines 
So will rr firms end up, in Mr Schmidt's 
worst-case scenario, “like today’s airlines”, 
which always seem to be in or close to 
Chapter 11? Fortunately for shareholders, 
they probably won’t, at leastin the foresee- 
able future—for the simple reason that they 
will make active efforts to prevent such a 
calamity. In fact, vendors are already 
changing their business models, mostly by 
moving up the technology stack. Sun, 
which made a killing during the dotcom 
boom by selling high-end servers, is trying 
to become more of a software firm and a 
builder of power plants for computing 
utilities. And much of Microsoft’s .Net ef- 
fortis about software as a service. 

Yet it is 18M that is betting most on the » 


> prediction that the 1T industry will follow 
historic patterns of evolution. Big Blue ex- 
pects profits to migrate to software and ser- 
vices (see chart 9, previous page), and is 
managing its product portfolio accord- 
ingly. For example, it has sold its hard- 
drive business and acquired the consult- 
ing arm of PricewaterhouseCoopers, an 
accountancy firm. Slowly but surely, 15m 
is morphing from a technology vendor 
with a strong IT-services arm into a busi- 
ness consulting firm that also sells soft- 
ware and hardware. 


Bigger and better 

The industry has also already begun to 
consolidate in response to the shifting bal- 
ance of power. The merger of Compaq and 
HP looks much more prescient today than 
when it was announced in September 
2001. Future corporate marriages will not 
necessarily be that huge, but there will be 
many of them. By 2004, predicts the 


Gartner Group, half of the vendors that’ 


were in business in 2000 will have disap- 
peared. Oracle’s Mr Ellison says there are 
at least 1,000 Silicon Valley companies 
that need to go bankrupt. 

Such a mass exodus, again, would not 
be without historical precedent. Most 
industries have seen shake-outs when 
they grow up, says Steven Klepper, an 
economic historian at Carnegie Mellon 
University. In America’s car industry, for 
instance, the number of producers peaked 
at 274 in 1909. By 1918, it had dropped to 
121. By 1955, only seven were left. 

The car industry is also instructive in 
that much of its production has been out- 
sourced to suppliers. Similarly, predict 
George Gilbert and Rahul Sood, two soft- 
ware-industry analysts, software firms 
will now develop something they never 
had before: a supply chain. In a way, open- 
source is an early incarnation of this: a ver- 
itable army of volunteer programmers 
contribute patches to software such as Li- 
nux. In future, Messrs Gilbert and Sood 
predict, a large part of software develop- 
ment will be “outshored” to countries 
such as India and China, which are al- 
ready generating much code (and not just 
the easy stuff). This will mean that big soft- 
ware vendors will become more like aggre- 


gators. At least one of them, sap, is aiming 
at exactly that. It wants suppliers to de- 
velop applications, so-called xapps, and 
assemble them along with its own compo- 
nents into software suites. 

But perhaps the best news for the in- 
dustry is that there are still plenty of 
opportunities in the new world of Ir. “If 
we go with the market, help our customers 
to realise the business value of IT, then we 
can be a good business,” says 1BM’s Mr 
Wladawsky-Berger. For a start, all that ex- 
perimentation during the dotcom boom 
actually produced some useful results. 
Things tried during a technological bubble 
tend to make a comeback. The first trans- 
atlantic cable, for example, was a disaster, 
but it prompted others to try again. 

Most business-to-business market- 
places failed dismally, because these start- 
ups thought technology would quickly 
overthrow existing power structures, ex- 
plains Mr Moore. But these firms got one 
thing right: there are lots of assets trapped 
in inefficient supply chains. Established in- 
stitutions are now pragmatically adopting 
these technologies, for instance in the form 
of private exchanges controlled by buyers. 

And there still remain many more new 
things to try out, which is where IT argu- 
ably differs most from previous revolu- 
tions. Whether railways, cars or even elec- 
tricity, all are relatively limited 
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technologies compared with rT, which in 
time is likely to embrace the whole of busi- 
ness and society. 

Currently, wireless technologies are all 
the rage, although again nobody knows 
how much money will be in it for vendors 
and carriers. Optimists hope that surfers 
will soon be able to roam around freely 
and remain continuously connected to the 
internet. And small radio chips called RFID 
tags will make it possible to track every- 
thing and anything, promising to make 
supply chains much more efficient. But 
even a new killer application is unlikely to 
bring back the good old times. “After a 
crash, much of the glamour of the new 
technology is gone,” writes Brian Arthur, 
an economist at the Santa Fe Institute. The 
years after the British railway mania, for 
instance, were “years of build-out rather 
than novelty, years of confidence and 
steady growth, years of orderliness.” 

This kind of “new normal”, in the 
words of Accenture, another 1T consul- 
tancy, may be hard to swallow for a sector 
that has always prided itself on being dif- 
ferent. But for its customers, amore mature 
IT industry is a very good thing: just as the 
best technology is invisible, the best rT in- 
dustry is one that has completely melted 
into the mainstream. Thriving on ex- 
ponentials was certainly fun. But even 
paradise can get boring after a while. m 
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Home of the high-class race-meeting, Britain is now leading a different bit of the 


business: online betting 


HO will win the race to dominate 

the global betting industry, and take 
billions in prizes? On current form, the hot 
favourite is Britain, thanks to a mixture of 
history, enterprise and legislation. Global 
gambling is on the rise chiefly because of 
technology, which makes it possible to 
place bets cheaply over long distances. 
That allows people in countries where bet- 
ting and gambling are either corrupt (as in 
many east Asian countries) or crippled by 
legislation (as in America) to move their 
business to friendlier environments. 

Britain’s first big advantage is a good 
reputation abroad. Place a bet in a betting 
shop, and you have someone solid to com- 
plain to if something goes wrong. Farther 
away, you need more reassurance. Brit- 
ain’s big and respectable betting busi- 
nesses score heavily over outfits on wilder 
shores like the Caribbean. 

By abolishing betting tax in October 
2001, the government has brought almost 
all British-owned off-shore betting busi- 
nesses back to this country: turnover has 
risen from £8 billion ($13 billion) to £15 bil- 
lion, of which a big chunk—up to a third on 
big events—is already wagered from 
abroad. If gambling becomes as mobile as 
other forms of betting—financial markets, 
for example—the global business could 
eventually be much bigger than the do- 
mestic one. Britain already has around 
three-quarters of the cross-border betting 


market. The government estimates, per- 
haps conservatively, that cross-border 
gambling will grow to £10 billion by 2005. 

This suits another British strength: bet- 
ting exchanges, which match gamblers 
wanting to bet for or against a particular 
outcome. These do for opinions what web- 
sites such as eBay do for goods: shrinking 
margins and clearing markets. The winner 
pays the exchange a commission of be- 
tween 2% and 5%. 

The crucial advantage is that, unlike tra- 
ditional fixed-odds bookmakers, the peo- 
ple managing exchanges need know noth- 
ing about the subjects of their customers’ 
bets—say, Italian cycling or sumo wres- 
tling. Bets can be for or against anything le- 
gal with a clear outcome. 

With slimmer margins (much less than 
the 14% raked off by traditional bookmak- 
ers) exchanges also offer punters a much 
better deal. In an industry renowned for 
taking cash from the poor and gullible and 
giving it to the rich types who take the bets, 
exchanges are shifting the odds in the 
punters’ favour. Growth has been rapid. 
Britain’s biggest exchange, Betfair, 
founded in 2000, turned over £1.5 billion 
last year, handling up to 20,000 bets a mi- 
nute, with, it says, business growing by 
15% a month. 

The main handicap for Betfair and its 
smaller rivals has been the combination of 
out-of-date laws. and angry competitors. 
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The big conventional bookmakers—outfits 
such as William Hill, Ladbrokes and 
Coral—argue that anyone matching a bet 
on an exchange is in effect a bookmaker, 
and thus needs a licence. Last week the 
government issued a consultation paper 
that ruled this out. 

All that is excellent news for those with 
global ambitions “Britain is the natural 
world centre of gambling,” says Leighton 
Vaughan Williams, an economist who 
heads the Betting Research Unit at Notting- 
ham Trent University. “There is nowhere 
else that has the size, the tradition, the mar- 
keting and the probity.” 

The big question now is what to do 
about customers in countries, chiefly 
America, where cross-border gambling is 
illegal. The government’s consultation pa- 
per says that decisions on how far to abide 
by other countries’ laws should be left to 
individual businesses, who will decide 
whether they want to take the risk of legal 
action and other sanctions. Betfair de- 
clines to take American credit cards. How- 
ever, such measures are little obstacle to 
the determined or ingenious punter. In the 
long run, it will be increasingly hard for 
countries to protect either puritan ethics or 
their own gambling industries. 

Britain’s established bookmakers may 
now have to rethink their opposition to the 
exchanges’ business model. The Totalisa- 
tor, or Tote for short, a well-run state- 
owned bookmaker, is changing its owner- 
ship structure, which will allow it to com- 
pete more aggressively. It might team up 
with Betfair to establish a really powerful 
international brand. If Britain’s big boo- 
kies can swallow their pride, they can fol- 
low suit, either individually, or perhaps 
with a jointly run exchange. No strangers 
to risk, the biggest bet they are now mak- 
ing is on their own future. Wm 
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BBC digital 


Ethereal programmes 


What’s the point of BBC 3? Nota lot. But BBC bosses plough on 


HE most striking feature of the latest 

television viewing figures was not that 
more people now watch multichannel 
television rather than any single broadcast 
channel. The drift away from the broadcast 
networks has been taking place steadily 
for years. Rather, it was that not one of the 
top ten Tv multichannel shows was on a 
BBC digital channel. The newest of these, 
BBC3, a youth channel launched amid 
great fanfare in February, is now luring on 
average only a few tens of thousands of 


Anti-Semitism 


Tam o’slander 


British leftwingers’ selective prejudice 


N America, Tam Dalyell would now be 

leaving public life in disgrace. That, 
after all, was the fate of Trent Lott, the 
Senate majority leader, after an oblique 
and nostalgic reference to the days of 
segregation. But Mr Dalyell’s claim that a 
Jewish cabal around the prime minister 
was distorting Britain’s policy to Israel 
has caused only a few ripples. Unlike 
George Galloway, another anti-Israeli 
Labour mp suspended from the party 
this week for his devotion to Saddam 
Hussein, Mr Dalyell—the party’s most se- 
nior backbencher and a famously idio- 
syncratic politician—has provoked 
nothing more than tolerant sighs. 

Anti-Semitism in Britain has 
traditionally come from two corners: 
loutish outfits on the extreme right, who 
do things like leaving pigs’ heads outside 
synagogues, and snobbish prejudice in 
some corners of the upper classes. Both 
seem to be on the decline. But Mr Dal- 
yell’s remark brings out a newer streak, 
of leftwing bigotry. Barry Kosmin, editor 
of a forthcoming study of British anti- 
Semitism, says Mr Dalyell combines 
“aristocratic prejudice” about the “can- 
cerous nature of Jews in society” with 
the left-wing anti-Zionism that sees Is- 
rael as racist and colonialist. This com- 
bination, he says, is familiar in France 
but new in Britain. 

Oddly, the leftwingers in politics and 
the media who most readily drift into 
crass anti-Semitism, particularly by con- 
flating British Jews with Israeli mis- 
deeds, real or imagined, are also those 


viewers—not much more than BBC4, its lit- 
tle-watched year-old high-brow sister 
channel. 

The two channels may share a failure to 
draw viewers. They offer contrasting les- 
sons, however, in the purpose of public- 
service broadcasting. 

The government always had doubts 
about the point of BBC3. It delayed giving 
it approval, and then imposed tight rules 
on what sort of programmes it had to air. 
At its launch, Stuart Murphy, its controller, 





Fuzzy, nasty and wrong 


who react with horror to even the faint- 
est stereotyping of groups like blacks, 
gays or Muslims. 

But the oddest thing of all was that 
Mr Dalyell’s remark was so inaccurate. 
Two of the three men he mentioned, Pe- 
ter Mandelson and Jack Straw, are not, 
by their own description, actually Jew- 
ish. Their partially Jewish ancestry 
would make them so only under Nazi- 
style race laws. 


promised a channel “packed full of mod- 
ern, radical, imaginative and funny British 
shows”. Compared with its commercial ri- 
vals, such as £4 or Sky One, whose sched- 
ules are filled with American imports, the 
channel’s programmes about architecture 
or ex-convicts certainly feel different. 

Yet, sure enough, BBC3 is failing to pick 
up viewers for such shows. It lured a fair 
number when it aired advanced episodes 
of “EastEnders”, BBC1’s mass soap, in its 
first weeks. Since then, however, its view- 
ing share has tailed off to well below that 
of Sky One and £4. Its most talked-about 
show is, naturally enough, its least worthy: 
Celebdagq, a celebrity stock-trading game 
show tied in to a game on the BBC’s web- 
site, in which viewers’ stocks rise or fall in 
relation to the number of column inches a 
celebrity gets in the press. 

At last, a success that BBC3 could build 
on? Not if it is to obey the government's 
edict that the channel has to be “genuinely 
distinctive”. Itis hard to find a better defini- 
tion of commercial programming than ce- 
lebrity-driven reality-rv. Which puts 
BBC3 ina bind. If it makes popular “youth” 
shows, itis berated for doing what the mar- 
ket already does. If it makes unpopular 
worthy ones, it is criticised for failing to 
draw audiences. 

But why is BBC3’s failure to get any- 
body to watch any more damning than 
that of BBC 4, whose recent output in- 
cludes such ratings-grabbers as a six-part 
series on the world economy, and whose 
audiences are seldom bigger than those of 
the History Channel? Because BBC4 was 
aimed at a genuinely narrow niche; it en- 
tered a market served by almost nobody 
else; and it serves it cheaply. BBC4 is a 
model of public-service broadcasting in 
the sense that it makes programmes that 
the market does not. 

BBC3, On the other hand, is designed 
not for a niche but a massively wide demo- 
graphic group: 18-34-year-olds. This mar- 
ket was already served by a multitude of 
others, from E4 to MTV, Paramount Com- 
edy, Kiss Tv, Kerrang, Smash Hits and so 
forth. And BBC3 is doing all this with 
nearly three times the budget-f97m a 
year—of BBC4. 

The BBC has not given up on BBC 3. Far 
from it: it is heavily promoting its shows 
with free advertising on the mainstream 
BBC channels—much more so than it is for 
BBC4. Which is one reason that some in- 
siders feel that the corporation is leaving 
BBC4 to languish in its cultural ghetto at 
the very moment when the channel is sup- 
plying the corporation with its best public- 
service justification. The corporation may 
not be giving BBC4 much backing. But it 
usefulness has not escaped Greg Dyke, 
BBC director-general. He recently ap- 
pointed Roly Keating, BBC4’s controller, to 
head the BBc’s effort to renew its charter, 
which runs outin 2006. m 





Local elections 


A plague on all 
your houses 


The Tories can take little comfort from 
the local-election results 


i How England’s votes changed 
% change in local-election vote since: 


1999 2002 
Conservatives 14 0.2 
Liberal Democrats 2325 
o R E E 
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*The BNP fought too few seats in 1999 to provide a reliable measure 
Source: John Curtice and Steve Fisher 


S THEY usually do at local-election 

time, Britain’s three main political par- 
ties have been squabbling about which 
did best. Actually, none did well in the 
elections to the Scottish Parliament, the 
Welsh Assembly and almost every English 
district council outside London. May ist 
was a night for the fringe. 

In England the far right British National 
Party increased its support. It won almost a 
fifth of the vote in those wards it contested 
in a sample of 60 English local authorities 
analysed for The Economist by John Cur- 
tice of Strathclyde University and Steve 
Fisher of Oxford University. Its vote in- 
creased on last year by, on average, almost 
six percentage points. Its best performance 
was once again in Burnley, a poor north- 
ern town with a big Asian population, 
where it won seven seats as well as the 
largest share of the vote. 

The BNnpP is still a small organisation, 
fighting little more than 200 of the more 
than 10,000 seats contested last week. But 
the party’s success is not confined to poor 
working-class wards. Nor can it simply be 
blamed on low turnouts—if anything, the 
BNP mobilises voters who would other- 
wise stay at home. In short it is proving 
highly adept at exploiting widespread 
concerns about immigration aroused by 
the debate about asylum-seekers. 

In Scotland, meanwhile, the far left 
prospered (see box). Thanks to the parlia- 
ment’s proportional electoral system, the 
nearly 7% of the second vote obtained by 
both the Greens and the Scottish Socialist 
Party secured them seven and six seats re- 
spectively. 

The Greens advanced in England, too, 
winning on average 8% of the vote where 
they stood. Independents flourished, over- 
turning Labour’s control in Mansfield, 
while three independents were elected to 
the Scottish Parliament and one to the 
Welsh Assembly. All in all, around one in 


Scottish and Welsh nationalism 


Rats to the nats 


EDINBURGH 


Britain 49 


If devolution was a cunning plan to kill nationalism, it seems to be working 


ETTING up the Scottish Parliament, 

the doom-mongers warned, was 
building a political motorway with only 
one exit—Scottish independence and the 
end of the British state. But as the new 
parliamentarians took their seats on 
May 7th, after the first elections since de- 
volution four years ago, the Scottish Na- 
tional Party (SNP) was down from 35 
members to 27. Plaid Cymru, the Welsh 
Nationalists, were down from 17 to 12. 

Both parties now have two big pro- 
blems. The first is that, before devolu- 
tion, they got lots of protest votes. The 
SNP complained about everything from 
nuclear weapons to the treatment of the 
fishing industry. Plaid, whose roots lie in 
defending the Welsh language, was less 
protest-orientated, but in 1999 it still 
picked up Labour voters upset by Tony 
Blair’s interference in Welsh politics. 

This time around, both were trying to 
be seen as grown-up parties of govern- 
ment, and focused on serious issues, 
such as improving public services. But 
both failed to convince voters that they 
were plausible governments. Scottish 
protesters had more convincing alterna- 
tives, such as the Trotskyite Scottish So- 
cialist Party (which won six seats) led by 
the charismatic Tommy Sheridan, and 
the Greens, who picked up seven seats. 
In Wales, the election of the popular 
Rhodri Morgan as first minister in 2000 
shot Plaid’s fox. 

Their second problem is how to sell 
the idea of full independence when vot- 
ers are unimpressed by what their new 
parliaments have done with the limited 
powers devolution granted them. The 
SNP tried to set this aside by promising 
that it would hold a separate referen- 
dum on the issue. Plaid has shelved the 
question, to deal with it at a later date, 
perhaps at a constitutional convention. 

But campaigning for independence 
was what distinguished the national- 
ists—especially the snp—from the rest. 
That leaves John Swinney, the SNP 


eight of those who voted in Britain last 
week opted out of the mainstream. 

The main opposition party, not the 
fringe, is supposed to profit from voter dis- 
affection. Yet the Conservatives’ vote rose 
only a little—up four points in Wales, and 
only one or two in both England and Scot- 
land. Even so, the pressure on Iain Duncan 
Smith to resign as leader eased as the party 
made over 500 net gains of council seats. 

The Tories were lucky. While their vote 


leader, with a problem. He now faces a 
party divided between those who want 
to go back to old-time tub-thumping, 
and those who think a gradual accu- 
mulation of power by the parliament is 
a better, though longer, route. Either 
way, both parties look to be stuck on the 
hard shoulder of politics for some time. 


| Celtic crumble 

Scottish Assembly* election results 

% of % change 

vote since 1999 
Labour 29.3 -4.3 
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Welsh Assembly* election results 

% of % change 

vote since 1999 
Labour 36.6 1,2 
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Tommy Sheridan, the nats’ scourge 


advanced only a little, Labour’s fell by 
nearly five points. That alone meant at 
least 200 gains. But at the same time the 
pendulum swung more strongly away 
from Labour in the smaller of England’s 
unevenly sized wards, and in those wards 
the party was defending (often in fact to 
the Liberal Democrats). That enabled the 
Tories to win a lot more seats than they 
would have otherwise. General elections, 
however, are rarely won by luck. m 








T HAS taken a while for Britain’s political classes to recover 

from their post-war torpor, but the row over giving a few hos- 
pitals a bit of autonomy in the way they manage their affairs has 
done the trick. The government’s modest plans for introducing 
so-called “foundation” hospitals to England’s highly centralised 
health-care system have had backbench and union critics up in 
arms, accusing it of destroying the founding principles of the Na- 
tional Health Service. So profound was the government’s unease 
about the scope for a damaging rebellion that before a vote that 
they easily won ministers seemed more intent on saying what 
foundation hospitals were not than what they are. 

Yet the idea that Tony Blair and Alan Milburn, the health 
secretary, are conspiring to end the system whereby health care 
is free at the point of use and treatment is based on clinical need 
rather than the ability to pay is manifest poppycock. So what is 
really going on? At the heart of the arguments over public-ser- 
vice reform now raging within the Labour Party are two quite 
distinct and opposing ideas of citizenship, not to mention a good 
deal of intellectual confusion. 

As Catherine Needham argues in a pamphlet published last 
month by Catalyst, a leftish think-tank, the real split is not over 
foundation hospitals as such, but over the nature of the relation- 
ship between the citizen and the providers of public services. On 
one side is a traditional, sentimental Labour view that good pub- 
lic services not only express the value the community places on 
collective provision, but define the nature of the community it- 
self. Implicit in this is the belief that citizenship stems from the 
social solidarity that is fostered by shared interests and decent 
minimum standards. 

On the other side are those New Labour types (including Mr 
Blair) who are edging towards neo-liberalism. They see citizens 
as consumers whose relationship with the state is largely bilat- 
eral and whose political preferences are revealed mostly by 
economic decisions. Although they recognise that there are diffi- 
culties, they want public services to be provided more like pri- 
vately supplied goods. That way, they believe, people will gain 
more control over their lives. 

It is an article of faith for Mr Blair and New Labour that the 
party helped to make itself unelectable because its response to 


Thatcherism was a knee-jerk defence of public-sector unions 
combined with unthinking hostility to the privatisation of the 
old state monopolies. Just as Labour had allowed itself to be- 
come associated with the drabness of rationing in the 1950s, in 
the 1980s it looked equally out of touch in identifying itself with 
producer interests instead of coming to terms with the rampant 
consumerism the Tories had unleashed. 

In a speech to the Labour Party conference in October 2001, 
dripping with frustration over what he regards as the almost pre- 
historic attitudes of many in his party, Mr Blair said: “This is a 
consumer age. People don’t take what they’re given. They de- 
mand more.” Mr Milburn, defending his proposed Nus reforms, 
echoed: “We are in a consumer age whether people like it or not. 
What will destroy the public services is the idea that you can re- 
tain the ethos of the 1940s in the 21st century.” In particular, Mr 
Blair reckons that the prosperous middle classes, whose taxes 
pay for hospitals and schools, will desert the public sector unless 
service providers start to respond to their needs as the private 
sector does. 

Mr Blair and Mr Milburn are right: the time when people 
were grateful for whatever they were given has gone. And the 
last few years of rapidly rising spending on health unmatched 
by better results should have silenced opponents of change. But 
even now, the prime minister appears uncomfortable about 
where the logic of his argument is taking him. 

Mr Blair yearns for a “third way” that reconciles what Ms 
Needham disapprovingly describes as the “self-regarding”, ato- 
mised citizen-consumer with the good old Labour values that 
his critics claim he doesn’t understand and is doing his best to 
undermine. He continues to insist that the reason he believes so 
“passionately” in public services is “because they are what com- 
munity is all about. They bind us together.” 


Any colour as long as it’s black 

Mr Blair might not go as far as the Catalyst paper, which advo- 
cates a form of “civic republicanism” that would judge public 
services on the basis of what they contribute to society rather 
than whether consumers were satisfied. But one aspect of the 
blueprint for the new foundation hospitals suggests that Mr Blair 
is in a muddle. 

In a bow to the currently fashionable “new localism”, the 
foundation hospitals will supposedly be answerable to boards 
of governors of which a majority will be elected from the local 
community and patients. Not surprisingly, the detail of how this 
might work is distinctly lacking. However, given the complexity 
of modern hospitals and the tensions that are bound to arise be- 
tween local worthies, who are likely to be natural conservatives, 
and managers to whom the government has given the freedom 
to expand and innovate, there is plenty of scope for trouble in 
the future. 

What New Labour’s citizen-consumers lack is not democracy 
or community but market power. By constantly talking up 
choice and diversity, the government has raised expectations in 
a way that its cautiously incremental approach to reform can’t 
hope to satisfy. Until there is real competition between provid- 
ers and some surplus capacity within the system, for most peo- 
ple wanting to educate a child or book an operation, choice will 
be as academic as it was for Henry Ford’s first customers. The 
one way in which citizens are likely increasingly to resemble real 
consumers is in their willingness to complain. m 


Business 


Corporate ethics 


Big oil’s dirty secrets 


NEW YORK 





The ethics of the oil industry are coming under unprecedented scrutiny 


VEN as it celebrates soaring profits— 

thanks to higher prices during the war— 
and soaring share prices, now war is Over, 
the oil industry faces a new danger largely 
of its own creation. It will surprise nobody 
to learn that oil and ethics mix about as 
well as oil and water. But, just as the to- 
bacco industry and Wall Street gained a 
false sense of security because for years 
they got away with well-known practices 
of an ethically shady nature, only to pay a 
hefty price later, so too oil’s hour of reck- 
oning may be approaching. There are sev- 
eral reasons, including a high-profile brib- 
ery scandal; the growing political 
sensitivity of the oil industry; changing at- 
titudes to corporate governance; and some 
potentially explosive lawsuits. 

The bribery scandal, which seems cer- 
tain to grow larger as more details emerge, 
concerns the battle to win oil contracts in 
Kazakhstan. During the 1990s, several big 
oil firms fought for the right to exploit the 
oil riches of the region, including Chevron 
Texaco, on whose board Condoleezza Rice 
served prior to joining the Bush adminis- 
tration. And, if prosecutors are to be be- 
lieved, executives at some firms behaved 
over-zealously as this battle raged. 

This week, Swiss investigators were re- 
ported to have added a bribery and 
money-laundering probe involving, 
among others, Crédit Agricole, a French 
bank, to continuing American investiga- 


tions into alleged Caspian corruption. Last 
month, a grand jury in New York issued in- 
dictments against two Americans—James 
Giffen, an independent banker with close 
ties to the Kazakh president, Nursultan Na- 
zarbayev, and Bryan Williams, a former 
executive of Mobil. Both deny wrongdo- 
ing. America’s Justice Department is also 
looking into whether Mobil, now merged 
with Exxon, took part in a plan to pay 
$78m from American and European oil 
firms into Swiss bank accounts belonging 
to Mr Nazarbayev, among others. Exxon 
Mobil, the world’s biggest oil firm, says it 
knows of no wrongdoing. 


Oiling the wheels 

This is already the largest investigation by 
American authorities into alleged bribery 
abroad. As it unfolds, it seems certain to 
provide plenty of colourful stories that 
will keep it in the spotlight. It involves 
well-known Russian businessmen and 
politicians, payments for speed boats and 
fur coats, and—if only because they too 
were involved in bidding for Kazakh con- 
tracts—other big oil firms besides Mobil, in- 
cluding firms with connections to senior 
Bush administration officials other than 
Miss Rice. 

It may also provide the sternest test yet 
of America’s Foreign Corrupt Practices Act 
(FCPA), which outlaws bribery. When the 
act was introduced in 1977, many Ameri- 
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can oil firms groused that the law handi- 
capped them against foreign competitors 
when dealing in the undemocratic and un- 
scrupulous parts of the world where oil is 
often found. That fear was not entirely 
groundless, as is clear from the current trial 
of former officials of France’s Elf Aquitaine 
(now part of Total), where bribery seems 
to have been a core competency. 

Some American oil-industry execu- 
tives privately grouse that, if anybody is 
found guilty, it will be due to carelessness. 
The FcPA, they admit, can be skirted by 
careful use of “signature bonus” payments 
to middlemen brokering contracts and via 
“arm’s-length” transactions involving law 
firms based, more often than not, in Lon- 
don. On the other hand, argues Scott Hor- 
ton of Patterson Belknap, a New York law 
firm, the FCPA has prompted American oil 
firms, though generally opposed to trans- 
national laws on corporate behaviour, to 
support efforts led by the OECD to impose 
an international ban on bribery. 

The current scandal in the Caspian can 
only bolster such efforts to bring some 
transparency to this mucky business. But 
will it also lead to a greater questioning of 
some of the techniques used to get around 
the FCPA? Amy Jaffe, of Texas’s Rice Uni- 
versity, insists that the current investiga- 
tion “is going to force every legal depart- 
ment at every major oil firm to ensure they 
have a clear picture of what their agents, 
advisers and everyone else in foreign 
countries are doing. The Giffen case will 
define what you can and can’t do.” 

Big oil is also facing legal troubles over 
its famed love of nature. This week, law- 
yers for aggrieved indigenous folk filed 
suit against Chevron Texaco in Ecuador. 
For a decade, legal activists have been try- 
ing to sue Texaco for dumping contami- 


nated water in open ponds in that coun- >» 
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> try’s rain forest that, they claim, harmed 
both health and the environment. The firm 
denies wrongdoing, noting that there were 


no specific laws in Ecuador when it oper- 


ated there that forbade its practices. 

At first, the litigants pursued their claim 
in American courts, but a judge finally 
bounced the case back to Ecuador as the 
proper jurisdiction for the matter. That ap- 
peared to bea victory for the oil firm, butin 
order to have the trial moved south, Chev- 
ron Texaco had to agree to respect the rul- 
ing of the Ecuadorian court. If it does not, 
the American judge has retained the right 
to step into the matter once again. Joseph 
Kohn, a lawyer for the villagers, is already 
talking of $1 billion as his team’s estimate 
for cleaning up the damage allegedly done 
by the firm—even before any compensa- 


Iraq's oil 
Back to work 


NEW YORK 
Finally, anew management team 


HE rough outline of amanagement 

team for Iraq’s oil—albeit a controver- 
sial one—is now becoming clear. For 
while the advisory board being de- 
veloped for the sector includes some Ira- 
qis, it is clear that America plans to run 
the show for a good while yet. 

Heading the advisory board is Philip 
Carroll, a former executive of Royal 
Dutch/Shell. Number two is Fadhil Oth- 
man, a former planner at the Iraqi oil 
ministry. The board will advise—or per- 
haps supervise—a new chief executive 
of the oil sector, Thamer al-Ghadban, a 
veteran Iraqi oil bureaucrat. 

The new management's likely poli- 
cies remain unclear, not least pending 
the release of a white paper on the fu- 
ture of Iraq’s oil industry by America’s 
State Department. Prepared by a group 
of Iraqi exiles and outside experts, this is 
expected to address both foreign invest- 
ment and privatisation. 

But the first challenge is to safeguard 
employees and petrol stations—and to 
ensure that Iraqis have enough petrol 


Not an American imperialist 





tion for suffering and so on. 

But legal attacks on alleged human 
rights abuses committed overseas may 
prove to be the most nettlesome of all for 
the oil industry. Consider the sort of pub- 
lic denial prompted by a lawsuit filed last 
month against an American oil firm: “Occi- 
dental has not and does not provide lethal 
aid to Colombia’s armed forces.” Even if 
the firm does indeed prove not to have pro- 
vided “lethal aid,” it faces a high-profile 
trial exposing its relationship with a re- 
gime with an, ahem, uneven record on hu- 
man rights. Similarly, Exxon is being ac- 
cused of complicity in abuses committed 
by the Indonesian military in Aceh, and 
Unocal stands accused of benefiting from 
forced labour deployed by the military 
government in Myanmar. Both firms have 


and power. The electricity system is 
creaking. The country’s oil output is less 
than a tenth of its pre-war level of 
roughly 2.5m barrels per day (bpd); Ira- 
qis normally consume about 500,000 
bpd. So the country’s oil managers and 
their military helpers desperately need 
to revive production. Meanwhile, they 
are rushing in imports of liquefied petro- 
leum gas and gasoline from nearby 
countries to make up the shortfall. 

Further ahead, say some analysts, it 
would be relatively easy to privatise cer- 
tain parts of the industry, such as refin- 
eries. But if advisers put in place by 
America decide that the country’s up- 
stream assets must immediately be pri- 
vatised, they are likely to meet strong 
domestic resistance. 

They might also face opposition from 
abroad, especially if Britain and America 
appear to be favoured over other coun- 
tries. Russia has talked of defending the 
contracts it holds from the Saddam era. 

Many Iraqis are already worried 
about a possible rush to privatisation. 
This week, Radwan al-Saadi, head of the 
oil ministry’s finance department, told 
the Energy Intelligence Group, an indus- 
try publisher, that “privatisation will be 
discussed at the national level once an 
internationally recognised government 
is in place. Failing that, doing it by force 
is nothing but piracy.” 

Much depends on what the UN de- 
cides to do about its sanctions and oil- 
for-food programme, a political process 
under way at last. What “vital role” will 
the UN get to play in Iraqi oil? And what 
price will France and Russia extract for 
letting Iraq export its oil again? 
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consistently denied any wrongdoing. 

These cases are tests of America’s Alien 
Tort Claims Act (ATCA). As the law dates 
back to 1789, its critics note that it does not 
deal with the precise circumstances of to- 
day’s cases: it was probably intended to 
give foreigners a legal forum when in 
America, rather than offer a domestic rem- 
edy for American misdeeds abroad. Oil in- 
dustry lobbyists have been pushing Con- 
gress to repeal the ATCA. Last year, the 
Bush administration took the unusual step 
of intervening in a lawsuit brought by the 
International Labour Rights Fund (ILRF) 
against Exxon, arguing that applying the 
ATCA in this case might hinder America’s 
efforts to fight terrorism. 

Even so, points out the ILRF’s Terry Col- 
lingsworth, starting in 1980, this statute 
has indeed been applied in human-rights 
cases where foreign states or victims have 
been involved. Now, particularly with two 
separate cases related to Myanmar in 
American courts, it may end up applying 
to corporations that are judged to be 
“knowingly complicit” in abuses. 

Could this be enough to transform an 
industry that is famously shameless, not 
least in America? Maybe. A few big legal 
losses, lots of bad headlines, and an im- 
pending Presidential election with an oil 
man on the ballot might work wonders. m 


American health care 


Is IT the cure? 


CHICAGO 
At last, the health-care business is 
embracing new technology 


HE timing was almost perfect. As se- 

vere acute respiratory syndrome 
(SARS) cut a widening swathe around the 
globe, the national Centres for Disease 
Control (cbc), America’s leading public- 
health organisation, inaugurated a state- 
of-the-art emergency operations facility 
last month to respond to just such crises. 
With dozens of computers, a central com- 
mand station, high-frequency radios and 
disease-mapping systems—much of it do- 
nated by firms such as Motorola and Hew- 
lett-Packard—the 7,000 square-foot centre 
brings the cbc closer to its goal of faster 
information-sharing about health threats. 

Yet, overall, America’s health system, 
public and private, lags other parts of the 
economy when it comes to using IT. Pub- 
lic-health officials often rely on pencils and 
telephones to gather data on outbreaks. 
And Americans who run their lives with 
their Palm Pilot may feel they have stepped 
back in time when they don a patient’s 
gown at the local hospital, where besides 


long waits and harried nurses, they must >» 





> contend with the risk of lost records in ma- 
nila folders and potential overdose caused 
by a doctor’s bad handwriting. 

Gartner Group, a consultancy, says that 
America’s hospitals spent less than 3% of 
gross revenue on IT capital and operating 
budgets last year, compared with the 10% 
typical among hardware and software 
firms and over 7% in financial services. 
Hospitals are tough to automate for several 
reasons: transient workers, clients who of- 
ten move, fierce competition for funds and 
independent-minded physicians, who are 
often not employees of the hospitals 
where they practise. 

Now, health-care firms are taking more 
interest in 1T. The spurs include consumer 
pressure, a shortage of nurses and techni- 
cians, the threat of having to deal with bio- 
terrorism and pressure for pay-for-perfor- 
mance from insurers and big employers, 
whose health-insurance costs are soaring. 

Gartner predicts that the average Amer- 
ican hospital’s operating budget for rT will 
grow at10-15% a year in 2003-05. Financial 
incentives will be crucial to boost spend- 
ing. Some health-care buyers are reward- 
ing hospitals for persuading doctors to en- 
ter orders for drugs and treatment on 
computers. That reduces medical errors— 
and saves lives: one study, a few years ago, 
suggested that such errors cost 98,000 lives 
a year. Firms including Xerox, 1BM and 
PepsiCo pay a bonus to hospitals where 
doctors use this approach. 

At the 1T-pioneering University of Illi- 
nois at Chicago (u1c) Medical Centre, doc- 
tors and nurses are now able to gain access 
to electronic medical records and charts, 
and directly enter medication orders, at 
thousands of computers throughout the 
hospital, outpatient centre and eight satel- 
lite clinics. They use laptops, wheel- 
around units and wireless devices. “We 
wanted to create something that was really 
cool, a magnet,” says Joy Keeler, UIC’s 
technology officer. 

A growing number of firms claim to of- 
fer high-tech ways to boost efficiency and 
data-sharing in healthcare. Siemens Medi- 
cal Systems, best known in hospitals for its 
medical imaging machines, is now the 
market leader in clinical and adminis- 
trative hospital information systems. It of- 
fers all kinds of hospital software and is a 
leading data centre, processing more than 
140m health-data transactions daily (it 
claims to capture registration data for 25% 
of America’s hospital emergency-room 
visits). In five years, says Klaus Kleinfeld, 
the head of Siemens Medical’s American 
parent, at least 40% of the medical unit’s 
revenue will come from IT. That would be 
double what it is today (sales hit $4.1 bil- 
lion last year, up by 14% from a year ear- 
lier). “Flash Gordon meets Dr. Kildare” is 
how Mr Kleinfeld describes his vision of a 
fully digital hospital. Perhaps one day, like 
Flash, it will save every one of us. W 
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Online commerce 


Ugly duckling 


NEW YORK 


Barry Diller finds profits in e-commerce 


ARRY DILLER wears the fine suits that 

still mark men of power in old media, 
where he has spent most of his 40-year ca- 
reer. Yet in his latest incarnation, as boss of 
USA Interactive, Mr Diller can plausibly 
claim a seat at the very top table of Ameri- 
can internet moguls, alongside visionary 
types such as Jeff Bezos, the boss of Ama- 
zon. Unlike the visionaries, Mr Diller cut a 
string of deals to build his empire, which 
spans travel (Expedia, Hotels.com), tickets 
(Ticketmaster) and dating (Match.com). 

On May sth, Mr Diller added finance to 
the mix, paying over $700m for Lending- 
Tree, a marketplace where credit firms 
compete to lend. That is a lot for a firm 
whose main business, mortgage refinanc- 
ing, may have seen its best days. Yet USA 
Interactive’s share price barely moved. 

Romance is blossoming between Mr 
Diller and his shareholders. Wall Street’s 
new favourite is a sort of anti-internet 
guru—a short-tempered, hard-nosed busi- 
nessman with an eye for profits. “Barry 
Diller has no vision for the future of the in- 
ternet,” proclaimed Wired magazine re- 
cently, no doubt delighting Mr Diller’s 
publicity machine with its discovery of his 
“opportunistic” instincts. 

Mr Diller has made some canny bets: 
Hotels.com, Match.com, Expedia and 
Ticketmaster each claims to be profitable. 
Mr Diller has avoided online businesses, 
like Amazon’s, whose promise to ship 
goods to customers involves costly real- 
world things such as warehouses and 
trucks. (But he does still own the Home 
Shopping Network, a cable-rv channel 
which sells and delivers schlock to couch 
potatoes). Like eBay, USA Interactive is “as- 
set light”, running marketplaces that clev- 
erly strip customers (travellers, borrowers) 
from vendors (hotels, airlines, car-rental 
firms, lenders). This leaves the customer- 
bereft victims with the costly, low-margin 
work of fulfilling the flow of orders that 
USA Interactive now controls. Banks such 
as Citibank, boasts LendingTree’s boss, 
Doug Lebda, have whole departments to 
process loans that his firm originates. 

The real promise of USA Interactive is 
to make the most of these hijacked cus- 
tomers (40m so far, it claims) by cross-sell- 
ing services and building brand loyalty. 
Yet buying an airline ticket from Expedia 
does not yet prompt offers to shop for a 
budget hotel room at Hotels.com, still less 
a companion, from Match.com, with 
whom to share the bed. Some of the crea- 
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tures in USA Interactive’s stable of brands, 
meanwhile, compete directly with each 
other: Expedia’s successful hotel business 
is a rival to Hotels.com, for instance. 

Such flaws are not so surprising. Mr 
Diller has been busy escaping from his 
old-media past. It was only in March that 
he finally resigned from his other job, as 
boss of Vivendi Universal’s American 
entertainment businesses. (USA Interac- 
tive was always his “day job”, claims Mr 
Diller.) He may yet sell the Home Shop- 
ping Network. Consolidating the owner- 
ship of USA Interactive’s internet assets 
has also taken skill and patience. “We’re 
just at the beginning of this,” says Mr 
Diller. Now Wall Street’s latest swan must 
continue to make progress, or, unlike in the 
fairy tale, he could easily find himself 
turned back into a dowdy duckling, fine 
suits notwithstanding. m 


Indian software 
Techno-coolies no 
more 


BANGALORE AND DELHI 
Does India need its own software 
brands? 


T DOES not have the high-street reso- 
nance of a Nike, a Pepsi or a Windows. In 
its unglamorous but lucrative niche in the 
bank back office, however, FLEXCUBE is 
the brand of choice. According to rankings 
published in March by International Bank- 
ing Systems, a trade journal, it is in fact the 
world’s best-selling banking-software pro- 
duct. Its owner, i-flex solutions of Banga- 
lore, is one of India’s software success sto- 
ries. Some even argue that it points the 
way forward for the whole industry: let it 
emerge from the shadows where Indian 
techno-coolies beaver away writing code 
that is sold in an American or European 
wrapper. The moment has come, runs this 
argument, for “made in India” software 
products to enjoy their day in the sun. 
The notion has an obvious appeal to an 
industry that feels under threat on two >» 
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> fronts: from cost-cutting competitors else- 
where, eating away at its margins; and 
from a perceived protectionist backlash in 
America and Europe against the outsourc- 
ing of 1T jobs to India. The seriousness of 
the bout of nerves afflicting the industry 
has been in evidence on the stockmarket. 
After Infosys and Wipro, two of the biggest 
Indian software firms, announced disap- 
pointing results last month—at least rela- 
tive to some extremely bullish expecta- 
tions—the entire Mumbai market suffered 
a nasty attack of the wobbles. 

As for the rising tide of protectionism, 
some commentary in the Indian press saw 
i-flex itself as a victim, when the boss of its 
Dutch operation was arrested in Londonin 
March for alleged visa irregularities in Hol- 
land. This followed the harassment of 
some Indian IT workers in Malaysia, and 
the application of tighter visa rules in a 
number of countries. 

This may well be the result both of 
over-reactions to the September 11th terro- 
rist attacks and of unfortunate coin- 
cidence, rather than a global conspiracy 
against Indian 1T professionals. But many 
agree that IT exports would be more se- 
cure if they relied less on outsourcing and 
were “products”, where the Indian seller 
owns the intellectual property, not just the 
brainpower-for-hire. Mixing his meta- 
phors wildly, Rajesh Hukku, the founder 
and chairman of i-flex, argues that Indian 
firms otherwise risk being doomed for- 
ever to providing “the cheap labour at the 
bottom of the food chain”. 

The success achieved by i-flex, how- 
ever, may be difficult to replicate. It is thriv- 
ing in a uniquely large rT market—financial 
services—partly because of its own unique 
heritage. It evolved out of Citicorp Over- 
seas Software, a software-development 
subsidiary of the global financial super- 
power, which gave it a strong, worldwide 
launch-pad. 

Just as i-flex was set up with capital 
from Citi, in 1992, its first offering was also 
a legacy from the parent: “Microbanker”, a 
“bank in a briefcase”. In 1998 it released 
FLEXCUBE, a more sophisticated back- 
office and transaction-processing system, 
which now has more than 120 customers 
in over 50 countries. In some, such as Ken- 
ya, where four-fifths of banks use it, bank- 
job advertisements demand familiarity 
with FLEXCUBE. But its client list also 
stretches to investment banks and the In- 
ternational Monetary Fund. 

Although i-flex is much the biggest In- 
dian “product” company, there are others. 
Its closest rivals are divisions of the big 
software-services firms. Infosys, for exam- 
ple, has its own banking product, Finacle. 
Other Indian firms offer packaged Enter- 
prise Resource Planning and Customer 
Relationship Management software. But 
none is in i-flex’s league. Some 65% of its 
sales (of about $100m in the final three 
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quarters of 2002) are in the form of pro- 
ducts—Microbanker, FLEXCUBE and Reve- 
leus, a “business-information tool” for fi- 
nancial institutions. 

Products, however, make up only a tiny 
fraction of overall overseas sales of Indian 
software and IT services. Last year, Nass- 
com, the Indian industry’s lobby group, es- 
timated that India captured just 0.2% of a 


Airlines 


United vultures 


Who gains if United should die? 


NCERTAINTY surrounding Amer- 

ica’s airline industry is making stra- 
tegic decision-taking for other airlines 
rather like trying to land an aircraft in 
the mid-west tornado belt this week. 
While Glenn Tilton, boss of United Air- 
lines, prepares to unveil details of his lat- 
est recovery strategy, some international 
carriers still doubt that it will work. Wor- 
ries about United sliding from Chapter 
11 insolvency (protection from creditors 
pending a financial re-structuring) into 
Chapter 7 (liquidation) are delaying a 
deal that could re-shape the interna- 
tional industry. The board of KLM, 
which met this week to approve another 
grim set of results—an annual net loss of 
€416m ($412m)—delayed a decision on 
which international alliance to join be- 
cause of the potential upheaval of a Un- 
ited collapse. 

Were United to fly no more, there 
would be big consequences for the air- 
line alliances, partnerships formed to 
skirt rules blocking international merg- 
ers. The biggest is Star, built around 
Lufthansa, United and All Nippon Air- 
ways. If it were to lose United, its biggest 
member, there would be such a scram- 
ble to replace the American partner that 
the two other big alliances (SkyTeam 
and oneworld) could be torn apart as 
Star woos Delta Air Lines and American 
Airlines, their American anchors. 
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global market of $180 billion for software 
products. It expects that to increase, but re- 
cognises the obstacles. The product busi- 
ness depends on heavy investment in 
sales, marketing and branding. 

Those are areas where Indian firms 
have tended to be frugal, often for the sim- 
ple reason that they have not needed to 
spend much. That may remain the biggest 
obstacle to the rapid growth of a products 
business: the continued potential, despite 
the current worries, of services exports. 
With the American economy still in the 
doldrums, pressures to cut costs and out- 
source remain intense, and, as yet, the 
fears of a protectionist backlash seem 
overblown. Indeed, almost all the big mak- 
ers of branded software—Microsoft, Ora- 
cle, Adobe, SAP, Sun and so on—have a 
presence in India, employing thousands 
of Indian ır workers of their own or on 
contract from Indian IT-services firms. For 
many Indian firms, a products business 
would be a tasty addition to their regular 
diet. But only if it can be enjoyed without 
eating their clients’ lunches. m 


At first sight, KLM would be merely a 
bystander. For nearly ten years, its 
partner has been Northwest Airlines, 
with which it has a joint venture on 
transatlantic routes: they pool custom- 
ers, revenues, and so on. But Northwest 
has won regulatory approval to ally 
with Delta Air Lines and Continental 
Airlines to market jointly domestic 
flights (they will share flight codes on 
schedules). This would make it logical 
for Northwest and KLM to throw in their 
lot with the huge SkyTeam global alli- 
ance, led by Delta and Air France. 

In fact, KLM is debating whether in- 
stead to accept an offer from oneworld, 
an alliance built around British Airways, 
American Airlines and Cathay Pacific. 
SkyTeam makes sense geographically, 
linking the nearby Dutch, French and 
Italian markets (Alitalia is part of Sky- 
Team). But the appeal of oneworld in- 
cludes the allure of unrequited passion. 

The BA-KLM link (they have flirted for 
15 years) would be logical in terms of 
market segmentation rather than geogra- 
phy. It would join the British carrier’s lu- 
crative, point-to-point premium business 
traffic to KLM’s ability to handle transfer 
passengers at its Amsterdam Schiphol 
hub, which has lots of capacity. Locked 
in at Heathrow, BA needs a continental 
hub to keep growing. But nobody wants 
to decide until United’s fate is known. 





Corporate tax and accounting 


Many happy returns? 


NEW YORK 





Why alow corporate tax bill is often not the good news it seems to be 


HAT is the next target in the cam- 

paign to clean up American capital- 
ism? Perhaps tax trickery. Already, a Sen- 
ate sub-committee and the Internal 
Revenue Service (IRS) are busily pursuing 
separate investigations into questionable 
tax structures. This week, there was talk of 
cutting taxes on profits earned abroad to 
5.25% from 35%, for this year only, to tempt 
firms to repatriate money now in offshore 
tax havens and shelters. 

This comes hot on the heels of a Con- 
gressional report on the Enron scandal, re- 
leased in February. This devoted 2,700 
pages to how the firm manipulated the so- 
called “tax-book” gap—the divergence be- 
tween the profits that American firms re- 
port to the taxman and the accounting 
(“book”) profits disclosed to the investing 
public—to inflate its reported profits while 
minimising its tax bill. Thanks not least to 
its use of tax shelters, in 1996-99 Enron re- 
ported to the taxman that it earned no tax- 
able income even as it told Wall Street that 
it had made $2.3 billion in book profits. 

Step back from the scandal, and two 
things stand out. First, according to the re- 
port, Enron’s accounting gymnastics were 
not necessarily illegal. Rather, they clev- 
erly exploited inconsistencies in the differ- 
ent rules for tax and book accounting. Sec- 
ond, it is not just Enron. The tax-book gap 
has widened alarmingly across corporate 
America, especially since the late 1990s. 

Some of the tax-book gap is readily ex- 
plained by the treatment of depreciation, 
employee share options (which count 
against profits for tax but not for account- 
ing purposes) and foreign income. But 
whereas these used to explain most of the 
gap, by 1998 they represented less than 
half of it, according to a recent study by Mi- 
hir Desai of Harvard Business School. The 
source of the rest of the gap was hard to ex- 
plain, he charitably concludes. 

Perhaps the gap is due to the growing 
use of Enron-style rule-gaming, which 
creates (briefly) healthy accounting num- 
bers but cannot get past the more prudent 
tax rules. If so, a growing tax-book gap 
may herald accounting troubles to come. 

Baruch Lev, of New York University’s 
Stern School, and Doron Nissim, of Co- 
lumbia Business School, analysed the tax- 
book gap of over 3,000 publicly traded 
American firms during 1973-2001. As the 
chart shows, they found that the 20% of 
firms with the smallest gap between tax 
and book profits showed strong average 


accounting profit growth over the subse- 
quent five years. But the 20% of firms with 
the biggest tax-book gaps tended to see 
their profits deteriorate dramatically. 

This finding is admittedly fairly rough 
and ready. Since, amazingly, American 
firms are not required to disclose how 
much tax they have paid during any given 
accounting year, the two academics had to 
estimate taxable profits from the meagre 
morsels of data included in company an- 
nual reports. The information disclosed in 
accounts is notoriously long on numbers 
but short on substance. “Current tax ex- 
pense”, for example, is based on book ac- 
counting rules and so is uncorrelated with 
a firm’s tax bill. Whereas many firms dis- 
close a figure for cash paid to the taxman, 
they are not required to provide a break- 
down for jurisdiction (foreign versus fed- 
eral or state taxes) and do not specify the 
time period for which this tax was owed. 


Open the books 

At certain points in the past, disclosure of 
tax-return information was much fuller. 
President Taft, under whom the first cor- 
porate tax was levied in 1909, saw publica- 
tion of tax returns as a way to discourage 
undesirable business conduct. Later presi- 
dents disagreed, but this view again pre- 
vailed during the Great Depression, when 
Congress passed a law making public se- 
lected bits of corporate tax returns—such 
as a firm’s net income and tax liability—in 
so-called “pink slips”. Intense lobbying by 
big business succeeded in repealing this 
law within a year. Since then, the govern- 
ment has not mandated any similar cor- 
porate tax disclosure. It was not until 1976, 
however, that tax-return information be- 
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came wholly confidential—following alle- 
gations that President Nixon had used tax- 
return information against his opponents. 

Investors would surely benefit from 
much fuller disclosure of a firm’s tax re- 
turn. But how best to disclose? The most 
radical solution—and the least likely—is to 
move closer to “tax-book conformity”, 
with a single set of accounts for both the 
taxman and investors. Dual accounting, so 
the argument goes, is unduly complicated 
and can distort economic activity. For in- 
stance, employee share options became a 
popular form of compensation at least in 
part because they lowered taxable profits 
but left accounting profits intact. 

One drawback of this solution is that 
Congress loves tinkering with the tax code 
in an attempt to change corporate behav- 
iour, and is unlikely to give that up. Be- 
sides, the goals of tax and financial report- 
ing are very different. Tax accounts are 
meant to provide authorities with a pre- 
dictable, enforceable tax base. Financial re- 
ports are meant to capture the economic 
value of a firm’s operations, and so contain 
myriad estimates and approximations. Re- 
solving these two goals into one set of 
books is impossibly tricky. When it was 
tried, such as (until recently) in Germany, 
the needs of the taxman have tended to 
come before those of investors. 

A second option is to publish corporate 
tax returns in full. Industry advocates, 
however, worry that tax disclosure would 
let competitors root out business secrets, 
and would lobby hard to stop it. 

The best approach may be to require 
firms to publish a souped-up version of 
Schedule M-1, a table (rather superficially) 
reconciling taxable and accounting profits, 
that they already submit to the taxman. In 
a recent paper, George Plesko, of the Sloan 
School of Management, and Lillian Mills, 
of the University of Arizona, propose how 
that might be done in a way that gives in- 
vestors a mechanism for linking a firm’s 
taxable profits to its financial numbers. 
One change would be to specify explicitly 
what starting point should be used for tax- 
book reconciliation. Now, corporate tax- 
payers are required to use their “reported 
profit”—but can pick from global income, 
American income, or something between, 
and the choice results in wide swings in 
the tax-book gap. Mr Plesko and Ms Mills 
argue that the proper starting point is 
worldwide consolidated book profit. 

In Congress these days, there is much 
implausible talk of fundamentally over- 
hauling the corporate tax code—a process 
that history suggests would inevitably fall 
foul of political tinkering, if it were ever se- 
riously attempted. But, for all this post-En- 
ron bluster, it makes far more sense simply 
to make firms publish sufficient informa- 
tion for investors to tell if a low tax billis in 
their interest or against it. What is more, it 
would be far easier to implement. m 
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Face value | Giving people what they want 


Companies are still failing to put their customers first, says Shoshana Zuboff 





p a know the feeling all too well. Some widgetin your home 
computer expires. Result: it no longer talks to your printer. 
You telephone the pc maker’s helpdesk, only to enter a maze of 
“press nine for immediate assistance” and “your call is impor- 
tant to us”. After 15 minutes of nasty music, a voice tells you to 
call a different number: that particular widget is their respon- 
sibility, not ours. Eventually, a new widget is said to have been 
shipped to you. Two weeks and many phone calls later, it has not 
arrived. You throw the pc away and start again. 

Life is full of experiences such as these, curiously removed 
from the silvery promises of television advertisements and the 
salesman behind the counter. They are the core of a new book, 
“The Support Economy” (Allen Lane), by Shoshana Zuboff, a 
Harvard Business School professor, and her husband, James 
Maxmin, a former boss of several British firms. A chasm now 
separates individuals and firms, she says, and that gap is the next 
big business opportunity. People yearn for support to help them 
through life’s complexities and those moments when the pro- 
mise of reliability turns sour. Providing that “support economy” 
is, as the book’s subtitle puts it, “the next episode of capitalism”. 

The book has plenty of tales of how firms fail to give consum- 
ers the service they have promised: “People have come to accept 
that their consumption experiences have been largely adver- 
sarial.” All the talk is of nurturing customer relationships; the re- 
ality is the frantic woman dashing from one airline’s gate to 
another, trying to get on to a flight home and finding one can- 
cellation after another and sullen, unhelpful staff. When firms 
cut costs, they often do so in ways that upset consumers: they put 
pressure on frontline staff who handle complaints, shaving sec- 
onds off the time each call-centre operative is allowed to spend 
on a pacifying call; or they squeeze up prices in ways that turn 
what looked like a good deal into a lousy one, the moment some- 
thing goes awry; or they use customers’ data to pretend to an inti- 
macy and understanding of their needs that does not really exist. 

Miss Zuboff’s grumpiness at corporate failure is not the tone 
of her previous book, on which her reputation is built. “In the 
Age of the Smart Machine”, published in 1988, discussed how in- 
formation technology might be used to organise work in ways 
that could empower employees. Computers would allow cleri- 


cal staff to make more decisions, help top managers to improve 
efficiency and give blue-collar workers a better understanding of 
industrial operations. 

It was, she now says, “written with an underlying belief in 
the progressive corporation”. But it was followed by what she 
calls “an intellectual mid-life crisis”. The progressive corporation 
was a myth—or rather, might perfectly well turn out to be Enron. 
She and Mr Maxmin, a perfect marriage of business school pro- 
fessor and executive, bat ideas back and forward at their home in 
Maine all the time. One night, clearing up the kitchen, they had 
an epiphany, and the concept of the support economy was born. 


Promises, promises 
The difficulty begins with companies promising customers sup- 
port that they cannot deliver. As Miss Zuboff says, electronic net- 
works mean that firms now know more about their customers 
than ever before. So they believe that they can treat customers as 
individuals, even if, partly for cost reasons, they continue to 
mass produce for them. Meanwhile, customers’ expectations 
have risen: a legacy, not least, of the internet bubble. They want 
choice, reliability and to be looked after as individuals. This is, 
after all, what the advertising promises. All those pledges to re- 
member, next time you check into a hotel, whether you like a 
“soft pillow or a hard one: they have an impact. 

Every manufacturer these days wants to offer service as a 
distinguishing characteristic; and every service business wants 
to build relationships with its customers, because it knows that 
retaining existing customers costs far less than recruiting new 
ones. But providing services turns out to be expensive and com- 
plex. Outsourcing services, whether a bank outsources its credit- 
card business or a hotel its reservations, is harder to manage than 
outsourcing the manufacture of chips or tyres. Gaps appear 
through which customers slip when something goes wrong. Be- 
sides, the prices of many goods have been falling; but the cost of 
services, including the helpdesk, continue to rise. And the more 
reliable goods become, the fewer customers need help—and the 
more redundant (and expensive) the helpdesk seems to be. 

When it comes to a cure, Miss Zuboff and Mr Maxmin see the 
answer partly in the structure of corporations, which they regard 
as too narcissistic, too stuck in old concepts of mass production, 
even too male-dominated (real men, it seems, won’t let the cus- 
tomer come first). They want a new kind of organisation that 
supports customers through “distributed capitalism”—which 
seems to mean empowering the workers that “Smart Machine” 
also put its trust in. Their recipes are sometimes a little, um, un- 
clear: “The centrality of collaborative co-ordination can evolve in 
proportion to the devolution of institutionalised routines.” 

But does the solution really lie in new corporate structures 
and new businesses, designed to support customers in trouble 
with their airline or computer company? That depends on 
whether consumers are willing to pay for support. If they are 
not—which many firms fear—support will remain a cost with no 
matching benefit, at constant risk of being squeezed. 

This point is crucial. Yet the word “profit” is not even indexed 
in the book, which is so vague about the role of profit in the sup- 
port economy that it has been championed by critics of share- 
holder-value driven capitalism, such as Will Hutton, a leftish 
British commentator. The Economist will make this bet: if the cus- 
tomer-centric support economy does come to be, the main rea- 
son will have been the unrestrained pursuit of profit. m 
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Nest eggs without the yolk 


Can employers be trusted to provide for our old age? 


OLICYMAKERS in America and Britain 
used to be rather smug about their pen- 
sion systems. They had shifted much of 
the burden of providing for people’s retire- 
ment off the state and on to the private sec- 
tor, they crowed, while in most countries 
in continental Europe private pensions 
were still embryonic. The future burden 
on the exchequers of these countries from 
increasing longevity and shrinking birth 
rates made for headlines about a “pen- 
sions time bomb” ticking away while pow- 
erful unions blocked attempts at reform. 
Nowadays there is less complacency. 
Over the past year or so, in both Britain 
and America, there has been growing 
alarm about the state of companies’ pen- 
sion funds. The private sector’s back was 
not as broad as policymakers thought. 
Many of the schemes are now deeply in 
deficit, to the consternation of prospective 
pensioners, investors and politicians. 
Further dismay has greeted revelations 
of the extent to which top corporate execu- 
tives have been able to shelter their own 
pensions from the effects of this fall in 
value. Not untypical were the special pen- 
sion arrangements of the top executives at 
American Airlines—including Donald 
Carty, its erstwhile boss. While the air- 


line’s bosses secretly protected their own 
pensions against the risk of bankruptcy 
(with a multi-million-dollar dollop of ex- 
tra funding), employees were being asked 
to accept hefty cuts in pay and benefits in 
order to save the firm from going bust. Like- 
wise in Britain, it was recently revealed 
that Sir Geoff Mulcahy, who resigned last 
year from the top job at Kingfisher, a 
poorly performing retailer, left with a nest 
egg of £15.2m ($24.5m), which will pay him 
an annual pension of £790,000. 


Deficit days 
In America, many companies now run 
large corporate-pension deficits (the 
amount by which the value of the 
schemes’ assets falls short of the current 
value of the pensions they are pledged to 
pay in the future). These deficits arise en- 
tirely from defined-benefit pension plans, 
which guarantee employees a pension re- 
lated to their final salaries. Defined-con- 
tribution schemes—the other main type of 
pension—make no promises about ulti- 
mate benefits, merely contracting to pay a 
certain amount regularly into a fund. 
According to estimates by the Pension 
Benefit Guaranty Corporation (PBGC), a 
quasi-governmental agency that insures 


the basic benefits of 44m Americans with 
pensions provided by about 32,500 private 
defined-benefit plans, corporate-pension 
deficits have swollen to some $300 billion. 
A recent study by Greenwich Associates, 
an investment-research firm, claims that 
the assets of corporate pension schemes 
have lost $500 billion in value in the past 
two years. 

In Britain, corporate pension schemes 
are also in trouble. Morgan Stanley, an in- 
vestment bank, estimates that the aggre- 
gate deficit of the defined-benefit pension 
schemes of FTSE 100 companies grew 
from £200m at the end of 2001 to £65 bil- 
lion at the end of 2002. UBS Warburg, an- 
other investment bank, says that only four 
of the 100 companies retain a net surplus 
on their pension funds; 22 firms have pre- 
tax deficits in excess of £1 billion. The pre- 
tax deficits of seven firms—including blue- 
bloods such as Rolls Royce and British Air- 
ways—amount to more than half of their 
market capitalisation. 

Not all those with underfunded 
schemes are American or British. Last 
June, Siemens, a German technology firm 
whose employees are almost all on de- 
fined-benefit schemes (a rarity in Ger- 
many), had to admit that it had a pensions 
deficit of more than €5 billion ($4.8 billion) 
under American accounting rules—which 
the company follows because it is quoted 
on the New York Stock Exchange. 

If equity markets do not recover 
quickly and substantially, the deficits will 
widen even further this year. Of course, if 
the markets bounce back, the problem will 
disappear, at least for now. Most of the 
funds’ liabilities lie some way in the future. » 


port Corporate pensions 





The main reason for the recent shift 
from surplus to deficit is the prolonged 
bear market that began in March 2000. The 
pension funds of American and British 
companies all invest heavily in equities. 
American funds have, on average, 60% of 
their assets in shares. In Britain, the figure 
is even higher, with as much as 80% of 
funds’ assets in equities, about two-thirds 
of that invested in the British market. 

In the bull market of the late 1990s, this 
worked in the funds’ favour, and many of 
them accumulated huge surpluses. The tax 
system forced many companies—British 
Airways, for one—to take holidays from 
contributing to their fund; and some—such 
as Shell, Unilever and Philips—even took 
money out of them. 


Transparently underfunded 

America’s accounting-standards body, the 
Financial Accounting Standards Board 
(FASB), Said earlier this year that it wants to 
improve accounting for employee pension 
plans. It aims to publish a standard on the 
subject next year. 

In Britain, a new accounting standard, 
FRS17, has already made the deficits in 
companies’ pension funds glaringly obvi- 
ous. The standard, which compels compa- 
nies to value their pension assets at current 
market prices, is not yet fully imple- 
mented. But since June 2001 British com- 
panies have had to disclose their FRS17 
numbers in notes to their accounts. Before 
that, says Alan Rubenstein, head of the 
pensions group at Morgan Stanley, “with 
negligible transparency, pension funds 
were assumed to be in surplus.” 

Highly unpopular with most compa- 
nies (which prefer the opacity of the old 
system), FRS17 demands that a pension 
fund’s short-term deficits be deducted im- 
mediately from profits, or added back if 
the fund is in surplus. 

Under America’s Employee Retirement 
Income Security Act (ERISA) of 1974, a 
fund is considered to be underfunded if 
the market value of a plan’s assets is less 
than 90% of the plan’s current liabilities. 
Deficits have to be made good, typically 
over a five-year period. General Motors, 
for example, has announced that contribu- 
tions to its underfunded pension scheme 
will reduce its earnings by 26% this year. 

Britain has a statutory annual test that 
evaluates the adequacy of a scheme’s as- 
sets to meet its obligations. The test stipu- 
lates that a “seriously” underfunded 
scheme rectify its shortfall within three 
years. Schemes that are underfunded, but 
not seriously so, have to be brought in line 
within ten years. The British government 
is currently considering legislation that 
would modify or even abolish the test, but 
it is still uncertain when new rules would 
come into force. 

Over the past couple of years in Amer- 
ica, pension liabilities have become a key 
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element in corporate insolvencies and 
resurrection from Chapter 11 bankruptcy. 
us Airways, for instance, America’s sev- 
enth largest airline, was able to emerge 
from bankruptcy protection a few weeks 
ago only after shedding its pension obliga- 
tions. The pension plan for its pilots is, the 
company says, underfunded to the tune of 
$2.5 billion. After much coming and going, 
the PBGC took over as trustee of the air- 
line’s pension plan on April 1st. 

To appease its angry pilots, the com- 
pany will set up asecondary plan that will 
cover some of the shortfall between what 
the pilots receive now and what they will 
get under the PpBGC’s basic regime. It is un- 
likely to assuage their anger with Stephen 
Wolf, who ran us Airways until a few 
months before it went into Chapter 11 in 
August last year. He was able to walk away 
with a one-off pension payment of $15m 
after a mere six years in the job. 

us Airways may not be the last of the 
big American airlines to have trouble with 
its pension promises. Fitch, a credit-rating 
agency, estimates that the deficit in the 
funds of America’s eight biggest airlines is 
more than $18 billion. As recently as 1999, 
they had a surplus of $1 billion. 


Debt without a doubt 

The shortfall in America’s corporate pen- 
sion schemes has been such that even the 
PBGCis broke. This was hard to imagine 16 
months ago when the agency sat on a com- 
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fortable surplus of $7.7 billion. But it is 
now in deficit to the tune of $5.4 billion. As 
it is financed by insurance premiums from 
corporations, it will probably have to raise 
prices across the board in order to refill its 
coffers. This will meet stiff resistance from 
corporate America, but the alternative 
(federal funding) will be resisted too. 
“Why should taxpayers foot the bill for 
something that was supposed to be self-fi- 
nancing?” asks Zvi Bodie, an expert in pen- 
sion finance at Boston University. 

The new spotlight on the deficits in 
companies’ pension funds is having an ef- 
fect on their share price. Credit-rating agen- 
cies and investment analysts are giving 
them the thumbs-down, and investors are 
starting to vote with their feet. At the end 
of last year, Morgan Stanley put together a 
list of British companies that are most at 
risk from underfunded pensions. Some 
prestigious names were on it. Sainsbury’s, 
a supermarket chain, for instance, is esti- 
mated to have pension-fund assets worth 
only 65% of its pension liabilities. 

UBS Warburg is advising investors to 
part with shares in companies that carry 
too much pension risk. On April 3rd, it low- 
ered (to “sell”) its recommendation on six 
media and technology companies be- 
cause of worries over their pension liabil- 
ities. British Telecommunications (BT) is 
singled out by the investment bank be- 
cause of its post-tax pensions deficit. 
Standing at £1.3 billion at the end of March 
2002, UBS estimates that it had increased 
to £6.5 billion by the beginning of 2003. 

Though they claim that pension liabil- 
ities have always been considered when 
they make a judgment about a company’s 
financial strength, Standard & Poor’s (S&P), 
Moody’s, Fitch and other ratings agencies 
have started to look at them much more 
closely. s&p issued a report in March that 
attempted to clarify its approach, point- 
edly stating that nowadays the agency 
treats unfunded pension liabilities like 
debt. (In the past, it did not take pension li- 
abilities into account in its calculation of a 
company’s net debt.) 

Moody’s and Fitch recently came out 
with similar statements about their meth- 
odology. “It absolutely is debt,” insists Bos- 
ton University’s Mr Bodie. Sabine Mahn- 
ert, a pensions expert with Morgan 
Stanley, thinks pension liabilities are 
slightly softer than other forms of debt, but 
she agrees that debt they undoubtedly are. 

Companies with pension plans that are 
unfunded, as many are in continental Eu- 
rope, find such views hard to take. Their 
plans, they say, are financed on a “pay-as- 
you-go” basis, and do not need funding. 
Earlier this year, ThyssenKrupp, a German 
steelmaker, clashed with s&p over this de- 
bate. On February 21st, the rating agency 
cut ThyssenKrupp’s rating by two notches 
(to junk status) because of its unfunded li- 
abilities. At the end of September 2002, »» 





> these amounted to €7.1 billion. At the time, 
Thyssen was one of 12 European compa- 
nies under review by s&p because of the 
burden of their pensions. 

The company’s executives denounced 
the downgrade as “incomprehensible”, 
and government officials took their side, 
arguing for the establishment of a new 
European ratings agency. Joachim Poss, 
spokesman for the Social Democrats, Ger- 
many’s ruling party, claimed that s&p and 
Moody’s, both of them American, do not 
understand German business culture. 


Continental drift 

For the most part, companies in Germany 
(and France and Italy) face a rather differ- 
ent sort of pensions crisis. Governments 
there have promised for years to privatise 
part of the state system, but little has hap- 
pened to date. Public-pension spending is 
gobbling up between 12% and 14% of 
French, German and Italian Gpp. In Ger- 
many, the goal is for the state to provide 
70% of the final net salary of an employee 
who has worked for 45 years. (This is being 
reduced to 67% over the next decade.) Cor- 
porate pensions from companies such as 
Siemens and ThyssenKrupp supplement 
this system. Unlike America and Britain, 
Germany has few regulatory or tax incen- 
tives to encourage companies to fund their 
pension schemes. So most German com- 
panies opt for pay-as-you-go (PAYG). 

The Netherlands is the only continental 
European country with a pensions system 
along American or British lines. The state 
provides a basic pension, equivalent to 
half the minimum wage, through an un- 
funded PAYG system. To supplement this, 
most Dutch companies provide their em- 
ployees with pensions. The law requires 
that these be funded, and their investment 
strategies have to be approved by the 
country’s pensions and insurance regula- 
tor. As the funds typically park half of their 
assets in equities and the rest in bonds de- 
nominated in euros, they are facing fund- 
ing gaps not hugely different from those of 
companies in America and Britain. 

While individual European Union gov- 
ernments are prevaricating over pensions 
reform, Brussels bureaucrats keep trying to 
unify the EU pensions market. But little has 
been achieved to date. For as long as the 
differences between countries’ rules re- 
main so pronounced, multinationals have 
to tailor their pension schemes to each 
country. When they move employees 
from one to another, they have to adapt 
their schemes to individual cases. For in- 
stance, any employee who, say, used to be 
part of the generous public pension sys- 
tem in France has to be compensated for 
being posted to England, where state pen- 
sions are far more frugal. 

Some companies simply park their em- 
ployees’ pension money offshore—in the 
Channel Islands, for example. “Without 
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tax changes and social-security reform, 
companies won’t be able to offer one pen- 
sion scheme,” says Morgan Stanley’s Mr 
Rubenstein. He is pessimistic about the ef- 
forts in Brussels to unify the EU’s pensions 
market. 

With or without a properly functioning 
single market, continental countries will 
have to find a way to reduce the share of re- 
tirement income financed from taxes. Priv- 
ate pension funds and insurance policies 
are the only alternative. But do the invest- 
ment strategies of those in charge of priv- 
ate pensions need rethinking? In particu- 
lar, are equities a fit investment vehicle for 
providing for old age? 

Mr Bodie says that, contrary to conven- 
tional wisdom, equities are not a prudent 
investment over the long run. He argues 
that, instead of focusing on the probability 
of equity returns outperforming bond 
yields, pension-fund trustees ought to con- 
sider a worst-case scenario. In the long 
run, the probability of positive equity re- 
turns increases, but the danger of continu- 
ous losses also rises. With investments in 
fixed-income assets, on the other hand, a 
known obligation is matched with assets 
of a predictable value at the maturity of 
that obligation. 

Mr Bodie is thus a big fan of the deci- 
sion by Boots, a British health-and-beauty 
retailer, to shift all its pension assets into a 
mix of inflation-linked bonds, credit 
swaps and bonds that are not protected 
against inflation. John Ralfe, the architect 
of Boots’s move into bonds, is one of cor- 
porate Britain’s few supporters of FRS17. 
The defined-benefit scheme at Boots is 
fully funded. 

Mr Ralfe has left the company since he 
engineered Boots’s withdrawal from the 
equity market, but on April 14th the com- 
pany defended its decision to put all its 
pension fund’s assets (of £2.5 billion) into 
bonds. However, rumours suggest that 
Boots is toying with the idea of reversing 
some of its pioneering policy. 

There are other examples of funds 
putting almost all their pension eggs into a 
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fixed-income basket. For example, nearly 
90% of the assets of Siefores, Mexico’s priv- 
ate pension funds, are invested in govern- 
ment bonds, and the Texas Municipal Re- 
tirement System has invested all its assets 
in fixed-income instruments since 1987 
when it sold its last shares (in IBM). The 
scheme now manages about $10 billion 
for 783 Texan cities. Its trustees are not re- 
stricted to debt; they can buy equities at 
any time. For the moment, however, they 
are sticking to their debt-only policy, a pol- 
icy that leaves them exposed to the risk of 
inflation. There are simply not enough in- 
flation-linked, fixed-income instruments 
around to remove that. 


Incubate your own nest egg 

One way for companies to resolve their di- 
lemma is for them to get out of the pen- 
sions business altogether. Many of them 
have made the first move in this direction 
by closing their defined-benefit schemes to 
new members and offering defined-con- 
tribution (or “money purchase”) plans in- 
stead. Employees are not, in general, 
happy about the switch. Many of them 
prefer the paternalism of the old regime, 
and are afraid of the investment risk that 
they are being expected to carry for them- 
selves. Yet in a modern economy, where 
people change jobs frequently (not to 
mention countries), money-purchase 
plans make more sense. According to a 
study by the Pensions Institute at the Uni- 
versity of London, someone in Britain 
who changes his or her job six times loses 
more than a quarter of the benefits from a 
defined-benefit scheme. 

Should companies continue to be 
responsible for the welfare of their em- 
ployees in their old age? It is the role of gov- 
ernment to provide a basic safety net for 
citizens. And it makes little sense for com- 
panies to be running the pension funds of 
their increasingly transient employees. In 
future, they would be wise to encourage 
their staff to look after their retirement 
funds properly. But why do it for them? It’s 
not their business. = 
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Blowing bubbles ina 


post-bubble economy. 


How do you know when youre in 


a bubble? Its easy to see one in the rear-view 
mirror, but few people identify bubbles at the time. Various 
surveys taken in early 2000 showed a majority of investors 


didn't believe there was a bubble back then. 


And how do you define when youre back in rational 
territory? Today, investors face the most uncertain valuation 
environment since the 1950s, when dividend yields flipped 
below bond yields and stayed there. In the last few years, the 
correlation between bond yields and stock prices has gone 
from negative to positive; absolute valuations have moved to 
ten-year lows; and valuation spreads between US and non-US 
equities have widened out to near extremes. Heres my take on 
the post-bubble environment: 


Equities are no longer the asset class of preference. After 
a 20-year bull market when asset allocation and macro were 
increasingly sidelined, the change in economic volatility, a 
severe bear market and liability risk have led to bonds 
becoming the preferred asset for investors. 





While the bear market ultimately will lead to a return 
to investor rationality, on the way new bubbles will 
develop. Portfolio decisions in the asset-liability mismatch 
world will be guided not by the need to maximise returns for 
a certain level of risk, but instead to cover liabilities at all 
costs. This will lead to a preference for bonds, and their bias 
to trade at overvalued levels compared to historical trends. It 
will also lead to decisions to sell equities that have higher 
yields than the assets replacing them. The creation of 


potential new bubbles in property, commodities and long 
bonds has already been under way. 


Valuation is always important, but works less well for 
timing short-term gyrations. Forced investor selling and 
technical moves take short-term prominence. The valuation- 
driven investor should be lengthening their time horizon and 
focussing on the 12-24-month outlook. 
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Certainty equivalents are likely to retain their 
popularity. We think this points to a continuing reliance on 
dividends and free cash flow. It also points to the emergence 
of a New Nifty Fifty group of true growth stocks that leads 
the equity market as investors flock to the companies that can 
deliver in a tough environment. 


It’s a changed world, but one still full of opportunities 
for finding new bubbles. The most successful investors will 
be those who go against the risk-control crowd at the right 
times, in my view, as the money-making potential could be 


higher today for the brave and the good than the returns 


achieved over the last ten years. 


Richard Davidson 
Strategist 
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Dealing with default 


WASHINGTON, DC 


Developing countries are issuing new bonds that should make it easier to clear up 


or head off defaults 


EORGE BUSH’S Treasury Department 
has a mediocre reputation in interna- 
tional economic circles. Mr Bush’s first 
Treasury secretary, Paul O’Neill, was 
known more for gaffes than for gravitas. 
His affable successor, John Snow, has been 
too busy trying to sell Mr Bush’s tax cut at 
home to show much interest in matters 
abroad. On the international scene, Team 
Bush pales in comparison with Robert Ru- 
bin and Larry Summers, Bill Clinton’s Trea- 
sury secretaries. Yet the Bush administra- 
tion may have more influence on one of 
the most pressing questions in interna- 
tional economic policy than the Clinton 
crew ever did: how can the debts of de- 
veloping countries be restructured? 
John Taylor, the top international man 
in Mr Bush’s Treasury, has long touted a 
market-based approach to dealing with 
sovereign-debt crises. He is sceptical of the 
International Monetary Fund’s proposal 
for a “sovereign-debt restructuring mecha- 
nism” (SDRM), which would create, in es- 
sence, a watered-down international 
bankruptcy court. Mr Taylor prefers to en- 
courage solutions to debt problems by per- 
suading emerging economies to introduce 
“collective-action clauses” in their bonds. 
Should the risk of default loom, these 
clauses would prevent smallish minorities 
of creditors from blocking restructuring 
deals to which large majorities had agreed. 


In theory, they should make defaults eas- 
ier to deal with. They have long been used 
in bonds issued in London under English 
law, but have never been widespread in 
the much bigger New York market. During 
the Clinton era, there was a lot of talk 
about encouraging emerging borrowers to 
use collective-action clauses, but no ac- 
tion, largely because developing countries 
were worried that such clauses would 
raise their borrowing costs. 


A collective change of heart 
In recent months all this has changed. The 
IMF’s proposal was shelved indefinitely at 
the Fund’s spring meetings, and collective- 
action clauses have sprung to life. In Febru- 
ary, Mexico—long a vocal critic of the no- 
tion—issued $1 billion of 12-year debt that 
included such clauses in New York. On 
April 29th, Brazil sold $1 billion of similar 
bonds. In perhaps the most important test 
of Mr Taylor’s ideas, Uruguay is offering to 
swap much of its debt for new bonds con- 
taining collective-action clauses. Accord- 
ing to Michael Chamberlin of the Emerg- 
ing Market Traders Association in New 
York, there is now such momentum be- 
hind bonds with these clauses that they 
will “become the norm”. 

Why have borrowers changed their 
minds? One reason is fear. Once the sDRM 
was mooted—a far worse idea than collec- 
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tive-action clauses in borrowers’ eyes—the 
thought that it might be put into effect fo- 
cused minds on the search for a market- 
based alternative. American pressure also 
played a part: the Treasury made no secret 
of its preference for the new clauses. And 
then self-interest led Mexico to go first. It 
hoped that by starting the ball rolling it 
would brand collective-action clauses as a 
sign of a good credit, rather than of weak- 
ness. 

On the investors’ side, the belief that 
they might balk at collective-action 
clauses seems to have been unfounded. 
Far from requiring a premium, they over- 
subscribed Brazil’s issue several times. 
One Wall Street insider says that the 
clauses were “a footnote” to the recent is- 
sues, which investors barely noticed. 

Will the new-style bonds really make 
defaults easier to clear up? Uruguay’s re- 
structuring may provide the first test. Two 
years ago, the country was an investment- 
grade borrower, with a reputation as a 
well-run, small financial centre, the Swit- 
zerland of Latin America. It has been ham- 
mered by along recession, the fall-out from 
Argentina’s financial crisis and a plunging 
peso. Uruguay has around $11 billion of 
public debt outstanding, and now stands 
on the brink of default. 

To give itself some breathing room, the 
Uruguayan government made investors 
an offer on April 10th: would they care to 
swap $5.1 billion of old bonds for new 
ones with longer maturities? Of the exist- 
ing debt, $3.5 billion was issued abroad. If 
they agree, investors will suffer no loss of 
principal, but Uruguay’s amortisation 
payments will be deferred for five years. 
The interest rate on the new bonds will 
also be far lower than the yields at which 


61 


the country’s debt now trades. To entice »» 





> bondholders to accept the deal, the Uru- 
guay governmentis offering some cash up- 
front. It has also devised cunning ways of 
making the existing bonds much less at- 
tractive if the deal goes ahead. 

Investors have until May 15th to sign 
up. If 90% or more give their assent, the 
deal will go ahead automatically. If less 
than 80% agree, it will fail and Uruguay 
will almost certainly default. If between 
80% and 90% say yes, the government will 
choose the outcome. Most market partici- 
pants reckon that the swap will go ahead. 

Less clear, however, is whether the ex- 
tension of Uruguay’s debt maturity will be 
enough to solve the country’s debt pro- 
blems. Although the swap is heavily 
backed by money from the 1mF and other 
financial institutions, Uruguay will still 
have to maintain tight control over its fiscal 
policy and to engineer—or hope for—a re- 
turn to economic growth. Michael Mussa 
of the Institute for International Econom- 
ics, a Washington think-tank, a former 
chief economist at the Imr, gives the deal a 
50% chance of averting a later restructur- 
ing. He argues that, in order to bump up the 
probability that the restructuring would 
put an end to Uruguay’s debt problems, in- 
vestors would probably have had to ac- 
cept a bigger hit. They would have been 
highly unlikely to take that. 


Look what happened next door 
Doubters point to Argentina. In June 2001 
it too went through an 1MF-backed pre-de- 
fault restructuring, which proved insuff- 
cient to prevent a chaotic default later. 
However, Uruguay’s chances look better. 
Unlike Argentina then, Uruguay may be 
past the worst of its economic problems. 
Argentina’s debt swap involved no losses 
for investors: in return for deferring matu- 
rities, they were paid a handsome interest 
premium. In the Argentine deal, a lower 
proportion of the country’s debt was cov- 
ered than in the Uruguayan arrangement. 
And Argentina’s debt swap, unlike Uru- 
guay’s, made no effort to make any future 
restructuring smoother. 

Indeed, the design of the Uruguayan 
bonds goes beyond collective-action 
clauses. There is also a mechanism allow- 
ing the votes of holders of different bonds 
to be added together in a future restructur- 
ing of the debt. Thus an individual bond 
can be restructured if 75% of bondholders 
agree; a series of bonds can be restructured 
even if only two-thirds of the holders of 
one bond agree, provided that 85% of all 
bondholders are on board. 

With luck, these mechanisms will 
never be needed, as Uruguay’s period of 
grace allows it to grow out of its debt trou- 
bles. But if Uruguay stumbles again, and 
needs to negotiate with its creditors once 
more, then the worth of collective-action 
clauses will be tested—as will the value of 
Team Bush’s ideas. @ 
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Judging the effects of new rules on bank capital 


CHANGE in international rules on 

bank capital looks inevitable. Most 
banks, at least in Europe, seem resigned to 
this, even though for some it will mean big 
increases in capital requirements. Admit- 
tedly change will not come until January 
2007, when the new rules known as Basel 
2 are scheduled to take effect. A recent con- 
sultation paper from the Basel committee 
on banking supervision is meant to be al- 
most the last word. Its numbers stem from 
a third quantitative impact study, pub- 
lished on May 5th, of the effect of Basel 2 
on the capital charges of 365 banks. 

The average impact seems acceptable: a 
decrease in charges for many classes of 
credit risk, offset by a totally new charge for 
operational risk—the risk of all manner of 
mishaps and foul-ups, from a lost docu- 
ment to a bomb blast. That leaves the over- 
all minimum regulatory capital in the 
banking system about the same as now, as 
the Basel supervisors had promised. Na- 
tional regulators will be expected to add 
more charges, at their discretion, to keep 
their banks well above the minimum. 

But the devil is in the detail. Hardly any 
bank represents the average. Many banks 
specialising in such areas as securities cus- 
tody and asset management are royally 
browned off. Thanks to the new opera- 
tional-risk element, these products attract 
a capital charge for the first time. On the 
other hand, banks that focus on retail and 
small-business lending have reason to 
celebrate. Their capital charges may fall by 
up to 20% (see chart 1). 

Does Basel 2 align capital charges and 
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the risks in the financial system more accu- 
rately than the present regime, Basel 1, 
which has been in force since 1988? Al- 
most everyone agrees that Basel 2 is taking 
banks’ regulatory capital closer to “econ- 
omic capital”, the theoretically ideal cush- 
ion against unexpected losses. But opinion 
is divided over whether this is a good 
thing. Some critics claim the process does 
not go far enough: it does not yet allow 
banks to use evolving techniques, such as 
portfolio models of credit risk, to get ever 
closer to economic capital. Others fear that 
the Basel 2 calculations are too finicky and 
costly to make economic sense for all but 
the biggest banks. 

Both schools of critics worry about un- 
intended consequences. For example, ac- 
cording to the Association of German 
Banks, if Basel 2 had been applied to banks 
in March 1998, the average capital charge 
on a portfolio of loans to around 4,000 
European companies would have been 
around 4% of the loans outstanding. Fast- 
forward to February 2003, by when more 
firms looked closer to default: the implied 
capital charge had roughly tripled (see 
chart 2). What does this tell us? That five 
years ago the discipline of Basel 2 would 
not have discouraged imprudent lending 
by banks? Or that capital charges in a 
harsh credit climate will be prohibitive 
and discourage lending when companies 
need it most? Both answers are plausible. 

One or two European banks even be- 
lieve that Basel 2 could, at worst, blow up 
one or two European banking systems. Of 
course, the worriers concede, the data are 
not perfect. (They are derived from premi- 
ums for default risk inferred from equity >> 
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and bond prices by Moody’s KMv, a Cali- 
fornian data company. Default premiums 
have recently been highly volatile and 
should probably not be the only basis for 
capital calculation.) However, the banks’ 
basic point still stands: the more sensitive 
the capital calculation is to risk, the more 
volatile the capital requirement is likely to 
be. If too many banks require extra capital 
at the same time, that alone could cause a 
capital crisis in the banking sector of a 
country, or an entire continent. 

Alarmist? Perhaps. In Germany, after 
all, the banks are already undergoing a 
capital crisis of sorts without any help 
from Basel 2. And because regulators have 
been fine-tuning their calculations at the 
bottom of the business cycle, there may be 
less danger that Basel 2 will spur reckless 
lending when conditions improve. More- 
over, because national regulators will be 
expected to add charges according to the 
quality of the banks’ management and 
their mix of business, there is some scope 
for flexibility. 

However, the danger of giving discre- 
tion to regulators is that practice will vary 
from country to country. For this reason 
the Basel committee is spending almost as 
much time on co-ordinating supervisors as 
it is with banks. But there are two big po- 
tential sources of discrepancy. The first is 
between America and Europe. American 
supervisors have said that Basel 2 will be 
mandatory for only ten internationally ac- 
tive American banks, while ten more may 
adopt the regime voluntarily. Other Amer- 
ican banks will be supervised according to 
the cruder Basel 1, with a few local en- 
hancements. Across the Atlantic, the Euro- 
pean Union is committed to writing Basel 
2 into EU law, to be applied to all banks 
and investment firms regardless of size 
and scope. 

Second, there may be inconsistency 
within Europe. Even when Basel 2 be- 
comes law across the Ev, its implementa- 
tion will rely on rule-making in 15—soon to 
be 25—member states, and thereafter on 
the discretion of national regulators. This 
will give supervisors plenty of scope to fa- 
vour their national champions. Within the 
euro area, they might even try to use their 
powers as an instrument of macro-econ- 
omic policy. Deprived of the means to fid- 
dle with interest and exchange rates, these 
supervisors, some of them former central 
bankers, may be tempted to exercise selec- 
tive forbearance on the banks. 

Some critics of Basel 2 would say that 
bank supervisors have been too selective 
already, by tweaking their calculations so 
that lending to retail and small-business 
customers will not be jeopardised. If lend- 
ing to those sectors later proves to have 
been reckless, then these very clients—ei- 
ther as consumers or as taxpayers—will in 
any case end up bearing a large share of 
the cost. m 





John Gutfreund 
Resurrection 


NEW YORK 
A Wall Street legend seeks to recapture 
former glories 


N MORE ways than one, this is clean-up 

time on Wall Street. Rotten as the big in- 
vestment banks look, their hold on under- 
writing is becoming firmer. The number of 
banks leading initial public offerings has 
collapsed from a peak of 170 in 1996 to a 
mere seven so far this year. Most of the 
niche investment banks that were around 
in the early 1990s, such as Robertson Ste- 
phens, Montgomery Securities, Ham- 
brecht & Quist and Alex Brown, have been 
absorbed by bigger firms, if they exist at 
all. Even big names are disappearing. In an 
effort to tidy up its brand, Citigroup has 
killed off the name of Salomon Brothers, a 
firm it bought for $9 billion in 1997. 

Could there be a worse time for a come- 
back? Yet John Gutfreund, the man who 
led Salomon at its peak, is attempting just 
that. Cast out of Salomon and the industry 
in 1991 after a trading scandal (which curi- 
ously benefited the supposed victim, the 
American government), Mr Gutfreund 
spent a decade out of the limelight. He 
ended up with no severance package, after 
a dispute over its size. He was a director of 
what he calls “a few crappy companies”. 
Occasionally he would be quoted scoffing 
at the over-valuation of the stockmarket. 
Now 74, he still may not run a securities 
firm without the say-so of the Securities 
and Exchange Commission—a penalty 
that looks ludicrous when Wall Street’s 
current leaders have escaped scot-free. 

Yet Mr Gutfreund is free to lend a hand. 
Willing to grasp it is C.E. Unterberg Tow- 
bin, an investment bank founded during 
the Depression that has had its own ups 
and downs. From the 1960s to the 





mid-1980s, it prospered underwriting 
technology companies, notably Intel. It 
was dissolved in the late 1980s, then re- 
emerged in the 1990s as an underwriter of 
companies in technology, health care, and 
consumer products that were too small for 
the big banks. It was a good niche, but 
when Mr Gutfreund arrived as a senior 
managing director 15 months ago, the firm 
was losing money. Itis now breaking even. 
“He brought stability,” says Unterberg’s 
co-chief executive, Andrew Arno. “And a 
terrific Rolodex did not hurt.” 

It probably also does not hurt that Mr 
Gutfreund has something to prove. He ar- 
rives for work by 8am and often leaves 
after 7pm. He works on deals and strategy, 
and reassures customers. He also ap- 
plauds Unterberg’s retention of a partner- 
ship structure. Salaries are low for Wall 
Street, no more than $100,000, but profits, 
if there are any, will yield huge bonuses. At 
Salomon, Mr Gutfreund helped to end one 
of the great Wall Street partnerships by 
merging it into a public company. This, he 
says, caused the partners to lose interest. 

Since his arrival, Unterberg’s staff has 
shrunk from 240 to 125, but Mr Gutfreund 
says the changes have not gone far 
enough. The firm has one star investment 
banker, Tom Unterberg, a specialist in tech- 
nology underwriting. Its other investment 
bankers are merely good and need to be 
better. The traders are fine, but the sales 
force ought to be improved. Mr Gutfreund 
would like to build a bond-trading opera- 
tion, a core strength at Salomon. The de- 
sired refurbishments, however, will cost 
the firm more that it can now pay. 

For a small investment bank in such 
times, this is no easy task. A bank’s under- 
writing capacity depends on the amount 
of capital it can put at risk. The smaller a 
bank is, the harder it is to attract the neces- 
sary capital—and hence to grow. Unter- 
berg’s aim is to be the bank of choice for 
firms with market capitalisations under 
$500m, but war and the weak economy 
have made this corner of the market par- 
ticularly quiet. So far this year, Unterberg 
has been involved in two smallish deals: a 
secondary offering for Cray Research, a 
maker of supercomputers that Mr Unter- 
berg helped to go public many years ago; 
and a complicated operation for Indus, an 
Atlanta software manufacturer, to raise 
money for an acquisition. 

Another dozen deals are being seri- 
ously discussed. It would be good news if 
half went through. Companies and inves- 
tors are adjusting to the new environment, 
says Mr Gutfreund, providing some light 
in the gloom, but the process is slow. Peo- 
ple remain haunted by recent losses. Mr 
Gutfreund is forthright in acknowledging 
that, at his current age, he has a “limited 
shelf-life”. His legacy on Wall Street may 
depend on whether that can be sustained 
until the market turns. & 
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Currencies 


Super-euro 


Europe’s once sickly single currency is 
flexing its muscles 


HIS week the euro rose to $1.14, 36% 

above its low point of two years ago 
and within spitting distance of the rate of 
$1.17 at which it began life in January 1999. 
Yet despite the currency’s recent strength, 
which will surely squeeze growth in the 
euro zone, the European Central Bank left 
interest rates unchanged at 2.5% atits meet- 
ing on May 8th—in line with most econo- 
mists’ expectations. 

The euro was clearly undervalued early 
last year, but the speed of its appreciation 
has taken many by surprise. The dollar’s 
ascent against the euro in 1999-2001 was 
popularly explained by America’s supe- 
rior economic performance. Yet America’s 
growth is still outpacing Europe’s, so why 
is the dollar falling? 


Bullion for a billion 


HONG KONG 


Chinese reforms could lift gold’s fortunes 


N UNCERTAIN times, gold still retains 

a special lustre for some investors: al- 
though its price has fallen back from re- 
cent, war-spurred highs, it is fetching 
about $340 an ounce, up from $280 at 
the beginning of 2002. Yet gold’s golden 
age, so to speak, is long gone. Since the 
1970s it has become almost like any 
other precious metal, and increasingly 
one that central banks no longer care to 
hold in reserve. 

That is why the gold industry is look- 
ing to China in hope. For decades the 
country severely restricted the buying 
and selling of gold, which put a heavy 
damper on demand. Now, however, 
China is liberalising. When India did 
likewise in 1996, it promptly overtook 
America as the world’s largest con- 
sumer. China, now in third place, might 
also begin to climb the league. 

Until last year, its central bank fixed 
the domestic price of gold. It bought all 
the gold produced by China’s 1,000 or so 
mines and allocated it to jewellers. This 
ended in October when a gold exchange 
opened in Shanghai where producers 
and wholesalers trade directly with one 
another. In March, the central bank went 
further and gave up its power to license 
producers and retailers. Now anybody 
can enter the gold business in China. 


Over the years, currency theories move 
in and out of fashion. Growth differentials 
are, itseems, no longer relevant; currencies 
are being driven instead by trade imbal- 
ances and differences in interest rates. In- 
vestors have become less willing to fi- 
nance America’s huge current-account 
deficit and are taking advantage of higher 
European interest rates. The large flows of 
capital from Europe into the United States 
seen a few years ago have now dried up. 
European investors, who suffered big 
losses on their dollar assets, are wisely 
keeping their money at home. Since its low 
point in March, Germany’s DAX share in- 
dex has gained 36%, more than double the 
rise in the S&P 500. 

Judged by purchasing-power parity 
(ppp)—ie, by comparing relative prices—the 
euro is now slightly overvalued against the 
dollar, but there are good reasons why the 
euro could rise further still. First, as a result 
of years of external deficits, America has 
built up large foreign liabilities and hence 
debt-service payments, so it needs to run a 
trade surplus if it is to move towards cur- 
rent-account balance. This means that the 
dollar needs to be cheaper than its PPP. 


A far bigger change is planned for 
June, when individuals will be allowed 
to invest in gold, either by buying ingots 
or by opening gold accounts at their 
banks. China has one of the highest sav- 
ings rates in the world, officially about 
40%. But its mutual-fund industry and 
stockmarkets are fledglings, so the Chi- 
nese keep most of their money in hum- 
drum bank deposits, which pay a 
miserly 2% in interest before tax. If In- 
dia’s experience is a guide, many will 
now shift their money into gold. 

This will drive up prices inside China. 
Since Chinese demand (200 tonnes) al- 
ready outstrips domestic production 
(190 tonnes), it will also lead to more im- 
ports. International trade, however, is 
one aspect that the central bank is not 
eager to liberalise. Its biggest task during 
this decade is to prepare the yuan for 
convertibility. But until that happens it 
will be wary of free international flows 
of gold, which could serve as a proxy for 
hard currency. 

Still, even this is only a matter of 
time. “Gold has no boundaries,” says Al- 
bert Cheng, a director of the World Gold 
Council, an industry body that has been 
lobbying the Chinese government for a 
decade. “If China’s demand goes up, it 
will help everybody.” 
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Another reason why the euro is likely 
to overshootis that it will have to shoulder 
a disproportionate share of the dollar’s de- 
cline. This is because several of America’s 
trade partners are resisting a rise in their 
currencies. Japan has been intervening to 
hold down the yen, while the Chinese 
yuan is fixed against the dollar. So, for any 
given fall in the dollar’s trade-weighted 
value, the euro will have to rise by more. 

Many forecasters are betting on a 10% 
increase in the euro over the next year or 
so. A much steeper rise is possible. After 
hitting its low in February 1985, the D- 
mark climbed by 90% against the dollar in 
the next two years. If the euro were to rise 
by this much from its lowest point, it 
would reach $1.60. 

American policymakers would proba- 
bly be happy with a cheaper dollar to help 
reduce the risk of deflation. The Federal Re- 
serve’s open market committee gave warn- 
ing this week that inflation could fall from 
its already low levels. The Fed left interest 
rates unchanged (see page 29), but with 
rates at 1.25% it has little room for further 
cuts. A falling dollar, on the other hand, 
has a similar impact to lower interest rates 
on growth and inflation. 

According to the Fed’s economic 
model, a 5% fall in the dollar’s trade- 
weighted value has roughly the same im- 
pact on GDP as a half-point cut in Ameri- 
can interest rates. Since January 2002, the 
dollar has fallen by 17%, and interest rates 
have been cut by half a point. The overall 
loosening of monetary conditions has 
therefore been equivalent to a cut in inter- 
est rates of about two percentage points. 

In contrast, in the same period the 
euro’s trade-weighted value has risen by 
16%, while the EcB has cut interest rates by 
three-quarters of a percentage point. In the 
euro area a 5% rise in the exchange rate is 
estimated to be equivalent to a one-point 
increase in interest rates (more than in 
America, because exports account for a 
bigger share of GDP). This implies an over- 
all monetary tightening equivalent to a 
2.25-point rise in interest rates. No wonder 
the economies of the euro area have con- 
tinued to underperform America’s. m 
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What's more surprising: the fact that we now live in a world where almost a quarter of the 





population live in absolute poverty? Or the fact that for the first time ever, we possess the wealth, 
technology and knowledge to create a poverty free world in less than a generation? 

Ronaldo and Zidane are supporting educational activities in Kosovo and Albania as part of the 
UNDP “Teams to End Poverty” campaign, in order to help halve poverty by 2015 — one of the 
“Millennium Development Goals” set by the world’s leaders at the UN. Improving access to education 
is one way we can end poverty. Educational programmes and vocational training will make it easier to 
create and find jobs, improve health care, farming and trade, as well as developing opportunities for 
men, women and children. 

We're closer to ending world poverty than you might think. Find out how you, 
your company or organization can make a difference by contacting UNDP, the UN's global development 
network, or by logging onto www. leamsToEndPoverty.org. 

Everyone will be richer without poverty. 


United Nations Development Programme 
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Economics focus | Behaviourists at the gates 
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How economists are using psychology to question orthodox policy prescriptions 





NYONE who has read even a bit of economics knows how 
arid it can be. Pages filled with squiggly equations describe a 
world occupied not by fallible, generous people like you, your 
family or your friends, but by “agents” and “actors”, all as ratio- 
nal as Star Trek’s Spock and as greedy as Gordon Gekko. 

Yet most economists rather like the dryness of the dominant, 
neoclassical strain of their discipline. Its lack of detail about how 
people behave in the real world, much bemoaned by its critics, is 
actually a strength. It gives economic theory great flexibility, es- 
pecially when mathematical techniques are brought to bear. 
Starting from the idea that people are rational—meaning, in es- 
sence, that their tastes and therefore choices are consistent— 
economists can examine a huge array of theories and policies. 
Neoclassical economics tends often, though not always, to con- 
clude, much like this newspaper, that the best policies tend to be 
liberal ones: free trade, a limited role for governments, lower 
taxes. The flexibility of neoclassical economics has also allowed 
its techniques and prescriptions to infiltrate other social sci- 
ences, such as sociology, political science and anthropology. 


Neoclassicism and its discontents 

For years, some dissident economists have been quietly chip- 
ping away at the micro-foundations of the neoclassical edifice 
and the policy conclusions built upon them. Now their efforts 
seem to be gathering force on American university campuses, 
where most American students meet Homo economicus for the 
first time. Although the dissidents’ methods might one day lead 
to a clearer understanding of the basics of economics, the results 
so far have been of limited value—judged at least against the dis- 
sidents’ grand ambitions. 

The most striking development has been a move at Harvard, 
which has one of America’s biggest and most influential eco- 
nomics faculties, to offer an alternative to the basic undergradu- 
ate economics course taught by Martin Feldstein, a former 
economic adviser to Ronald Reagan. Mr Feldstein’s course is typ- 
ical of the neoclassical approach. 

The new course is being proposed by Stephen Marglin, a ten- 
ured professor who earned his chair largely for research that at- 
tempted to square a Marxian approach with Keynesian demand 


theory. One basis of the proposed course and others like it, how- 
ever, is the rapid uptake of the ideas of behavioural economics. 
This uses lessons from psychology to undercut the idea of Homo 
economicus as a rational being. Many of these ideas are based on 
the work of Daniel Kahneman, a psychologist and winner of last 
year’s Nobel prize in economics, and his collaborator, Amos 
Tversky, who died in 1996. They highlighted, through a number 
of experiments, the various ways that people perceive and mis- 
perceive risks. 

Behavioural economics is a fascinating field. On its face, 
moreover, it seems to undermine the neoclassical orthodoxy. It 
suggests that people, contrary to the basic assumptions of the 
standard approach, do not always behave rationally. They may 
avoid slight risks, and yet take wild gambles. They may fail to 
save for the future, although they have the means to do so anda 
good prospect of a long life. They may not be able to choose how 
to spend their money in a way that maximises their “utility”, 
economists’ jargon for happiness. They may have no idea how to 
attain happiness. More than this, people are not entirely selfish. 
Parents seem to give up a lot for their children. People give 
money to charities, churches and buskers with no apparent gain 
to themselves. 

What are the implications of these ideas for policy? Accord- 
ing to Mr Marglin, they are profound. What if people cannot 
even calculate the amount they are willing to pay for a pound of 
butter or a haircut, or have any idea what prices will be in the fu- 
ture? In such a world, such basic constructs as demand and sup- 
ply curves—which show the quantities that people and firms 
would be willing to demand or supply at given prices—lose their 
meaning. The normal economic calculations of costs and bene- 
fits—for example, of the costs created by a tax increase or the im- 
position of a tariff—depend on estimates of these curves. These 
calculations, and the policy conclusions that follow from them, 
may therefore be threatened by the behavioural approach. 

This helps unorthodox economists in a range of debates with 
those in the mainstream. Support for school vouchers, for exam- 
ple, relies crucially on the notion that people know what is best 
for them, or at any rate for their children. Free trade relies on the 
benefits that occur to many from lower import duties, set against 
the costs suffered in the form of lost jobs in industries competing 
with imports. But if these things cannot be measured, or even 
theorised about sensibly, the rationale seems to melt away. Mr 
Marglin would have students read about the travails of unem- 
ployed textile workers in the American South who have lost 
their jobs thanks to NAFTA, rather than wade though economet- 
ric studies of the net benefits of the trade agreement to the Amer- 
ican and Mexican economies. 

So is Homo economicus doomed to be toppled? Not yet. There 
is no clear evidence that people’s failure, at least some of the 
time, to behave rationally should be a bar to the neoclassical 
model. As Milton Friedman noted decades ago, it is enough that 
people behave more or less “as if” they are rational. And peo- 
ple’s mistakes might all come out in the wash: for every one who 
saves too little, someone else might save too much. Supply and 
demand curves are still informative devices. 

The heterodox economists, however, deserve credit. Their 
bold move to offer students an alternative should be applauded 
for comprehending that students are consumers. That said, if 
consumers cannot be trusted to know what is best for them, how 
can students know that they have chosen the right course? m 


Science and technology 


Nanoelectronics 


On the tube 





Anew type of computer memory uses carbon, rather than silicon 


AITING for a computer to turn on is 

a nuisance. That is why manufactur- 
ers have been trying to create “non-vola- 
tile’ memories. These would be fast, like 
the random-access memory (RAM) chips 
that are currently used for often-accessed 
memory, but they would also continue to 
store information even without power, 
like hard drives, which are too slow to use 
except for long-term storage. 

Several technologies have been com- 
peting to become the standard for fast, 
non-volatile memory. The best known is 
magnetic RAM, which 18M and Motorola 
are touting. Others are based on polymers 
or on strange-sounding metal alloys called 
chalcogenides that change shape when an 
electric charge is applied to them. But there 
is now anew entrant to the field: carbon. 


New element on the block 

Carbon comes in many forms. Diamonds 
and graphite are two of the most familiar 
ones. A less familiar variety is the nano- 
tube, also known as a “buckytube” after 
Richard Buckminster Fuller, whose geode- 
sic domes have a framework similar to the 
arrangement of the atoms in a nanotube. 
Nanotubes consist of a cylindrical array of 
carbon atoms whose diameter is only 
about 1 nanometre (a billionth of a metre). 
If Nantero, a firm based in Woburn, Massa- 


chusetts, proves correct, such tubes will 
soon be an integral part of computer mem- 
ories. 

Nantero’s memory chips consist of bil- 
lions of nanotubes, each a few hundred 
nanometres long, suspended from a sili- 
con wafer. Another wafer sits about 100 
nanometres below the first. Because the 
nanotubes that Nantero uses conduct elec- 
tricity, a small electric charge at one point 
on the second wafer will draw several 
dozen nanotubes towards it. Once they are 
there, they stay there. That is because they 
are bound by Van der Waals forces—inter- 
molecular bonds that do not depend on 
external power for their maintenance. An 
additional application of current, how- 
ever, will release the nanotubes. This 
means that a group of a few dozen nano- 
tubes can act as a memory element, stor- 
ing a single bit (either a one or a zero) of the 
binary code that computers use to operate. 
If the connection between the wafers is 
live at a particular point, the bit repre- 
sented is a one. If not, itis a zero. 

If nanotubes were not so small, this 
would not be a big deal. Because they are, 
though, Nantero’s technology can already 
achieve a data density considerably higher 
than existing RAMs. And because the wa- 
fers are so close together, those data can 
move rapidly from place to place. Nan- 


The Economist May 10th 2003 


Also in this section 
68 SARS 
68 Treating cancer 
69 Herbivorous ants 
69 Altruistic aphids 


tero’s new memory can read or write a bit 
in as little as half a nanosecond (billionth 
of a second). The best RAM chips, by con- 
trast, need ten nanoseconds to perform a 
similar operation. 

At the moment, Nantero has only a 
working prototype. But the firm aims to 
have memories on the market within a 
year. It thinks it will be able to tool up for 
commercial production quickly, because 
the fabrication technique it uses, though 
novel, relies on standard semiconductor- 
making technology. 

The main difficulty faced by others 
who have tried to go down the buckytube 
route is getting the tubes to align with each 
other when they are hung from the first 
wafer. Until now, the approach has been 
to try to grow all of the tubes in the correct 
orientation to start with. But Nantero’s 
founders came up with a simpler, if less el- 
egant, solution. They use established litho- 
graphic techniques to get rid of tubes that 
are pointing in the wrong direction by zap- 
ping them with an electron beam. That 
leaves only those that are hanging down 
towards the opposite wafer. 

Though the recent chip is certainly im- 
pressive, the reason for getting excited 
about Nantero is not so much the present 
as the future. Unlike silicon, which is push- 
ing against its physical limitations, carbon- 
nanotube technology isin its infancy. Greg 
Schmergel, Nantero’s boss, says that with- 
in the next few years the firm’s engineers 
may be able to achieve data densities of a 
trillion bits per square centimetre (more 
than 1,000 times that available on existing 
RAM) and it will be possible to read those 
memories 100 times faster than can be 
done at the moment. The days of silicon- 
based memory may be numbered. m 
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SARS 
For better, for 
worse 


SARS looks more dangerous than it did 


INCE the outbreak of Severe Acute Res- 

piratory Syndrome (SARS) was first no- 
ticed, there has been a lot of debate about 
the disease’s death rate. Initial figures pub- 
lished by the World Health Organisation 
(WHO) suggested it was in the region of 
2%. That figure has now risen to 7%. The de- 
bate is about to continue with the publica- 
tion of a paper in this week’s Lancet. Ac- 
cording to this, the fatality rate for patients 
in Hong Kong under the age of 60 could be 
as high as 13%. For those over 60, things are 
considerably worse. The paper estimates 
that around half of those above that age 
who catch sars will die of it. 

This paper is the first major epidemio- 
logical study to be published on SARS. 
Christ] Donelly and her colleagues at Im- 
perial College, London, studied 1,425 cases 
of sars reported in the territory up to 
April 28th. They say that their fatality rates 
are higher than the wHO’s because they 
have used two statistical techniques to es- 
timate whether patients who currently 
have sars are likely to live or die. The 
WHO’s figures are based on a simple cal- 
culation, dividing the number of deaths by 
the number of cases, so do not include 
those who are eventually going to die. On 
the other hand, the new study does not in- 
clude those who have sars but are not 
sick enough to be in hospital, so the figures 
it comes up with could be an overestimate. 

Dick Thompson, a spokesman for the 
WHO, Said that no consensus on the death 
rate would be possible unless the disease 
became endemic, and thus reached some 
sort of equilibrium. This is because rates 
vary between places. In Vietnam, where 
the outbreak is over, the death rate is an in- 
disputable 8%. In Canada, where it has not 
yet run its course, the rate looks likely to 
end up more than double that. 

This, says, Mr Thompson, is because 
the outbreak in Vietnam was largely con- 
fined to health-care workers between the 
ages of 20 and 50. In Toronto, SARS spread 
into the wider world, and thus infected a 
number of older people as well. The most 
recent fatalities in Hong Kong, which have 
been disproportionately in people aged 
between 75 and 90, also show that SARS is 
very much a problem in the elderly. 

In addition to estimating fatality rates, 
Dr Donelly’s study took the first detailed 
look at the virus’s incubation period, by 
examining 57 patients who had short and 
defined periods of exposure to SARS. It 
found that the average incubation period 


was just over six days, and that 95% of pa- 
tients would develop the disease within 14 
days of exposure. The standard quarantine 
period for SARs is ten days. 

Azra Ghani, one of the authors of the 
Lancet paper, says that she and her col- 
leagues found no relationship between 
the speed that a victim was admitted into 
hospital and the outcome of the disease. 
But they did find, not surprisingly, that the 
more quickly people were admitted into 
hospital in an area, the less the infection 
spread. The average time from the onset of 
symptoms to hospital admission varied 
from three to five days. These figures, says 
Dr Ghani, have become significantly shor- 
ter in the past two weeks. Thus, the re- 
searchers believe that increased vigilance 
by public health authorities in Hong Kong 
is playing an important role in the declin- 
ing number of new cases of SARS. 

A critical question at this stage is how 
many other people each victim will infect. 
As Dr Ghani points out, this must be re- 
duced to less than one for the outbreak to 
be contained. Researchers at Imperial Col- 
lege have been working on this question, 
too, and have submitted their research on 
the subject to Science. 

Meanwhile, other news this week 
showed that the virus which causes SARS 
can remain stable on some open surfaces 
for up to two days. That, on the face of 
things, is worrying. But it should not be 
cause for over-reaction. Julie Gerberding, 
director of the Centres for Disease Control 
and Prevention in Atlanta, Georgia, cau- 
tioned against misinterpreting these find- 
ings, explaining that there were similar re- 
ports two decades ago about HIV. In that 
case, though, the presence of the virus in 
body fluids left on surfaces was not impor- 
tant in the transmission of the disease. 

The experts still believe that SARS, too, 
is transmitted principally from person to 
person, in this case through exposure to in- 
fected droplets expelled during coughing 
and sneezing. Other recent work has un- 
derscored the need for masks, regular 
handwashing and good disinfection in 
hospitals managing SARS patients. W 
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Treating cancer 


Set a thief to catch 
a thief 


Viruses can kill a form of brain cancer 


T HAS been known for a long time that 

some cancers are caused by viruses. The 
idea that a virus might be used to cure a 
cancer, though, is a novel one. But if work 
just published in the Journal of the Na- 
tional Cancer Institute by Juan Fueyo of the 
University of Texas and his colleagues 
turns out as its authors hope, that novelty 
may eventually be converted into reality. 

Dr Fueyo’s experiments were on a type 
of brain cancer called a glioma. Gliomas 
are particularly difficult to treat with con- 
ventional therapies. They resist surgery, ra- 
diotherapy and chemotherapy. And they 
generally kill within a year. What is 
needed is a way of destroying the glioma 
cells, while leaving healthy ones intact. 
This is what Dr Fueyo thinks his viruses 
might eventually do. 

The trick depends on genetic engineer- 
ing. The viruses concerned, a type of ad- 
enovirus (one of the classes of virus that 
cause colds) were modified in two ways to 
make them attack only glioma cells. The 
first change was to the gene for a protein 
called £1A. This protein binds to a human 
protein called rb. In a healthy cell, the role 
of rb is to regulate cell division. The 
characteristic of cancers is that their cell-di- 
vision regulation has broken down, and in 
many cases, particularly gliomas, this is 
because a mutation has stopped the pro- 
duction of active Rb. And rb has a second 
job. The way it regulates cell division is by 
stopping DNA from duplicating. As a con- 
sequence, it also acts to stop viral DNA du- 
plicating, which means that it helps to pre- 
vent viral infections. Adenoviruses with 
E1A, however, are immune to this effect be- 
cause the £1A neutralises the Rb. By dis- 
abling the £1A gene in his viruses, Dr 
Fueyo created a strain that could infect gli- 
oma cells (which have no functional Rb) 
but not healthy cells (which do). 

The second modification was to a pro- 
tein that allows the virus to lock on to a 
cell’s outer membrane, prior to infecting it. 
Normally, adenoviruses link up to a pro- 
tein called CAR. One of the changes that 
happen to glioma cells is that production 
of this protein drops off, making them al- 
mostimmune to infection. The team there- 
fore altered a viral protein called fibre 
knob, so that it would bind strongly with a 
second cell-membrane protein, called inte- 
grin, that is not affected when a cell be- 
comes cancerous. 

To find out whether the engineered vi- 


rus had the desired effect, the team im- p» 
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> planted human glioma cells into the brains 
of experimental mice. These mice had had 
their thymuses removed. The thymus acts 
as an incubator for the cells of the immune 
system that detect and destroy foreign tis- 
sue. Removing it allows human glioma 
cells to thrive in a mouse’s brain. 

In the absence of the modified virus, 
they duly did so. On average, untreated 
mice lived for 19 days. Those infected with 
the virus did much better. Indeed 60% of 
them were still alive after four months— 
which in the context of such a short-lived 
animal was regarded as a complete cure. 

Examination of the brains of these 
long-lived mice suggested that they had, 
indeed, been cured. The tumours had van- 
ished. If human experiments, due to start 
next year, have equally good results, glio- 
mas may at last have met their match. m 


Herbivorous ants 
Veggieburgers, 
anyone? 


Ants seem to be a lot more vegetarian 
than entomologists had realised 


HERE is something odd about tropical 

rainforests. They have too many ants in 
them. Ants are carnivores, so they should 
be near the top of the food chain. That 
means they should be less abundant than 
the creatures they eat. But they are not. 
“Fog” the canopy of a rainforest tree with 
insecticide to see what falls out, and the 
answer is a lot of ants and far fewer of the 
other sorts of arthropod (insects, spiders 
and other creepy-crawlies) that ants are 
presumed to feed on. Indeed, ants form 
about 90%, both by weight and by num- 
bers, of the critters collected this way. 

That is almost exactly the inverse of 
what would be expected. By and large, 
each link in the food chain is a tenth the 
size of the one before it. This is because the 
other 90% of the energy eaten by the crea- 
tures in each link is lost or used for meta- 
bolic processes, rather than being con- 
verted into flesh, blood, bones or exoskele- 
tons. Something strange is clearly going on, 
and Diane Davidson of the University of 
Utah and her colleagues think they know 
what it is. As they outline in a paper in Sci- 
ence, far more ants than was previously 
suspected are not carnivores at all. Instead, 
they are cryptovegetarians. 

Vegetarian ants are already known. No 
ant species consumes plants directly by 
chomping pieces out of them and eating 
them (though some species chomp up 
leaves and grow fungi on them, which the 
ants then eat). Many ants, however, drink 
nectar and similar sugar-rich plant secre- 
tions. Ants also “herd” aphids and other 


Altruistic aphids 


Galling behaviour 





Aphids will protect their colonies at the cost of their own lives 


PHIDS are not, you might think, the 
sort of creatures that would lay 

down their lives for their friends. But 
you would be wrong. A study just pub- 
lished in the Proceedings of the Royal 
Society by Utako Kurosu, of Tokyo Uni- 
versity of Agriculture, and her col- 
leagues shows that aphids are, indeed, 
capable of making the supreme sacrifice. 

The aphids in question are not the 
common or garden greenfly that infest 
people’s roses, but rather a species called 
Nipponaphis monzei that hides itself 
away in large galls which its activities 
form on the twigs of the trees that it pa- 
rasitises. Unfortunately for the aphids, — 
these galls are attractive to other ani- 
mals, in particular the caterpillars of cer- 
tain moths. The caterpillars like the food 
and shelter the gall provides. 

To examine the aphids’ reaction to 
such invasions, Dr Kurosu collected a 
number of galls and caterpillars from 
nearby woods, brought them to her lab- 
oratory, cut holes in the galls, and intro- 
duced the caterpillars. In every case the 
aphids attacked the caterpillars with 
sticky white fluid, killing them. In doing 
so, however, the aphids discharged 
about two-thirds of their body weight as 
fluid, behaviour likely to lead to death in 
the wild. Other aphids busied them- 
selves patching up the holes with similar 
discharges. In this case, not only did the 


sap-sucking insects. Sap suckers are messy 
eaters, and the honeydew they produce is 
manna to ants (indeed, some scholars 
think that it may also have been the 
manna that the Israelites ate during their 
wanderings in the desert). Dr Davidson’s 
theory is that such activity is far more 
widespread than was previously realised, 
and that besides being the dominant pred- 
ators in rainforests, ants may also be the 
dominant herbivores. 

To test this idea, she looked at the isoto- 





aphids sacrifice a lot of their body 
weight, many of them sacrificed their 
lives directly since they were trapped in 
the gum as it solidified. 

The explanation of this self-sacrifice 
is that the evolution of such behaviour 
depends not on the moral sophistication 
of the creatures, but on the genetic rela- 
tionship between sacrificer and benefi- 
ciary. In ants, bees and wasps, the 
insects best known for collaboration and 
self-sacrifice, a peculiar genetic system 
causes females to be more closely re- 
lated to their sisters than to their own 
daughters. This results in the evolution 
of sterile worker females, whose role is 
to help their mother (ie, the colony 
queen) reproduce. Aphids go one better 
than this genetically. The aphids in a gall 
are a clone—all the individuals have the 
same genes. In these circumstances the 
concept of individuality is even more 
blurred than in an ant nest or a beehive, 
and the evolution of self-sacrificial be- 
haviour is easy. Losing some “individ- 
uals” does not matter if the overall 
reproductive capacity of the colony is 
thus enhanced. In that context, it is note- 
worthy that the self-sacrificing individ- 
uals were the youngest nymphs. Adult 
aphids—that is, those old enough to re- 
produce—stayed out of the fray. Thus the 
loss to the clone’s reproductive potential 
was minimised. 


pic composition of ants, their potential an- 
imal prey, and the local plants, in two trop- 
ical forests—one in Amazonia and one in 
Borneo. In particular, she examined two 
isotopes of nitrogen: “N and its heavier 
sibling, “N. These betray an animal’s place 
in the food chain because the ratio of the 
two isotopes changes each time they are 
processed by an organism’s metabolism, 
with the heavier “N becoming progres- 
sively more abundant. 

The result of Dr Davidson’s analysis 
was that many ant species, particularly 
those generally classified as scavengers of 
dead or dying insects, actually turn out to 
be as herbivorous in their diets (albeit indi- 
rectly) as specialist insect herbivores. Con- 
sidering the number of ants around, that 
has significant implications for rainforest 
ecology. It suggests that the trees are under 
a lot more pressure from their fellow resi- 
dents in the forest than people had real- 
ised. It also shows how little, after a cen- 
tury and a half of scientific study, the 
rainforests are really understood. Food for 
thought, as well as for ants. m 
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Soviet history 


L'Homme Nikita 





Two new books describe how Khrushchev dealt with Stalin’s legacy, and (see next 
article) how Vladimir Putin still struggles with the Russia he inherited in 2000 


HE outsized shoes that America alone 

now fills may lead some people to look 
back nostalgically at the cold war. For 
nearly half a century, the balance of 
power that existed between the United 
States and the Soviet Union created a mod- 
icum of stability in international relations 
and, some historians claim, acted as a 
brake on the interventionist impulses that 
occasionally afflicted each of the super- 
powers. The cold war may not have been a 
good thing in itself, but it was a period that 
came to be aptly named-—in the title of a 
1987 book by John Lewis Gaddis, an Amer- 
ican historian—as “The Long Peace” within 
a violent century. 

William Taubman’s masterful new bio- 
graphy of the former Soviet Communist 
Party chief, Nikita Sergeyevich Khrush- 
chev, is a useful antidote against such cold- 
war sentimentalism. A close look at the ca- 
reer and policies of Stalin’s successor in 
the Kremlin documents not only the disas- 
ters that the party inflicted on the Soviet 
people, but also how its perception of the 
world could easily have led to further di- 
sasters on the international field. Khrush- 
chev—the most impulsive and mercurial 
of Soviet leaders—was ultimately unable 
to break free of the oppressive, inflexible 
and fearful state that Stalin created, even 
after publicly condemning its creator. 

Mr Taubman, who teaches political sci- 
ence at Amherst College, Massachusetts, 
and who had unprecedented access to 


Khrushchev: The Man and His Era. By Wil- 
liam Taubman. Norton; 876 pages; $35. The 
Free Press; £25 


Russian archives and oral sources for this 
biography, views Khrushchev’s life as a 
tragedy, determined largely by the young 
Nikita Sergeyevich’s lack of education, his 
participation in many of Stalin’s crimes 
and by Stalin’s hold on the minds of the 
young Khrushchev and his associates. 

A capable and energetic administrator, 
Khrushchev enjoyed an accelerated career 
within the party apparatus during the 
1930s, much helped by the extermination 
during the purges of an older generation of 
Bolsheviks. During the second world war 
he was Stalin’s chief henchman in Uk- 
raine, overseeing the expansion of the So- 
viet Union into Polish territory and the 
war against the Ukrainian and Polish parti- 
sans. Until Stalin’s death in 1953 there was 
little that marked Khrushchev out as differ- 
ent from others among the boss’s minions; 
he displayed the same fawning servility as 
everyone else at the top of the Soviet state, 
including all of the leaders he would later 
push aside to become Stalin’s successor. 

But still, Khrushchev was different from 
most of those he purged when he made his 
grasp for complete power between 1953 
and 1957. Having been an accomplice to 
some of the worst crimes of a blood- 
stained century, Khrushchev felt the need 
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to rid himself of some of the blame by at- 
tacking his former master. Whether this 
was as a result of some sort of con- 
science—as Mr Taubman contends—or out 
of political expediency is hard to deter- 
mine. Under any circumstances, Khrush- 
chev’s condemnation of Stalin at the 20th 
Congress of Soviet Communists in 1956 
was certainly a brave act, and it proved to 
be the highlight of his career. 

From then on, it was mostly downhill. 
Having gained power within the party, 
Khrushchev found that his background 
left him completely unprepared for the 
business of governing the Soviet state, not 
to mention its foreign policy. After trum- 
peting the need for détente with the West, 
he stumbled into the most dangerous con- 
frontation of the cold war—the Cuban mis- 
sile crisis of 1962—and nearly unleashed a 
third world war. His alliance with China 
broke down in acrimony. Domestically, he 
called for reform, but repeatedly returned 
to oppression when events turned out dif- 
ferently from what he had predicted. Al- 
though there is no doubt that Khrushchev 
wanted to change the Soviet Union for the 
better, by the time he was overthrownina 
palace coup in 1964 he had more or less 
run out of choices. 

Khrushchev’s tragedy was his inability 
to break out from the system Stalin had 
created. Most of this failure can be attrib- 
uted to the psychological hold that his for- 
mer master retained over him, even after 
1956. As Khrushchev told his colleagues a 
year after the 20th congress: “All of us 
taken together aren’t worth Stalin’s shit.” 
The uneducated Khrushchev, Mr Taub- 
man concludes, “prided himself on his 
ability to read faces and minds, but he was 
lecturing, not listening, not gleaning what 
he needed to know to hold the empire 
together, but sharpening the strains 
tearing it apart.” W 
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Russia today 


The winding road 


Putin’s Russia. By Lilia Shevtsova. Carnegie 


Endowment for International Peace; 298 
pages; $19.95 and £29.75 


N THE course of Boris Yeltsin’s unruly 

eight-and-a-half-year presidency, for- 
tunes in Russia were made and destroyed, 
new ideologies dreamt up and endlessly 
rehashed. Not until Vladimir Putin took 
over in 2000 did life calm down and post- 
Soviet Russia start to take shape. 

But this shape, like Mr Putin’s own per- 
sonality, is still unclear. Those who look at 
economics tend to see a country that has 
bounded back from its 1998 economic col- 


America’s black economy 


lapse and is now stepping firmly towards 
modernity. Observers of society and hu- 
man rights see a grim dictatorship emerg- 
ing, which offers little heed for its citizens’ 
well-being. A book that makes sense of the 
contradictions is sorely needed. 

Wisely, Lilia Shevtsova does not try to 
paint a sharply focused portrait of a coun- 
try still in flux, but opts instead for a chron- 
icle. She describes how Mr Putin has 
grown as a leader, how he has gradually 
shaken off his ties to the Yeltsin clan and 
surrounded himself with his own people, 
many of them from the security services. 
Mr Putin consolidated his power and 
created stability by crushing or co-opting 
every institution that might threaten his 
authority. It looks all too much like a return 
to the Soviet model. And yet it gained him 
the freedom and self-assurance to bring 
about economic reform and rapproche- 
ment with the West—policies he believes 


Pot, porn and prison 


Reefer Madness: Sex, Drugs, and Cheap 
Labor in the American Black Market. By 
Eric Schlosser. Houghton Mifflin; 320 pages; 
$23.00. Penguin/Allen Lane; £10.99 


OW free is the free market? Not 

very, insists Eric Schlosser, an 
American journalist, in his new book, 
“Reefer Madness”, the follow-up (and in 
some ways a companion volume) to his 
2001 bestseller, “Fast Food Nation”. Wit- 
ness the booming black market. In 1998 
Americans neglected to report an esti- 
mated $1.5 trillion of income. In Los An- 
geles county an estimated 28% of the 
workers are paid in cash; black-market 
activity may represent as much as 30% 
of the city’s economic activity. 

“Reefer Madness” comprises three 
previously published essays. Each is a 
deftly woven tale of corruption and des- 
peration. In the title essay Mr Schlosser 
explores how a country that once re- 
quired colonists to grow hemp became 





No easy rider 


one of the harshest prosecutors of mari- 
juana offenders in the world, and pon- 
ders the myriad social and economic 
consequences of that transformation. 

Mr Schlosser shines a light on the 
dramatic changes in drug laws over the 
years. In 1981, for instance, Newt Ging- 
rich introduced a bill to legalise the use 
of marijuana for medical purposes; 15 
years later he sponsored legislation mak- 
ing the punishment for bringing more 
than two ounces of pot into the country 
life in prison or the death penalty. In 
America today—a society Mr Schlosser 
describes as being “caught in the grip of 
a deep psychosis”—a person convicted 
of selling marijuana can be sentenced to 
more time than a murderer. 

The second essay follows Mr 
Schlosser’s investigations into illegal mi- 
grant farmers in California; the third tells 
the story of America’s $10 billion 
pornography industry. He concludes 
that there is a connection between the 
black market and falling personal in- 
comes, a widening gap between rich 
and poor, and an overall slowdown in 
the nation’s economic development. Mr 
Schlosser puts forward his thesis with 
great passion, though to be completely 
convincing it would need to be argued 
more thoroughly. 

Though less obviously of a piece 
than “Fast Food Nation”, fans will never- 
theless find that Mr Schlosser’s telling of 
the rise and fall of Reuben Sturman, 
Cleveland’s king of porn, is alone worth 
the price of “Reefer Madness”. 
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Russia must pursue to survive. 

Ms Shevtsova, a noted Russian scholar, 
offers many insights into Kremlin court 
politics, as well as Mr Putin and his foes. 
She often comes back to the impact that re- 
cent events have had on Russian society, 
and uses this as a way of explaining how 
the chaos of the Yeltsin years exhausted 
the country and made it hunger for order, 
even to the point of accepting unpopular 
causes such as the war in Chechnya. 

But the book, like Mr Putin’s presidency 
itself, is sometimes confusing, jumping 
from theme to theme without always mak- 
ing the necessary connections. Disap- 
pointingly, Ms Shevtsova is sketchy about 
how Mr Putin actually got to be president. 
Mr Yeltsin, she believes, saw in his protégé 
a loyal man who would protect him after 
he left office. But she does not explain 
how Mr Putin—at the time a senior but 
unremarkable official in the St Petersburg 
city government—attracted Mr Yeltsin’s 
attention in the first place. 

The book’s main weakness, though, is 
that Ms Shevtsova wants to prove a point. 
Disturbed by Mr Putin’s authoritarian ten- 
dencies, she cannot resist lecturing him. 
“Government is always a balancing act, 
and balancing authoritarianism and the 
market is an even trickier one,” she notes; 
but she omits to mention that such a bal- 
ance can be sustained for a long time, as in 
Augusto Pinochet’s Chile. By refusing to 
take a cool-headed look at such a pos- 
sibility, Ms Shevtsova denies herself and 
her readers a clear view of all the ways that 
Mr Putin’s Russia might go from here. m 


Sudan 


And the band 
plays on 


The Root Causes of Sudan’s Civil Wars. By 
Douglas H. Johnson. Indiana University Press; 
256 pages; $54.95 (hardback) and $24.95 
(paperback). James Currey; £40 (hardback) 
and £12.95 (paperback) 


War and Peace in Sudan: A Tale of Two Coun- 
tries. By Mansour Khalid. Kegan Paul; 568 
pages; $144.50 and £85 


WO new books about Sudan’s multi- 

ple and recurrent civil wars come to the 
same depressing conclusion: as long as the 
northern elite persists in ignoring the 
south’s historic grievances, the much 
ballyhooed peace process now under way 
in Machakos, Kenya, stands little chance of 
lasting success. 

Anyone wanting to understand this Af- 
rican tragedy should read Douglas John- 
son’s “The Root Causes of Sudan’s Civil 


Wars”. An American historian at Oxford >» 
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> University, Mr Johnson offers a brilliant 
analysis of the war and its causes written 
in simple, clear prose. Mansour Khalid’s 
“War and Peace in Sudan” is an insider’s 
account of the conflict and the many sub- 
sequent peace efforts by a northerner who 
sympathises with the southern rebels. 

The war used to be regarded as a 
straightforward struggle between Arab 
north and African south, but the combat- 
ants have swelled, both in scope and in 
number, to take in both the Islamist central 
government and the rebel Sudan People’s 
Liberation Army (SPLA), as well as a dizzy- 
ing array of ethnic and tribal militias who 
like to battle each other as well as the gov- 
ernment and the spLA. At the same time 
the contest over Sudan’s scarce resources 
has evolved into a fight for control of the 
south’s abundant oil reserves. In the past 
20 years, the war has claimed some 2m 
lives. 

To both Mr Johnson and Mr Khalid, the 
fact that hostilities have outlasted colo- 
nialism as well as the cold war, not to men- 
tion many regional reconfigurations, is 
proof that it has deeper roots than this sea- 
son’s political and economic flashpoints. 
As far back as the Middle Ages, successive 
Nile-based rulers established a pattern of 
plundering Sudan’s southern and western 
hinterlands for slaves. The adoption of Is- 
lam by the ruling elite sharpened the di- 
vide, with Muslim believers at the centre 
entitled to protection under sharialaw and 
unbelievers on the periphery denied legal 
rights. Britain compounded the division, 
first by reinforcing the inequities of de- 
velopment between the centre and outly- 
ing regions, and then by hastily granting 
Sudan independence in 1956 without tak- 
ing the interests of the southern Sudanese 
into account. 

Two civil wars since then have exacer- 
bated matters. In the north, successive gov- 
ernments have pursued the dream of an Is- 
lamic state while arming Arab militias 
who have resumed slave-raiding in the 
non-Muslim south. Meanwhile, southern 
rebel leaders have allowed their move- 
ment to fracture along ethnic lines. No 
northern political leader, writes Mr Khalid 
(himself a former foreign minister), has 
had the courage to accept responsibility for 
the carnage and destruction that the 
north’s policies have wrought. Even today, 
Sudan’s northern leaders cannot see that 
they can have either an Islamic state or 
unity with the south—but not both at once. 

The government and the SPLA are now 
in the midst of their first serious peace talks 
since 1989. Neither Mr Khalid nor Mr John- 
son is optimistic. “One amazing feature of 
the Sudanese conflict is its tenacity,” Mr 
Khalid notes. “Like the mythical phoenix, 
whenever the flames of war die down, it 
surprises friend and foe by emerging from 
the ashes reinvigorated, more vicious and 
ready to inflict greater casualties.” m 


IBM 


Punching the card 


The Maverick and His Machine: Thomas 
Watson Sr, and the Making of IBM. By Kevin 
Maney. John Wiley; 512 pages; $29.95 and 
£19.99 


ORPORATE hagiography rings hollow 

in the current climate of accounting 
scandals and languishing stock prices. So 
here is a welcome antidote from a former 
age: the story of how Thomas Watson 
turned an obscure vendor of tabulating 
equipment into the world’s largest com- 
puter company. Unlikely as it seems, the 
story is a genuine page-turner, thanks to 
the unprecedented access that Kevin Ma- 
ney, a respected technology journalist, 
was given to IBM’s archives. 

In particular, Mr Maney makes excel- 
lent use of transcripts of many of the key 
meetings in IBM’s history, dutifully re- 
corded by company stenographers. There 
is no need for reconstruction or conjecture 
here—Mr Maney’s book contains vivid 
passages of actual dialogue as Watson 
tears into managers, lays out his philoso- 
phy and outlines his strategy. Watson 
is brought to life as a charismatic, irascible 
and vain man, prone to spouting lengthy 
sermons, and with a narcissistic weakness 
for flattery and ceremony. Mr Maney’s 
analysis of the controversy surround- 
ing Watson’s acceptance in 1937 of a 
medal from the Nazi regime is particularly 
illuminating. 

Watson’s career was parenthesised by 
two antitrust suits. He got his start in busi- 
ness working for NCR, a company that 
sold cash registers. In 1903 he was given 
the job of setting up a bogus firm, funded 
by NCR, to monopolise the used cash-reg- 
ister business and thus stifle competition. 
Watson did a brilliant job, and he was one 
of several NCR executives later found 
guilty of anticompetitive practices, though 
Watson always insisted he was innocent. 

Watson then took on the job of running 
CTR, a company that made tabulating 
equipment. As he transformed the busi- 
ness into IBM, he imported several aspects 
of the progressive corporate culture from 
NCR, such as providing numerous perks to 
employees, and generous incentives. IBM 
prospered thanks to the strength of its cor- 
porate culture and a fair amount of luck. 
During the Depression, Watson refused to 
reduce production or lay off workers. His 
gamble paid off when President Roosevelt 
instituted the New Deal, which imposed a 
large administrative burden on business 
and boosted demand for 1Bm’s products. 
By 1952, IBM’s stranglehold on the punch- 
card tabulating business led to Watson’s 





Books and arts 73 


Join the dots 


second antitrust suit. Though it was 
quickly settled at no great cost to the com- 
pany-—its future, by this time, lay in elec- 
tronic computers—the lawsuit convinced 
Watson to step aside in favour of his son. 
Mr Maney lays to rest an urban myth, 
revealing that Watson never made his oft- 
quoted prediction that there was “a world 
market for maybe five computers”. More 
importantly, his sympathetic portrait of 
one of the first great celebrity businessmen 
provides insight into the changing nature 
of management techniques, business 
ethics, corporate culture, and attitudes 
towards monopolies, all of which should 
be recommended reading for anyone who 
seriously wants to be a business mogul. m 


Crime in the 18th century 


Swinging London 


The London Hanged: Crime and Civil Society 
in the Eighteenth Century. By Peter Line- 
baugh. Verso; 492 pages; $20 and £15 


Bee is a tendency to regard public 
hangings in the 18th century as some 
kind of carnival. The handsome highway- 
man goes cheerily to his death, blowing 
kisses to the pretty women in the crowd. 
The rabble shouts encouragement, aware 
that it is participating in a ritual act de- 
signed to re-affirm community bonds. The 
dreadful deed done, the bad man hanged, 
the Hogarthian throng of cheerful trades- 
men and naughty ’prentice boys return, re- 
freshed and reassured, to their daily grind. 

Nothing could be further from the 
truth, says Peter Linebaugh, in a reissue of 
his meticulously researched 1991 classic. 
The author has studied the ghastly sprees 
of “legal massacre” (Dr Johnson’s phrase) >» 
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> that took place in London—at Tyburn, Ken- 
nington and Newgate. He links the peri- 
odic hunger for public hangings with the 
ups and downs of trade cycles and corres- 
ponding shifts in semi-migrant labour; all 
too often the gallows became the place 
where the waste and nuisance products of 
mercantilism—the hungry, poor and far- 
from-home—were efficiently dispatched. 

“The London Hanged” is intent on com- 
memorating the thousands of virtually 
anonymous individuals who were 
hanged in Europe’s most violent city dur- 
ing one of its more prosperous centuries. 
There is Patrick Brown, a spalpeen, or im- 
migrant farm worker from Ireland, who re- 
taliated against his dismissal from the hay 
harvest in Hampstead in July 1841 by steal- 
ing his employer’s silver spurs. The gentle- 
man had him hanged, but not until much 
later, the death being carefully timed so 
that it would act as a warning to the next 
season’s spalpeens. Then there was Joseph 
Philip, who stole simply because he was so 
tired of the periodic famines that were part 
and parcel of being a silk weaver that “he 
mightily long’d to die”. 


Far Eastern film 


Screen savers 


UDINE, ITALY 


Women film directors forge ahead in Asia 


HE best place to see new Asian films 

is at the Udine film festival, where 
the finest works this year were by two 
young women~a sure sign of how 
firmly women directors are asserting 
themselves across the continent. 

From China comes a powerful first of- 
fering by Ma Xiaoying, who graduated 
from Beijing’s Central Academy of 
Drama only five years ago. Despite its 
clumsy title, “Gone Is the One Who Held 
Me Dearest in the World”, the film is 
moving without being sentimental. An 
old woman with senile dementia dies of 
a long-established cancer. For years she 
was nursed by a middle-aged daughter, 
who saw her best years disappear in a 
slop pail of nappies, forgetfulness and 
rage. Their fraught relationship is illus- 
trated in a series of vignettes shown in 
flashbacks that cut directly to a black 
screen. This is bolder than it sounds. 
Cinematic convention dictates that se- 
quences should end with a slow fade- 
out or dissolve into the next scene. In re- 
jecting this, the director shuns the 
sentimental option and lets the drama 
speak for itself. 

Ms Ma brings the most out of her ac- 
tors, especially the 83-year-old Huang 
Suying, who plays the mother, and Sigin 
Gaowa, who is outstanding as the care- 
worn daughter. Shrill, shrewish and 


Mr Linebaugh’s passionate engage- 
ment with Homo faber—the making 
class—of the 18th century bears all the hall- 
marks of the years he spent working with 
E.P. Thompson, an eminent socialist histo- 
rian and anti-nuclear campaigner. Nor 
does he keep his anger safely in the past, 
dressed up in breeches and bonnets. In a 
new introduction, Mr Linebaugh argues 
that the upsurge in the use of the death 
penalty since the 1970s is linked to the 
growth in global capitalism. Just as 18th- 
century workers found themselves falling 
foul of rapidly changing definitions of 
property, rights and labour so, Mr Line- 
baugh argues, do the mobile work-forces 
of post-colonial Africa and Asia—exactly 
those people who are most likely to be exe- 
cuted in the 21st century. Even if you find 
this implausible, there is no denying the 
weight and breadth of Mr Linebaugh’s re- 
search, which puts to shame much recent 
work on the 18th century. Add the fact that 
he writes as stylishly as a novelist, and you 
have a book of rare worth—and one which 
richly deserves to garner a fresh set of 
admirers. m 


brusque, she manages at the same time 
to convey a deeply personal love for the 
woman who raised her. These emotions 
are revealed only in minute exchanges 
of expression, but Ms Ma’s camera is 
poised to capture their every nuance. 

Meanwhile, in South Korea, Lee Je- 
ong-hyang treads a similar path. “The 
Way Home”, her second film, features a 
seven-year-old Seoul boy dumped fora 
summer in the country with his deaf, 
mute grandmother. For him it is purga- 
tory; for her hell. His video game’s bat- 
teries run down; the chicken on the table 
is boiled rather than Kentucky-fried. The 
boy treats his grandmother as a moron 
and urinates in her shoes for good mea- 
sure. A self-centred, monstrous kid, and 
yet the little boy who plays him seems to 
be having a ball. Ms Lee may be close to 
40, but she clearly favours the young. 

Against all expectations, this night- 
mare child slowly learns that other peo- 
ple—even his stupid old grandma—are 
human and have feelings, too. Ms Lee al- 
lows the audience to work this out for 
themselves, and her film leaves one 
thinking there may yet be hope for the 
worst of us. As a piece of didacticism, it 
is wonderfully peaceable. Profitable too: 
in South Korea, “The Way Home” has 
out-grossed “Spiderman” and “The Fel- 
lowship of the Ring”. 
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New fiction 


Breaking waves 


Star of the Sea. By Joseph O'Connor. Har- 
court; 416 pages; $25. Secker & Warburg; 
£12.99 


ANS of Matthew Kneale’s “English Pas- 

sengers” may take similar delight in Jo- 
seph O’Connor’s kindred work. Both nov- 
els are oceanic in every sense. Mr 
O’Connor has immersed himself deeply 
in mid-19th century Britain. But where the 
folly that Mr Kneale explored was the sea 
voyage itself—to discover the original Gar- 
den of Eden-the folly in “Star of the Sea” is 
the social collapse its passengers flee: the 
Irish famine. 

Technically, this is a crime novel; the 
victim a Protestant landowner, Lord Kings- 
court. The fact that Kingscourt has made 
extravagant efforts to keep his starving 
Irish tenants from being cast on to the 
open road for nonpayment of rent—and is 
himself being evicted from his estate by 
creditors—is lost on the militant precursor 
of the IRA, the Hibernian Defenders. 
Avenging themselves on callous landlords 
one and all, they have planted a lowlife to 
kill Kingscourt on board the Star of the Sea, 
which sets sail from Ireland in the winter 
of 1847 bound for New York. The vessel 
carries first-class passengers like Kings- 
court and also 300 steerage refugees—ema- 
ciated, scabrous emigrants, whose fare is 
maggoty pork mixed with dirty water. 

Mr O’Connor draws on a large popula- 
tion of attendant characters, and even the 
most minor of them jumps off the page. 
Full-blown flashbacks keep the novel from 
growing claustrophobic; while the passen- 
gers are stuck with one another on a con- 
gested, fetid ship, the reader strolls through 
scores of pages back on dry land. This is a 
confident and sumptuously entertaining 
book, filled with the voice of Mr O’Con- 
nor’s native Ireland and composed with 
the sweep of the Atlantic’s horizon. m 





Obituary 


Walter Sisulu 





Walter Max Ulyate Sisulu, campaigner for freedom, died on May 5th, aged 90 


OMETIMES Walter Sisulu liked to recall 

the first time he met Nelson Mandela. 
In 1941, Mr Sisulu was running a small 
business in Johannesburg, helping blacks 
to buy and sell their homes, a concession 
that was later to be withdrawn under 
apartheid laws. The income from his busi- 
ness helped him to meet the expenses of 
what he regarded as his main work, as a 
rising politician. The moment Mr Mandela 
stepped into Mr Sisulu’s office he said he 
struck him as a potential political leader 
“more than any person I had met”. It was, 
he said, “a godsend to me”. Of course, 
memory does play tricks. But the reality is 
that the meeting started a collaboration 
that led 53 years later to Mr Mandela be- 
coming the first president of a democratic 
South Africa. 

Nor did the relationship change in es- 
sentials over that long period. Mr Man- 
dela, the son of a chief, tall, easy with peo- 
ple, a natural negotiator; Mr Sisulu, more 
the policymaker, the wise adviser, even 
though there were only eight years be- 
tween them. Not long ago Mr Sisulu told a 
reporter that Mr Mandela still regarded 
him as an older brother. Even today, he 
said, “I know he won’t take a decision that 
affects his life without taking me into his 
confidence.” 

The first decision that Mr Sisulu said Mr 


Mandela should make was what career to 
follow. Mr Mandela said he wanted to 
study law. Mr Sisulu approved, a future Af- 
rican government would need lawyers, 
and he helped to pay for his law studies. 
Mr Sisulu’s mother gave him a room. A 
cousin of Mr Sisulu became Mr Mandela’s 
first wife, and he was the best man at their 
wedding. Eventually Mr Mandela was 
considered ready to be brought into the Af- 
rican National Congress, where Mr Sisulu 
was an Official. The apprentice leader of a 
free South Africa moved into position. 


His white father 
Walter Sisulu’s father was a white magis- 
trate, who acknowledged that he was the 
parent of the boy and that of his sister Ro- 
sabella, but played little part in their up- 
bringing. That was left to their mother, Al- 
ice, who worked as a maid in white 
households in Transkei, once a British pro- 
tectorate (and the home of Mr Mandela’s 
family), now known as the Eastern Cape. 
Although of mixed race, Mr Sisulu de- 
clined to be classified as “coloured” under 
apartheid laws introduced after the 
Nationalist Party came to power in 1948. 
Coloured people had a number of con- 
cessions over blacks; most importantly 
they did not have to carry the hated pass- 
books needed to enter and work in white 
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areas. He said, “I am a black man. I am an 
African...I never wanted to see my colour 
determine my race.” He chose to be identi- 
fied with the Xhosa people, whose lan- 
guage was spoken widely in Transkei. He 
was happy to be called umdengentonga, 
which translates as “short, but tall when 
carrying a stick”. He was good atstick fight- 
ing, a local sport. But it was his good Eng- 
lish, picked up in the white districts where 
his mother worked, that earned him ad- 
vantages: he became picannin (helper) to 
the white foreman of a gold mine, and was 
given the trusted job of lighting the fuse 
when rock was dynamited. 

He joined the African National Con- 
gress in his 20s. The congress had been 
formed in 1912, replacing the more subser- 
vient-sounding South African Native Na- 
tional Congress. By the 1940s many in the 
congress felt that ithad become moribund. 
What was called the “youth league” in the 
congress in effect took it over and changed 
its policy from one of passive protest to 
one of “positive action”. Mr Sisulu, Mr 
Mandela and Oliver Tambo (who died in 
1993) were among the leaders of the take- 
over. 

There followed boycotts, strikes and 
civil disobedience directed against the rul- 
ing white minority. A May Day demon- 
stration in 1950, backed by many non- 
white organisations, brought to a standstill 
much of Witwatersrand, in which Johan- 
nesburg stands. The police shot dead 18 Af- 
ricans. The following year, on June 26th, a 
date that became South Africa’s Freedom 
Day, there were huge demonstrations 
throughout the country. A “campaign of 
defiance against unjust laws” followed, as 
a result of which some 8,000 people of all 
races were jailed. Mr Sisulu was detained a 
number of times. He was perhaps the 
most arrested man in South Africa. With 
other critics of the government, including 
Mr Mandela, he was put on trial in 1956 ac- 
cused of treason. 

The trial lasted four years, attracted 
worldwide attention and at the end all de- 
fendants were acquitted. Mr Sisulu and Mr 
Mandela were arrested again in 1963, again 
accused of treason, and this time given life 
sentences. The two men spent the next 26 
years in Robben Island prison. Mr Sisulu 
was set free in October 1989, met by his 
wife Albertina, his stoic support in and out 
of prison. Mr Mandela came out four 
months later. Mr Sisulu said he had no 
feelings of vengeance, and declined to de- 
monise his enemies. He was in essence a 
man of gentle character. Thabo Mbeki, 
South Africa’s president, said he once tried 
to teach Mr Sisulu to drive. But he refused 
to sound his horn to warn children in the 
road. Instead, he would stop the car, get 
out and explain at length that they might 
get hurt. He never took a driving test, one 
of the few tests he might have failed. m 
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You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 
electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 
The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, 


Custom Non-Degree Programs and Open Enrollment Programs. 
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MSc Agricultural Economics 
MSc Applied Environmental Economics 
MSc Food Chain Management 
MSc Managing Rural Development 
Also: 
MSc Biodiversity Conservation with Management 
MSc Environmental Management 
MRes Plant Biotechnology 


MSc Sustainable Agriculture and Rural 
Development 


For further details, contact Miss Anna Brewerton, Tel: 
020 7594 2617 emali: a.brewerton@imperial.ac.uk 
Web: www.imperial.ac.ukfifesciences/as 


Valuing diversity and committed to equality 
of opportunity 


The Economist May 10th 2003 





Rotterdam School of Management 
.rsm.niimbainto Erasmus Graduate School of Business 


MBA ESCP-EAP 


An exceptional MULTICULTURAL experience 
in the HEART of EUROPE 


A full portfolio of MBA programmes © 





> international Full-time MBA 
12 month programme in Paris entirely in English 
Participants recruited globally 


> European Executive MBA 
18 month programme in English 


Monthly modules in Paris and on ESCP-EAP campuses in Europe 


Pan-European recruttmernt 


> International Master's in Management 
2 year programme in English 
Global Executive MBA in Paris, Tilburg, Budapest and the USA 
Double European and American MBA eed 


ESCP-EAP MBA programmes ate mee by a multinational teaching body drawn from 
a facuity of 125 experts who meet the highest international academic standards. 


Jith faculty ancl campuses ot Pens, dozi Madrid and Bertin, 
EXCREAP fevel BUES leaden and advances 


Next Session — January 2004 tracsnatone! learring and research in management 
Contact MBA Admissions 
433 14923279) 


mbe@escp-eap nel ESCP-EAP 


f 


p MONE 


E CHS European ae Iai 


RLERLAEILAD 


Learn everywhere. Manage anywhere. 


ALAA 


81 
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82 Courses 












Six Full-fee Scholarships for European Deadline for applications: 15 July 2003 


Union Candidates 
Lesley Bodenham 
Birmingham Business School 
Tel: +44 (0) 121-415 8273 
Fax: +44 (0) 121-414 2263 


e Anew one-year full-time programme, entry | 
* Prepares high-quality graduates for a global career Email: msc-intnibus@bham.ac.uk 


October 2003 


| 
| 
| 
| 
| 
e Taught by distinguished international staff For full programme details: 
e Offers training in research and project skills http://www. business. bham.ac.uk/ | 
bbs/static/page1511.htm | 


« Possibility of continuing to doctoral studies 


International Economist 


ee ae tee, ee ee ee a The Overseas Private Investment Corporat ion (OPIC) has an opening for a research analyst to 
Executive S75K-S00K* Career TEET into, within or out z | lead and manage the monitoring of approved insurance, investment and finance. 


Asia / Europe / M.East / U.S.? Contact for Free Info & Critique | developmental projects for economic and environmental impact. OPIC is a federal agency 


located in Washington, DC, providing political risk insurance, Nnancing and investor services 
WWW. C a ree rp ath * co + uk to U.S. private businesses. 


Fax: Email: Salary range is $81 K to S$1O6K and a degree in economics Is required (preferably an advanced 
USA/Canada +1 202 4781698 Spomenici Den Sergai co. uk degree). 
Europe +44 20 75048280 Position requires US, citizenship, security clearance and travel, 
Asia / M. East / Aus +66 2 63081 20 cpasia@bkk.loxinfo cot For more information visit www.opic.goy and open announcement #21-03. 





Director of Finance & Corporate Performance 
£72,316 - £97,470 East Kilbride or London 


At DFID, our central focus is on an international commitment to halving experience and an interest in civil service and non-civil service delivery and 
the proportion of people in extreme poverty by 2015 — through sustainable performance management agendas. An interest in development issues is 
development, education, and better management of natural and physical important ~ although your experience need not come from this sector. 
environments, So we are looking for individuals who can bring skills, 
understanding and patience to even the most complex development 
activities. Central to our work, and our core philosophy, is partnership 
working ~ with governments and international organisations committed 
to the elimination of poverty. 


This role is available as a fixed term or permanent contract ~ we will also 
consider candidates on secondment. Based on proven performance 
on the job, the normal salary range, quoted above, may be extended 
to a substantially higher figure for the very top performers. 


The Civil Service offers a choice of final salary and stakeholder pensions, 

allowing you to choose the ervey that best suits you. We also provide 
a range of flexible working policies —- enabling you to balance work with 
your other commitments. Assistance with relocation may be available 
subject to negotiation. 


DFID is widely accepted as being a major proponent of best practice 
in promoting development and eliminating Ao As a member of our 
senior management team, a key responsibility will be to maintain this 
standing — particularly through improvements in internal management 
practice and achieving a tighter fit between our mission and our structures, 
systerns and people. DFID is an equal opportunities employer. Applications are welcomed from 


Our Finance and Accounts, Internal Audit, Performance and Effectiveness, ll parts of the community and we actively encourage interest from women, 
and Procurement Departments will all fall under your guidance - amounting ethnic minority groups and those with a disability. Selection is on merit, 
to some 200 people, and a budget of £8 million annually. You will contribute Candidates must be nationals of member states of the European Economic 
to corporate governance through membership of Management Board Area (EEA), Swiss Nationals or citizens of the British Commonwealth with 
sub-committees, and offer the strongest leadership possible to your Division, the right to work in the UK. The successful applicant will have to satisfy 
You will also provide the highest standards of professional advice to the the British Government's developed vetting procedures. 

Management Board, Accounting Officer and Secretary of State on all financial for more information on this vacancy, DFID in general, and an 

and risk management issues, keeping us fully compliant with Govemment electronic application form, visit our website www.dfid.gov.uk or email 


Accounting standards. You will invest corporately in the skill base of your dfid-recruitment@dfid.gov.uk to request an application pack ~ quoting 
team — and successfully oversee a programme of IT-enabled change to p.c DIR. ECP 


modernise our financial and management information systems. You will 
report to the Director General for Corporate Performance & Knowledge Closing date - 30 May 2003. 
Sharing. This post will involve significant overseas travel. | 






This is an important remit. We are looking for an individual with professional 
expertise and personal credibility. You must have significant management 


Q 


INVESTOR IN PROSE 


SERVICE 


a ee) ‘io Department for 
ae ee eld DFID international! 
; F GA g = S Development 
pt di dfid. l govak A 
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Appointments 
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ENIOR PLANNING ANALYST \ Nationwide 






From market insight to strategic impact. 


SWINDON c.£29,000 + FLEXIBLE PACKAGE 


With ren million customers and assets of £75 billion, Nationwide is a formidable highly complicated dara into clear insights that support big business decisions. 





force in financial services. But this is not about where we are — but where we want Bur we are also looking for someone who can evolve over time into an 

to be. As a Senior Analyst in our Planning Team you will perform an extended accomplished business strategist in his or her own right. This means you 

role that impacts directly on the strategy and future performance of our business. must have the presence and credibilicy to build relationships and influence 
ar senior levels. You must relish involvement across the entire business. And 

Of course, with three years’ experience as an analyst, you will be used to above all, you must want to make a difference. 


compiling incisive and telling reports on market crends, competitor activities | 
and industry dynamics, What makes this challenge at once more demanding Please write (enclosing your CV and current salary details, and quoting ref: | 
and more rewarding is thar vou stay involved beyond the reporting stage ~ SPA/ECO), ta Sue Tucker, Personnel Operations, Nationwide Building 
communicating key issues to wider audiences within the business, measuring — Society, Nationwide House, Pipers Way, Swindon SN38 THR. Alternatively, | 
our actual performance against the ten-year strategic plan, and helping to e-mail your application to sue.cucker@nationwide.co.uk The closing date for | 
tune strategy to keep us on a very ambitious track. applications is 23rd May 2003. We regret that applicants who are noc 

eligible to work in the UK will not be considered. 
For someone with talent and ambition, this is a springboard opportunity. 
Obviously we need a brilliant analyst and communicator who can convert For further details about Nationwide, visit www. nadionwide.co.uk 





op 


INVEST IN PEOPLE ulung peaple, promoting equality Nationwide. Proud to be different. 





Case Officers 


London 
Starting salary £24,256 to £26,985 plus benefits 


For further 
information, and an 
application form, please contact Nicolette 
Beechey in HR Operations at Fleetbank House, 
2-6 Salisbury Square, London EC4Y 8JX, 
email nicolette.beechey@oft.gsi.gov.uk or telephone 020 7211 8719 
{answering machine). The closing date for applications is 27th May 2003. 





The Office of Fair Trading is an equal opportunities employer. 
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THE UNIVERSITY GF Department of Economics 


WARWICK Lectureship i in 
Economics or 
Econometrics 
up to £33,679 pa Ref: 40/3A/02 


3 Year Fixed Term Contract 


Warwick is one of Britain's 
leading universities with 
an enviable reputation for 


You will replace Professor Richard Smith, 
who has a three-year Major Research 
Fellowship from the Leverhulme Trust. 


educational opportunities, E nertise in econometrics is preferred, 
first rate research ana Ge but not required. You should have 
commitment to the local PURA beams 
community. completed, or nearly completed, a PhD. 


You should demonstrate excellent potential 
for research and teaching. 


informal enquiries to Professor Michael 
Devereux (+44 (0)24 7652 8414), 
email: Michael. Devereux@warwick ac.uk 


Application packs are available from the Personnel Office on 024 7652 
3685 (24 hour answerphone), by email: recruit@warwick.ac.uk, our 
website below or www.jobs.ac.uk/warwick. An application form MUST 
be completed if you wish to be considered far this post. 


iii date for RRA is 30 pede 2003 











www. vvarwick2 ac. c.uk/jobs R 








Hida iik at s wor Hee ti “Continued poem iy in our 
International Projects Department has created challenging 
opportunities in our development projects for 


TRAINERS and CONSULTANTS 
in the following fields: 


Vocational Training and Education (all sectors) 
VET 1- VET Policy/strategy, Finance, Decentralisation 
VET 2- Curricula development and Teacher training 
VET 3- Assessment, Certification/National qualifications 
VET 4- Procurement, School Rehabilitation, IT systems 














Employment Services 
EMP 1 - Labour market monitoring and effectiveness of active 
labour market policies assessment 
EMP 2 - Employment services, counselling and guidance of 
unemployed and job seekers 
EMP 3 - Business development specifically for unemployed 
EMP 4 - Adult training programmes for unemployed 
Qualifications requested: _ 
* University-level degree or equivalent 
° At least 10 years experience in the regions 
* Fluency in English or French 










expertise. 


Please send your CV, preferably in EU format specifying € code: of : : = R io 
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- a E The Robert Bosch Stiftung (Foundation) 
established in 1964, embodies the 


philanthropic and social endeavours of 
founder Robert Bosch (1861-1942). 


Within our priority program on Inter- 
national Research into the Sustainable 
Use of Natural Resources we invite 
applications for positions of 


Junior Research Groupleaders 


The Robert Bosch Stiftung provides 
unique opportunities for outstanding 
young scientists with a strong interest in 
agriculture and forestry science to estab- 
lish independent research groups (equiva- 
lent to junior professorship) for up to 

5 years at a German University or an 
associated German research institute. 


All research topics should focus on the 
sustainable use of agriculture and 
forestry resources in Central and 
Eastern European countries or tropical 
and subtropical areas. 


Closing date for applications: 4 July 2003 


For further information and application 
guidelines please contact the website 
mentioned below. s. 





Robert Bosch Stiftung: GmbH 


- Dr. Ingrid Wünning © 







WITHIN THE CLA A 















TO: natn i 









Department ` 
om aly 


_ London 


oe -Ruth Fox. 
Tel: (44-20) 7830 7000 - 

. Fax: (44-20) 7830 7114 
: Tuihiox@ economist. COM 


Postfach 10 0628 

D-70005 Stuttgart: 

Internet: www.bosch-stiftung.de 
E-Mail: 
michaela.reininger @ basch-stiftung.de 
Tel.: ++49 (0)711/4 6084 35, -63 
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is SSiFIED SEC CTION ¢ CON ITACT: 





New York 
Beth Huber 
Tel: (212) 541-0500 
~ Fax: (212) 445-0629 
i bethhutér @economist.com 
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re the leading global political risk consulting and advisory firm to portfolio and 


ct investors around the world. We offer our clients tailored consulting and analysis on 
political trends and their impact on business, regulation, financial markets and the foreign 
“investment climate. Our business continues to grow and we are searching for exceptional 
{individuals to join our dynamic, client-oriented business development and analyst teams. 


: Business Development Associates (New York, London) 
Eo st have. at least 3 years experience in selling advisory or consulting services to 
g ‘senior business leaders and an u: aderstanding of how to research opportunities, deliver 
our political risk analysis and consulting capabilities, negotiote contracts and close 
sales, You maintain o deep interest in global politics, as reflected by your educotional 
background, your affiliations or your current employment. 


Political Analysts (New York} 

You hove a postgraduate degree in political science for a related field) and want to 
apply your skills in o challenging business environmen? where your analyses will have an 
impact on investment decisions, You have excellant writing and presentation skills, are 
able to meet deadlines and understand/anticipate the issues facing portfolio ond foreign 
direct investors in their decision-making. We ore seeking specialists on the following 
regions: Chine/Northeast Asia, Latin America ond the Middle East. 


| Please remit CV and cover letter vio e-mail to careers@eurasingroup.net (os plain text, POF, 
or MS Word format only} no ioter than 30 Moy 2003. Successful candidates will be notifed on 
or before 31 June 2003. For more information on available opportunites, please consult our 
wabsite: www. eurasiagraup.net/about/index_careers. html, 





eurasia erou 


Ct 


= 5 
ap 
Detining the Business of Politics ” 


Regional Office for Asia and the Pacific 


a Position : 


¿f One-year Economist. position, based in Tokyo. Responsible for 
F monitoring and analysis of economic and financial market 
f developments in Asia, preparing regular reports and 
participating in visits to key regional financial centers. 


Competitive salary. 


Qualifications: 

Advanced university degree in macroeconomics and/or finance; 
extensive experience in the financial sector, fluency in English, 
including ability to write reports, required ; knowledge of 
Japanese desirable but not essential. 


To apply: 
Send resume in English, to "Economist Position’, IMF, 21 F is 


f l Fukoku Seimei Bldg., 2-2-2 Uchisaiwai-cho, Chiyoda-ku, 
§ Tokyo 100-0011 Japan, no later than Monday, May 26, 2003. 


Only short-listed candidates will be notified. 
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HEALTH EQUITY/REGIONAL PROG , tA 7 ued 
Nairobi, Kenya 


The Rockefeller Foundation is a know dedge-based, global f t 
commiment to enrich and sustain the lives and bvelihouds of ra poor and 
throughout the world, For more information about the Rockefel fer Fo 
this position, please go to our Web site at wwwarockfound.o . 


The Rockefeller Foundation is currently secking an Associate Directar for 

in Nairobi who will have overall responsibility for providing thematic leadership | 
grant activities and program development in the areas of AIDS prevention and care: 
related to the Foundation’s Health Equity (HE) theme and the Africa Regional i 
Program {ARP} in Eastern and Southern Africa. a 


Qualifications include: a doctoral in a public healch-relared field with scientific J 
research experience, preferably related co AIDS; a minimum of seven years of F 
professional experience in grant making, as well as a working knowledge of che E 


assigned region; excellent oral and written English; good knowledge of Swahili and _ 
French a plus; and Hexibilicy to travel extensively within the region and globally. 


For further information regarding this position, as well as co apply, please contact 


Bourrier International Consultants Inc., 12 Rosegien Private, Ottawa, ON, KI He. 
IBG, Canada (Tek 1-613-247-7291}. Appli ications should be sent by e-mail to Fo 
bici@sympatico.ca and include a cover letter, a detailed CV and the names and E 


contact details (phone, fax, e-mail) of three professional 
references. Bourrier International Consultants Inc. 


We thank all applicants for their interest and will 
contact only those candidates whose skill: and 
experience best match the requirements of the position. 


THE ROCKEFELLER FOUNDATION IS AN 
EQUAL OPPORTUNITY EMPLOYER. 





The Common Fund for Commodities is calling for 
bids from experienced consultants to design a project on 
"Assisting Gum Arabic Producers through Poverty 
Alleviation and Sustainable Improvement of their 
Livelihoods”. 


The consultant should have demonstrated. experience in 
collection, processing and trade of gum Arabic, good 
knowledge of the industrial uses and the markets of gum 
Arabic and its substitutes as well as of its production 
techniques. The detailed terms of reference for this 
assignment can be accessed on the CFC web site 
www.common-fund.org under " sonsultancies". 


Offers should be seni in writing, to be received by 15 June 
2008, to the following address: 


The Managing Director 
Common Fund for Commodities 
P.O. Box 74656 
1070 BR Amsterdam 
The Netherlands 
Phone: +31-20-5754949 
Fax: +31-20-6760231 
E-mail: Managing. Director@common-fund.org 








Local Fund Agents 


The Global Fund to Fight AIDS, Tuberculosis & Malaria, supported by 
the World Health Organisation, invites suitably qualified organisations 
to submit proposals for provision of services as Local Fund Agents in 

countries receiving grants from the Global Fund. 


To date, the Global Fund has approved grants totalling more than US 
$1.5 billion for programs addressing the three diseases in more than 
90 countries. Without a field presence outside its headquarters in 
Geneva, the Global Fund relies on independent advice from in-country 
experts (Local Fund Agents) to perform certain assessments before 
grant agreements can be signed and to verify program performance _ 
and accountability during the implementation of grants. 


The Global Fund intends to award a number of Local Fund Agent 
Framework Contracts for its world wide operations, from which 


country specific work orders wil! be issued. Organisations are invited .. 


to submit proposals for country(ies) where they can demonstrate 
the following: 


* Ability to provide independent, high-quality advice on grant program. 


performance and financial accountability to the Global Fund; 

* Demonstrated experience in, and ability to access qualified 
experienced staff that can perform, assessments of grant recipients’ 
capacities and systems in the following areas: i: 
- Financial management systems; 


>roposals 









AIDS, Tuberculosis and Malaria. 





- Institutional capacity for effective program management; 
- Procurement supply management, particularly in relation 
to public health products; and 
- Monitoring and evaluation; 
¢ Strong in-country presence in the country(ies) where services 
are offered. 


The Global Fund will view favourably proposals that co-ordinate 
services across multiple countries, but will also consider high-quality 
proposals for single countries. Organisations are encouraged to 
consider options such as consortia, sub-contracting or use of 
suitably qualified country national staff in order to maximise 
in-country presence. 


The deadline for proposal submission is 27 June 2003. 


Offerors are invited to attend an Information Session in Geneva about 
the Request for Proposal. The Request for Proposal document and 
further information about the Information Session and the Global 
Fund, including the role of Local Fund Agents, can be found on the 
Global Fund website at: http:/Avww.globalfundatm.org 


Questions regarding this notice should be directed to Patricia Kehoe 
at the Global Fund Secretariat, 53 Avenue Louis-Casai, CH-1216 
Cointrin, Geneva, Switzerland. Tel: +41 22 791 1762. 

Fax: +41 22 791 1701. E-mail: patricia. kehoe@theglobalfund.org 





PEOPLE'S DEMOCRATIC REPUBLIC OF ALGERIA — 
MINISTRY OF INVESTMENT PROMOTION © 


Intention of interest for inclusion on the long list of 
Investment Banks and Consulting firms drawn up as part of the plan 
to privatise publicly-owned companies 


The Ministry of Investment Promotion {Ministère de la Participation et de la Promotion de l'Investissement - MPPI) is inviting investment banks and consulting 
firms to offer their services for the privatisation of publicly-owned companies, particularly in the following sectors: 


Construction and building materials, chemicals, tourism and hotels, textiles and leather, steel and metal working, public building works and hydraulics, 
electric and electronic equipment, food processing, retail, services and mining. 


The successful investment banks and consulting firms will have solid experience in privatisation in the aforementioned areas as well as in economies 
undergoing a transition phase and emerging countries in general. The banks and firms selected will be consulted to take part in invitations to tender relative 
to the stock market flotation of publicly-owned companies. 


The MPPI invites all interested parties ~ who do not already appear on its long list of investment banks -~ who meet the above-mentioned eligibility criteria, 
to provide all relevant information indicating the qualifications for providing these services. 


The MPPI benefits from non-refundable aid from the European Commission for the financing of fixed fees paid for the services of investment banks and /or 
consulting firms as part of the Algerian government's privatisation programme. They will be chosen according to the EC’s terms for allocating aid to markets 
outside the European Union. 


This note of intention is one of the legal publications that make up the services project memorandum published on the European Commission's website on 
external aid markets: http: / /europa.eu.int/ comm /europeaid / index_fr.htm 


Banks wishing to respond to the tender may obtain the necessary information from the address below. Notes of intention must reach the address below no 
later than Saturday 31 May, 2003.. 
Oo K.N. ABID, Coordonnateur du Projet 
| Cellule de Coordination du Projet 
Ministère de la Participation et de la Promotion de V Investissement 
Chemin Ibn Badis el Moniz — 
El Biar, Alger, Algérie 


Tel: +213 21 92 98 85/93, extension 331, 347 or 402. Fax +213 21929890 e-mail: cepapue@caramail.com 
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- + OFFSHORE COMPANIES * UK COMPANIES FORMED IN 1 HOUR 
* FULL MANAGEMENT SERVICES + VIRTUAL OFFICE FACILITIES 

* BANK INTRODUCTIONS * ACCEPT CREDIT CARDS IN DAYS 

* TAX PLANNING CONSULTANCY +» FREE 8 PAGE WEBSITES & EMAIL 










RECOMMENDED FINANCIAL ce : 
www.scfgroup 


Email: offshore@scfgroup.co n 


REET CHELSEA LONDON so GND Tal: + 44 020 7352 2274 Fax: + 44 0207796001 
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| OFFSHORE 
IBANKS: 
| Casino licenses, captive insurance, | 
IBCs ete. 

























FOR SALE 


Leisure Travel Business 






For 25 years ENS International | has been a leader in develo excellence oh 
influence and negotiation with chents in 50 countries. 
We are offering opportunities to successful consultants/consultancies. Your mix of 






* Niche Leisure Travel Business ~ Dominant 
Player in this major growth sector in travel. 
} + Next year £60-£70m to, material pre-tax 


qualifications, experience and judgment has enabled you to build successful business. 
You have the ability to conceptualise and implement strategic new directions. Now step 











out to make the difference for your clients. profits . 
To discuss the opportunity of becoming a negotiation srategst and an www.anjouanoffshore.com + Past year £22-£23m ~ profitable 
integral part of our woridwide expansion, anges = ARAMA, negotiate.org e n S i North American rep: * Mgt Taam joined to take growth to £360m 
then emali Ken Shearman on kene seneg ~ international +1 416 573 8243 in SH yrs 
s * Sector largely untouched by riemet ~ 
paersei Huge potential 






> Large call-centrefconventional trade 

s 250.000 Member database, ABC t's & 2's, 
Ages 40-70 

* Managenent anc Gerners to remain 






| Offshore Corporations 
Banks, Trusts, Foundations 
Bank A/Cs, Credit alee 








i Proven to cut electricity costs by up to 0%. jf 
Manufacturer seeks UK and overseas f 
distributors for this top quality high tech 





Contact: James Calter, 
Overseas Travel Brokers, 
Adgiaide House, Mall Road, 
we Panield, Essex CMY SAW. 
Email: caionpi febusiness co.uk 
Fax: fUK - 443 GIS78 349023 







$ product with amazing customer demand. 
Tel: +44 (0) 1872 223000 
Fax: +44 (Q)1872 264325 
For information. pack 
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OFFSHORE 


= With over 25 years experience in 
| facilitating offshore and international 
JE business, we deliver workable and cost 







Abrams & Krochak 
Canaan lenigndtian Lawyers Hong Kong: Michael Foggo 
ee en 1 | | Tel 882 2542 1177 hktaSovereignGroup.com 





Feb r+ (H AIG ARI AIRY Bx, mr CH 416 482 DGA? 
eee l Bree a a | UK.: Simon Denton Tet: +44 (8120 7389 0555 
ukiiSovereignGraup.com 


USA: Willian H. Byrnes 


Travel — csr EAN 
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| usaldbeveraignGroup.com 





| First/Biz Class Air Tickets | effective solutions. 
Save 4%.-70% off First & Business Class 
Aiding Tickets. 

Europe  $2795/Biz, Asia 2995/Biz, 
india/Ainca/Australia $3295/Biz. 

1% yrs Exp. Very reputable. 

Major Airlines. Guaranteed Paper Tickets. 
Creative/Custom invoices Available. 

Tek 1-604-325-9009 

Fax. 1-604-321-9314 









. Solutions for aae 


PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 







. Trading or investi ting internati 
Write or send your manuscript to * ee 
ATHENA PRESS 
QUEEN'S HOUSE, 2 HOLLY ROAD, 
Website = TWICKENHAM TWI 4EG. UK. 
www, businessclassairiinetickets.com | i E-mail: erence OOM 






ie Protecting y your y r wealth 








. Setting up a business overseas 





TN 
LOM $ 





Contact David Stevenson 
=m for further information: 

e 
= |T: +44 (1624) 818899 
F: +44 (1624) 811081 


E: business@ocra.com 


TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, 
CONTACT: 


Mona Von Rahden, Frankfurt 
Tet: (4969) O75 87212 
Fax: (4969) 975 87221 
Emak: monavonrahden @ aconornist.com 


Nathalie Henault, Paris 
Tet {331} 5393 6604 
Fax: (331) 5393 6605 
Emai: nathaliehonaull @ economist.com 
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aa Economic and financial indicators 


Overview 


Most stockmarkets rose over the week. Ger- 
many’s DAX has gained 36% from its lowin 
March, butis still 63% belowits 2000 peak. 
Britain’s FTSE has recovered by a more mod- 
est 22% from its low, but that still beats the 
15% rise in America’s S&P500 since March. 


The bounce in share prices was not sup- 
ported by better economic news. America’s 
unemployment rate rose to 6.0% in April 
from 5.8% in March; employment in the non- 
farm sector fell for the third month running. 
The Ism index of manufacturing activity fell 
to 45.4, its lowest level since October 2001, 
when the economy was in recession. Despite 
all this, the Fed held interest rates steady at 
1.25% at its policy meeting on May 6th. 


The latest figures from the euro area are lit- 
tle better. Unemployment rose to 8.7% of 
the labour force in March, its highest for 
more than three years. One of the biggest in- 
creases has been in Germany where the job- 
less rate rose to 10.7% in April from 9.6%a 
year earlier. German retail sales fell by 4% in 
the year to March. INSEE’s second-quarter 
survey of French business showed that confi- 
dence had fallen sharply. 


The dismal news did not stop investors from 
pushing the euro to its highest rate against 
the dollar since January 1999—a gain of 36% 
from its low in 2001. The Canadian dollar rose 
to a five-year high against the greenback. 
Sterling fell to within a whisker of a record 
low against the euro. 





Data on more countries, as well as currency tools 








The Economist May 10th 2003 








Output, demand and jobs 


% change on year ago 





The Economist poll Industrial Retail sales Unemployment 
aah SOUR cont ee. production (volume) Sees LE a 
latest qtr* 2003 2004 — latest latest latest  yearago 


















































*% change at an annual ra rate. TNot seasonally adjusted. tnew series. fT Dec-Feb: claimant count rate 3.1% in Mar. SEU harmonised rate 
9.4% in April. **Jan-Mar, new series. 


Prices and wages 
% change on year ago 
The Economist poll 




















Consumer prices consumer prices forecast Producer prices _ Wages/earnings 
atest __ yearago _ 2003 | 2004 latest year ago latest year ago 
Australia + 3.4 O +29 +27 +25 +30 OF +05 +39 Q4 +49 
Austria +18 Mar +19 +15 +13 +00.8 Ap 705 +22 Mar + 2.4 
Belgium +15 Apr +18 +14 +14 +08 Mar -09 +24 U +31 
Britain +31 Mar +13 +28 +24 +19 Mar -01 +30 Feb +26 
Canada +43 Mar +18 +31 +22 +13 Mar - 100 +2.11 feb +35 
Denmark +29 Mar +26 +23 +19 +07 Mar +08 +39 %4 +41. 
France +26 Mar +21 +18 +14 — +25 Mar -08 +35 04 +39 
Germany +11 Ap +15 +11 _ +09 +43 Mar nil +26 Feb + 2.5 
Italy oo +27 Apr +23 +23 +19 +28 Mar -08 +17 Mat +21, 
Japan OL Mar -12 -06 -05 -07 Ma -25 +25 Mar ~ 0.9 
Netherlands +27 Mar +37 +25 +21 +35 Mar ~17 +28 Mar +44 
Spain tL Ma +32 +30 + ae aD aE taI M a 
Sweden + 2.9 2.4 4 +2.1 feb +23 j 














*New series. 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (May 7th 2003) Á % change on 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate Apr29th May 6th hee “a 
narrow broad latest yearago gov'tbonds latest year ago bonds P PET tude 
Australia -10.0 +10.6 Mar 4.77 4.77 4.49 5.13 6.12 5.91 Aii tiniis 75.6 75.5 -04 411.0 
Britain +6.3 +7.3 Mar 3.56 4.06 3.35 4.25 5.20 5.83 food 72 m0 -ACOE 
Canada + 7.0 + 4.9 Mar 3.19 2.46 3.56 4.90 5.66 6.70 aS ETS 
Denmark + 8.2 + 9.2 Mar 2.70 3.70 2.50 4.17 5.33 5.37 
Japan +14.4 +18 Mar 0.02 0.03 0.05 0.60 1.36 o2 A —__72a a _- 13 4A 
Sweden +2.2. +59 Ma 3.43 4.31 3.36 4.45 5.61 Te E a A o e 
ETEO LA E 020 1.08 T 230 3.28 soe Nets a T 
United States +40 +64 Mar 1.16 1.82 1.40 3.69 5.21 e S 
Euroareat — +11.6 +7.9 Mar 2.48 342 232 3.93 5.09  4o7  Alitems 30 T37 = 4A 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. TGermany for bonds. Benchmarks: US 30-year 4.69%, Japan we index 
No.248 0.60%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: Allitems 90.3 87.5 -6.3 -10.7 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. All items 96.7 94.7 «249 439 
0S ĖŘŘŘ—— M 
Stockmarkets $ per oz 334.05 342.90 +6.2 +98 
Market indices West Texas Intermediate 
% change on $ per barrel 25.24 25.73 -8.2 -4.6 
2003 one record Dec 31st 2002 * Provisional. t Non-food agriculturals. 
May 7th high low week high in local in $ 
currency terms i x 
Australia (All Ordinaries) 2,944.2 3,049.6 2,673.3 -0.9 Ak  -11 #02 Trade in commercial services 
Austria (ATX) 1,298.7 1,298.7 1,120.2 +57 -25.2 +12.9 +22.2 Top exporters, 2002, $bn 
Belgium (Bel 20) 1,940.4 2,074.1 1,426.6 + 3.7 -47.3 -42 +37 3 a 
Britain (FTSE 100) 3,992.9 4,009.5 3,287.0 "ET -42.4 +13 + 0.2 | ? ION aua dey ais 
Canada (Toronto Composite) 6,650.6 6,837.3 6,228.6 + 1.0 -41.6 + 0.5 +13.3 United States 17.4 
Denmark (KBX) 175.9 177.8 145.0 - 0.1 -41.7 +58 +14.5 Britain [7.9] 
France (SBF 250) 2,036.3 2,144.8 1,630.1 + 2.5 -53.6 - 0.8 +73 Gary z5 
(CAC 40) 3,024.0 3,210.3 2,403.0 + 2.4 -56.3 -13 +68 FDD, 
Germany (DAX) 3,005.6 3,157.3 2,203.0 + 22 z627 +39 +124 France [5.5] 
Italy (BCI) 1,131.9 1,142.4 959.4 + 1,7 -48.1 +3.7 +122 Japan [4.2] 
Japan (Nikkei 225) 8,109.8 8,790.9 7,607.9 + 3.6 -79.2 - 55 -3.6 zu AANER 
opix 822.9 865.4 770.6 + 3.3 -71.5 -24 -0.5 SPN [4.0] 3 
Netherlands (AEX) 285.8 337.3 218.4 +11 Da -HA - 4.1 Italy 
Spain (Madrid SE) 671.3 684.6 576.8 - 0.6 -41.4 +59 +14.6 Netherlands 13.6} 
Sweden (AffarsvaridenGen) = 149.9 153.4 127.8 - 0.4 -62.6 + 3.2 +12.3 Belgium [3.5] 4] 
Switzerland (Swiss Market) 4,630.5 4,965.3 3,675.4 + 1.9 -45.0 - 0.0 + 4.2 . 
United States (DJIA) 8,560.6 8,842.6 7,524.1 +09 -27.0 +26 + 2.6 Hong Kong 2.9 | 
(S&P 500) 929.6 934.4 800.7 + 1.4 -39.1 +57 +57 China (2.4. 
(NASDAQ Comp) 1,506.8 1,523.7 1,271.5 + 2.9 -70.2 +12.8 +12.8 Gaadi [2.4] 
Europe (FTSE Eurotop 300) * 828.4 890.8 682.7 + 0.9 -51.4 - 33 + 4.6 F a 
Euro area (FTSE Ebloc 100)* 709.6 757.2 565.7 +15 -54.2 -12 +69 terag [2.3] 
World (MSCI) 830.7 834.8 710.8 EX -42.7 na +49 South Korea 11.9. 
World bond market (Citigroup) Ý 559.4 555.2 518.6 Ep + 0.8 na +6.5 Switzerland 1.8 
*In euro terms. tMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. ots 
t Citigroup World Government Bond Index, total return, in $ terms. Source: WTO 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 $ £ euro ¥100 % of GDP 
eae re 2003 2004 May7th yearago May 7th year ago 20034 
Australia — 7.8 Mar -17.7 0% -47 - 4.0 79.8 76.0. 1.57 1.85 2.50 1.79 1.35 0.2 
Austria + 0.6 Jan + 14 Feb -0.1 - 0.2 101.78 100.3 0.88 1.10 1.40 - 076 -1.3 
Belgium + 17.4 Feb +11.8 De +50 +50 101.48 99.3 0.88 110 140 <= 0.76 nil 
Britain - 55.5 Feb | -13.1 0% -16 - 1.4 97.3 106.2 0.63 0.69 - 0.71 0.54 -1.9 
Canada + 35.0 Feb +11.0 ù% +15 + 1.6 83.4 76.5 1.40 1.57 223 159 1.21 1.1 
Denmark + 8.6 Feb | + 5.6 Feb +23 +22 106.2 1024 _ 6.54 8.18 104 743 SSE. oroe 
France + 8.9 Feb + 28.3 Feb +18 +15 104.58 101.6 0.88 1.10 1.40 - 0.76 -3.6 
Germany +122.8 Feb +47.1 Feb +19 + 1.6 101.88 98.5 0.88 1.10 1.40, - 076 — -37 
Italy + 7.5 Feb - 9.6 Feb -0.3 - 0.3 74.58 72.5 0.88 1.10 1.40 - 076 -24 
Japan = +95.9 Feb | +115.0 feb +27 +29 131.4 130.0 116 129 185 132 > -7.7 
Netherlands +29.5 Feb + 91 0 +31 + -- 100.78 97.9 0.88 1.10 1.40 - 076  -1.6 
Spain - 40.8 Jan | -17.4 Jan -2.2 -21 O 76.08 74.2 0.88 1.10 1.40 - 076 -0.4 
Sweden +15.2 Mar + 9.9 Dec + 3.6 + 3.5 81.0 75.2 8.01 10.2 12.8 9.10 689 0.7 
Switzerland + 4.8 Mar l + 32.0 Q4 +11.7 +11.7 114.7 113.9 1.33 1.60 2.11 1.51 1.14 na 
United States -503.7 Feb -503.4 0 -53 -54 103.8 120.0 E - 159 114 0.86 -4.6 
Euro area + 95.6 Feb + 53.1 Feb + 0.8 + 0.7 89.9 79.4 0.88 1.10 1.40 - 0.76 -2.5 








*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except ŜIMF,January average. OECD forecast. 


aa Emerging-market indicators 


Overview 


Consumer prices in Argentina rose by a mere 
0.1% in April; the government now reckons 
that inflation for 2003 willrun at 8%, down 
from an earlier estimate of 22%. In 2002, by 
comparison, consumer prices rose by 41%. 


In Chile, which already has some of the low- 
est consumer-price inflation in Latin Amer- 
ica, 12-month inflation fell yet further in 
April to 4.0%, down from 4.5% in March. 


Malaysia’s trade surplus rose to $1.7 billion 
in March, up from $1.3 billion in February, as 
exports far outstrip economists’ forecasts. 


i CO, emissions 
Rich countries consume a dispropor- 
tionate amount of energy and natural 
resources, says a new World Bank publi- 
cation, the Little Green Data Book 2003. 
The report details various environmen- 
talindicators for countries, regions and 
income groups. It points out that the 
15% or so of the world’s population liv- 
ing in high-income countries are 
responsible for half of the carbon diox- 
ide (the principal greenhouse gas be- 
hind global warming) released by 
man-made sources. Thatis partly be- 
cause the rich world also generates 
much of the world’s economic activity. 
America, for example, uses 16 times as 
much energy per person as India. 


tonnes per person 


latest year “Emissions per unit of GDP* 


0 4 8 12 16 20 





United States 0.6. 
Singapore {0.7 | 
Czech Republic 0.8. 
Israel 0.5. 
Russia 1.6 

Japan 0.4! 
South Korea 0.6. 
Poland 0.9. 
South Africa 0.8. 
Hong Kong 0.3. 
Hungary 0.5) 
Malaysia 0.7 

Venezuela 1.0 

Chile 0.5. 
Mexico 10.5. 
Argentina 0.3. 
Thailand 0.6. 
Turkey 10.5 

China 0.7 

Egypt 0.6 | 
Brazil 0.3 | 
Colombia 0.2 

Peru 0.3) 
Indonesia 0.4. 
India 0.4 
Philippines 0.3 

Source: World Bank *kg/PPP$ GDP 
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Economy 
% change on year ago Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 
China +99 a +16.9 Mar +00.9 Mar +22.1 Mar +33.5 2002f 312.9 Feb 
Hong Kong . £50 & -9.2 0 2i Ma §$-80 Mar +4138 04 114.2 Apr 
India +2.6 Q4 o +64 feb +41 Mar — 90 Mr +48 Q6 71.1 Mar 
Indonesia +3.8 04 + 6.7 Jan + 7.5 Apr - +25.6 Mar +75 03 31.6 Mar d 
Malaysia +56 04 +50 Mar +07 Ma +147 Mar +73 œ% 33.8 Mar 
Philippines +58 Q4 +49 Jan +28 Ap _ +02 feb +6.1 Sep 13.1 Apr 
Singapore +15 a1 +65 Ma +0.8 Mar +11.1 Mar +18.7 06 83.4 Apr 
South Korea +6.8 04 +45 Mar +37 Apr +80 Ap +29 Mar 123.8 Mar 
Taiwan +42 06 +16 Ma -01 Ap +16.6 Mar +25.8 Q 168.6 Mar 
Thailand +6.1 04 +12.7 Mar + 1.6 Apr + 3.9 Mar + 8.5 Mar 36.8 Mar 
Argentina - 3.6 0% +15.8 Mar +19.4 Apr +16.7 Mar +89 4 11.0 Apr 
Brazil +34 Q4 $+4.1 Feb +16.7 Mar +17.1 Apr -44 Mar 42.3 Mar 
Chile i.: 3.2 Q4 __ +69 Mar +40 Apr č > +25 Mar - 0.6 04 16.1 Mar 
Colombia +20 4 +50 Febe +76 Mar mil Dec -16 04 10.5 Mar 
Mexico +19 œ +1.2 Feb +56 Ma -67 Mar -14.5 04 53.7 Apr 
Peru Ž +5.3 Feb +42 Feb +3.4 Mar +04 fb -11 ù% 98 Mar 
Venezuela -16.7 04 -64.8 Dec +34.1 Mar +13.9 046 +/7.6 04 8.4 Feb 
Egypt + 3.1 20028 = + 4.2 2oo2t +31 Feb -7.4 Jan +05 04 13.2 Dec 
Israel + 1.3: % + 3.0 Jan +48 Mar _-5.7 Mar -21 046 23.4 Apr 
South Africa +3.0 ù% +04 Feb 412.5 Mar +36 Mar +03 04 — 6.1 Mar 
Turkey +11.4 04 +4.4 Feb +29.4 Mar -16.4 Feb - 2.7 Feb 27.9 Feb 
Czech Republic +1.5 Q4 + 5.2 Feb -0.4 Ma $-2.6 Mar -3.5 O 24.7 Mar 
Hungary + 3.7 04 + 1.6 Feb o +47 Mar - 3.6 Feb - 3.0 Feb 13.6 Mar 
Poland © : +21 04 +57 Mar +06 Mar -9.9 Mr -58 Mar 30.0 Mar 
Russia +5.2 04 + 6.7 Mar +14.6 Apr +50.2 Feb +38.3 Q1 51.8 Mar 


* Excluding gold, except Singapore; IMF definition. TEIU est. TYear ending June. tNew series. 






























































































































































Financial markets 
Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term May 7th Dec 31st 2002 
May7th yearago May/7th % p.a. one in local in $ 
week currency terms 
China 8.28 8.28 132 na 2,592.28 m Aila + 12.2 
Hong Kong ~ 7.80 7.80 124 1.41 8901.1 421° - 45 - 65 
India i472 4&9- T2 GIG 2,980.7 40.7 -117 -10.4 
Indonesia 8,503 9,290 13,536 11.51 ASA PAg 4113+ 17.2, 
Malaysia 3.80 3.80 6.05 3.10 6323 +03 - 22 -22 
Philippines 520 498 827 913 10779 +09 + 58 + 87 
Singapore 174 181 277 063 1305 ` +20 = 25 aT 
South Korea 1,199 1,280 1,908 5.51 ee ee ea 2 
Taiwan — 34.7 345 552 135 4,275.9 +31 - 40 - 3.6 
Thailand 42.5 42.9 67.6 1:79 379.5 +1.3 + 6.4 + 8.0 
Argentina 2.81 3.20 4.47 6.60 639.9 +06 +219 + 46.1 
Brazil 2.97 2.43 4.23 -26:32  12,956.2 +3.22 +15.0 +36.9 
Chile 6% 653 1,106 2.52 57053 +05 +137 Na 
Colombia 2,865 2,285 ` 4,561 . FA. 1751.7 +17 e 89 + 9.0 
Mexico 9020" 9.42 = GRR * SR 6575.3 +10 + 7.3 +100 
Peru (3.47 3.43 5.53 3.81 1,780.6 40.7 +279 +29.5 
Venezuela 1,598 924 2,544 23.04 8,551.1 -0.9 + 6.7 - 7.4 
Egypt 5.96 4.60 9.48 12.29 7,467.7 + 4.8 + 39.0 + 8.1 
Israel 445 490 7.009 582 —— 409.3** +42 + 23.1 + 31.4 
SouthAfrica 7.3 103 -H6 "B75 7,685.5 +23 - A 2.6 
Turkey 1,534,000 1,377,500 2,442,128 39.00 10,676.3 -7.2 + 3G + 11.4 
Czech Republic 27.6 33.5 MO. ‘Dey a 539.6 43.6 +17.1 + 27.4 
Hungary _ 216 268 344 6.50 8,216.1  +0.6 + 54 + 9.8 
Poland = 3.80 3.99 6.05 5.63 i Sn ee a ee D 
Russia 30.13.22 495 — 18.00 423.2} O +147 +179 
EMF (MSCI)* 1.00 1.00 159 nma 302.2 +24 — ma + 35 
EMBI+ 1.00 1.00 1.59 na 266.2 +1.8 na + 16.3 


“Emerging Mkts Free. t.p. Morgan Chase's Emerging Mkts Borid Index Plus. t In $ terms. SApril 30th. **May 5th. 

Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard Bank 
Group; Akbank; Deutsche Bank. 
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Measles, a disease barely remembered by most Americans, 
kills nearly one million children a year, a half million in 
Africa alone. 

The Measles Initiative is a commitment to vaccinate 200 
million African children over five years. Leading this effort 
are the American Red Cross, United Nations Foundation, 
Centers for Disease Control and Prevention, World Health 
Organization, and the United Nations Children's Fund. To 
learn more, go to www.measlesinitiative.org. 
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Red Cross 
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A life-saving vaccine against measles was supporting an intensive program to raise 
developed 40 years ago, but in some developing awareness locally and to teach healthcare 
countries it has not been available. Getting itto providers to inject the vaccine correctly. 
every at-risk child in sub-Saharan Africa is the BD is a medical technology company 
objective of the Measles Initiative. serving some of the greatest needs of the 
For 40 years, syringes from one company global community. Healthcare institutions, 
have delivered more measles vaccines than life sciences researchers, clinical laboratories, s... 
any other: BD. It is only natural that today, industry and the general public all rely on i 
BD would partner with the American Red Cross BD products every day. 
in supporting this life-giving program. BD is privileged to partner with the 
BD SoloShot™ syringes are ideal to deliver American Red Cross and organizations like 
the measles vaccine in Africa because they it to protect life by addressing fundamental 
automatically disable upon use — preventing healthcare issues in every corner of the world. 
reuse of the syringe and the potential spread BD -Helping all people live healthy lives. 
of infectious diseases. In addition, BD is 


Together in caring 


Please visit www.bd.com. BD, BD Logo and BD SoloShot are trademarks of Becton, Dickinson and Company. © 2003 BD. photo © Qualter-Berna/US Fund for UNICEF 
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d The world this week 


Politics 


In Riyadh, Saudi Arabia’s 
capital, nine suicide bombers 
rammed their vehicles packed 
with explosives into three 
compounds housing expatri- 
ates, killing at least 34 people, 
seven of them American. Pres- 
ident George Bush blamed the 
al-Qaeda terrorist network, 
and vowed to hunt down 
those responsible. 


Remains of up to 3,000 people 
were found at a mass grave 
south of Baghdad. One esti- 
mate was that there could be 
as Many as 11,000 people bu- 
ried at the site. 


At least nine Iraqi children 
were killed after an unex- 
ploded rocket detonated in 
southern Iraq. 


America engineered another 
round of regime change in 
Iraq. The Bush administration 
showed its frustration with 
the slow pace of the re- 
construction and replaced Jay 
Garner, a retired general, as 
chief American administrator 
for Iraq. He is succeeded by 
Paul Bremer, a former head of 
counter-terrorism at the State 
Department. Barbara Bodine, 
a former ambassador to Ye- 
men, was also relieved of her 
role of running the Baghdad 
region. 


Plaintiffs in Belgium filed a 
lawsuit against Tommy 
Franks, America’s commander 
in the Gulf war, accusing him 
of war crimes. Belgium’s for- 
eign minister called this an 
abuse of his country’s “uni- 
versal competence” law. 


Colin Powell, America’s secre- 
tary of state, visited Israel, the 
Palestinian territories, Jordan, 


Egypt and Saudi Arabia to pro- 
mote the road map, the plan 
for a Middle Eastern peace 
agreement. Substantive pro- 
gress will have to wait until 
Ariel Sharon, Israel’s prime 
minister, visits George Bush 
next week. 


Somalia’s transitional govern- 
ment, which has little or no 
control over the warring coun- 
try it is supposed to rule, was 
shut out of its parliament 
building for non-payment of 
rent. 


The Algerian army rescued 17 
European tourists who had 
been kidnapped by Islamist 
militants in the Sahara desert. 
Another 15 tourists are still 
missing. 


Ethnic militias fought in Bu- 
nia, an eastern Congolese 
town from which the Ugan- 
dan army recently withdrew. 
After indiscriminate killing, 
thousands sought refuge in- 
side a besieged United Na- 
tions barracks. 


Still in the axis 

North Korea said that Amer- 
ica’s decision to keep it ona 
list of sponsors of terrorism 
was intended to provide a pre- 
text for an attack on the coun- 
try. But in Washington George 
Bush and South Korea’s Presi- 
dent Roh Moo-hyun stressed 
the need for diplomacy to 
achieve the “irreversible elimi- 
nation” of the North’s nuclear 
weapons. 





Singapore reported a possible 
outbreak of the deadly disease 
SARS at its biggest hospital for 
the mentally ill, dashing 
hopes that the country was 
now free of infection. Taiwan 
said it feared that the disease 
had spread to the south of the 
island. China, where SARS 


was first detected, announced 
its lowest daily tally of new 
cases, but was worried that 
the disease was spreading to 
rural areas. It threatened to ex- 
ecute anyone who breaks a 
quarantine order. 


In the latest in a series of min- 
ing accidents in China, at 
least 81 people were killed by 
an explosion in a coal mine in 
Huaibei, in the east of the 
country. Last year about 7,000 
people died in mining acci- 
dents in China. 


France stands still 





X 

A general strike against gov- 
ernment plans to reform 
France’s generous pension 
system paralysed communica- 
tions and much else in the 
country. But so far Jean-Pierre 
Raffarin’s government has 
shown little readiness to give 
much ground. 


Suicide attackers drove a truck 
laden with explosives into a 
complex of government of- 
fices in Znamenskoye, in 
northern Chechnya. The blast 
killed at least 54 people. Two 
days later, another suicide at- 
tack in another city killed at 
least 14 people. 


Having stuck, if unhappily, to 
her post throughout the Iraq 
war, Clare Short, Britain’s 
overseas development minis- 
ter, resigned; the UN had not 
been allowed a big enough 
post-war role, she said; and 
Tony Blair was too presiden- 
tial by half, governed by diktat 
and should quit. 


Europe’s longest-serving 
prime minister, Iceland’s con- 
servative leader, David Odds- 
son, won a general election 
but still needs to find a co- 
alition partner (possibly the 
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Progressives, as before) to ex- 
tend his current 12-year span 
in office. 


Little over 60% of Lithua- 
nians turned out for a referen- 
dum on membership of the 
EU. But of those who did, 
some 90% said yes. 


A study in Britain showed that 
demand for Viagra and simi- 
larly stimulating drugs 
dropped sharply during foot- 
ball’s World Cup last year. 


Running from office 

More than 50 Texas Demo- 
cratic politicians fled the state 
to prevent the Republicans 
who now control their state 
from getting a quorum to pass 
a redistricting law that would 
give them more congressional 
seats. 


Calling the episode “a low 
point” in its 152-year history, 
the New York Times sacked a 
journalist for inventing and 
plagiarising stories. 


Menem pulls out 





x 


Having wavered for days, ex- 
president Carlos Menem with- 
drew from the presidential 
race in Argentina. His with- 
drawal cancelled the second 
round of the elections, due on 
May 18th, and left Néstor 
Kirchner, the favourite, with a 
non-mandate to sort out the 
region’s most troubled econ- 
omy, since he had won fewer 
than a quarter of the vote in 
the first round. 


The United States expelled 14 
Cuban diplomats from mis- 
sions in New York and Wash- 
ington, DC, for “unacceptable 
activities”. Cuba called this 
“an irrational act of revenge”, 
but announced no retaliatory 


measures. >> 
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Business 


The United States (with Argen- 
tina, Canada and Egypt) is to 
challenge the European Un- 
ion’s moratorium on geneti- 
cally modified food at the 
World Trade Organisation. It 
contends that blocking im- 
ports of American crops has 
no scientific basis. The move 
came a week after the Eu said 
that it would impose trade 
sanctions over America’s tax 
treatment of exporting firms. 


The European Court of Justice 
ruled that “golden shares” 
held by the governments of 
Britain and Spain in six firms 
are illegal. The shares give the 
governments the power to 
block takeovers of privatised 
companies. The Eu’s next 
probable target: the German 
government’s defences of 
Volkswagen. 


The colour of money 





The United States unveiled the 
first of its redesigned dollar 
bills, with added security fea- 
tures to baffle forgers, includ- 
ing the addition of extra 
colours. The $20 note, due to 
begin circulating in the au- 
tumn, might perhaps become 
known as the “subtle green, 
peach and blue” back. 


The dollar fell further against 
both the euro and the yen, 
after remarks by John Snow, 
America’s treasury secretary, 
in a TV interview. His state- 
ment of the obvious—that a 
weaker dollar helps export- 
ers—was interpreted as an- 
other sign that America’s 
commitment to a “strong dol- 
lar” may be fading. Mean- 
while, Germany and Italy 
reported that their economies 
had shrunk in the first quarter. 


Store wars 

Jim Miller resigned as chief ex- 
ecutive of us Foodservice. In 
February it emerged that pro- 
fits at the subsidiary of Ahold, 
a struggling Dutch retailer, 
had been fraudulently over- 
stated—by $880m over three 
years. Investors have been 
calling for his head ever since. 


Sales began at Britain’s best- 
known department stores. 
Swanky Selfridges accepted 
an offer of £598m ($969m) 
from Galen Weston, a Cana- 
dian retailing magnate, but a 
counter-offer looked likely. 
The more downmarket De- 
benhams considered an offer 
of £1.5 billion from Permira, a 
British investment fund; other 
bidders could yet emerge. 


Wal-Mart bucked the trend 
for America’s struggling retail- 
ers with quarterly profits of 
$1.9 billion, up by 14% on a 
year ago. But it decided to stop 
selling three “lad” magazines— 
Maxim, Stuff and FHM—be- 
cause of their raunchy con- 
tent. More typically, J.C. 
Penney’s profit fell by 29% to 
$61m. 


SABMiller, the acquisitive 
South African firm that has 
become the world’s second- 
biggest brewer, paid some 
€246m ($283m) for a majority 





stake in Italy’s second-biggest 
brewer, Birra Peroni, with a 
view to a full takeover. 


Musical ensemble 
Bertelsmann discussed merg- 
ing BMG, its music arm, with 
AOL Time Warner’s Warner 
Music. Meanwhile, Universal 
Music Group joined a lawsuit 
brought by music publishers 
against the German media 
giant, alleging that its relation- 
ship with Napster, an internet 
file-sharing service, encour- 
aged copyright infringement. 


Sony zapped Nintendo’s 
shares with the surprise an- 
nouncement that it would 
launch a handheld games- 
console to challenge its rival’s 
Game Boy. Sony’s shares shot 
up on the news that it would 
try to emulate the success of 
PlayStation in a portable form. 


News Corp made a profit in 
the first quarter, earning 
$275m compared with a loss 
of $4 billion a year before. Ru- 
pert Murdoch denied that he 
had plans to enlarge his media 
empire dramatically, despite a 
probable relaxation of media- 
ownership rules in America; 
he also denied any plans to 
buy Britain’s Channel 5. 


Philip Anschutz became the 
first client of Wall Street’s in- 
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vestment banks to settle inves- 
tigations into the buying of 
tech shares in the boom years. 
The founder of Qwest Com- 
munications gave up $4.4m of 
profits from the “spinning” of 
initial public offerings. 


UBS reported first-quarter pro- 
fits down by 11% on a year 
ago, to SFr1.2 billion ($878m). 
Peter Wuffli, the Swiss bank’s 
president, said hopefully that 
“it is starting to smell like the 
end of the bear market.” 


Grey skies 

Lufthansa said that SARS, war 
in Iraq and a sluggish world 
economy constituted the in- 
dustry’s “greatest economic 
crisis ever” and announced a 
first-quarter loss of €356m 
($382m). Air Canada reported 
mounting losses and the 
grounding of 40 planes. 


Cathay Pacific revealed that 
passenger numbers in April 
had fallen by 66% over a year 
ago and said it saw no signs of 
an end to the problem. Japan 
Airline Systems cut capacity 
by 22%. Singapore Airlines is 
to give out free “health kits” 
including masks and ther- 
mometers to protect passen- 
gers on some routes. 


Other economic data and news 
can be found on pages 88-90 
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America and the Middle East 


After the Saudi bombs, the main job is still to get Iraq right 


bé ASE proven—war does 
not eradicate terrorism.” 
So said a London newspaper 
after suicide bombers, pre- 
sumed to be from al-Qaeda, 
killed scores of civilians in their 
beds in Riyadh this week. Many 
> people who opposed the inva- 
sion of Iraq will be tempted to agree. Wasn’t one argument 
against the war that deposing Saddam Hussein would add to 
the rage that feeds Muslim terrorism? Much the same was said 
after the bombings in Bali last October. They were held up as 
evidence that America had achieved nothing by removing the 
Taliban in Afghanistan, and that George Bush’s obsession 
with Iraq had diverted attention from the war against terror. 





The limits of foreign policy 

Such arguments are misconceived, to say the least. It would be 
a comfort to believe that Islamic terrorism rises and falls with 
each twist and turn of American foreign policy. If so, America 
would need only to adjust its policy for the terrorism to stop. 
But its causes are more complicated than that. Here and there 
(Palestine, Kashmir, Chechnya) it stems from a Muslim strug- 
gle against non-Muslim rule. Often (Saudi Arabia, Egypt, Alge- 
ria) it arises from the desire of Muslims to throw off their own 
governments because they are seen as corrupt, repressive or 
insufficiently pious. And sometimes (al-Qaeda) this local 
struggle mingles with the idea that Islam is locked in perennial 
jihad against the unbelievers. Muslims who think this way, 
says Bernard Lewis, one of Islam’s foremost interpreters in the 
West, will see any American president as the successor of a 
long line of rulers, from the Byzantine and Holy Roman em- 
perors to Queen Victoria, who have obstructed the divinely or- 
dained spread of the true faith. 

Violent hearts captured by this sort of worldview will not 
be dissuaded by this or that adjustment in foreign policy. Mr 
bin Laden’s 1998 declaration of war against “Crusaders and 
Jews” came ata time of relative optimism in Israeli-Palestinian 
peacemaking. This week’s bombs came less than a month 
after America said it would remove most of its forces from 
Saudi Arabia. Al-Qaeda will continue its attacks even if Amer- 
ica pushes hard for peace in Palestine (see next article), and it 
would not have stopped its attacks even if America had de- 
cided against invading Iraq. As for Afghanistan, there is every 
indication that the loss of its safe haven has indeed disrupted 
al-Oaeda’s ability to operate. Many of its top men have been 
killed or captured. The fact that it has nonetheless struck so 
hard in Saudi Arabia shows only that the war against terro- 
rism will never produce a single, decisive moment of victory. 

In one way, Mr Bush himself has been guilty of promoting 
the illusion that it might. He found it convenient before invad- 
ing Iraq to exaggerate—some say to fabricate—a link between 
Saddam and al-Qaeda. This was the weakest part of the case 
for an invasion. The strong case was the threat Saddam would 
have posed with chemical, biological or one day nuclear 
weapons. His refusal for a dozen years to comply with Secu- 


rity Council demands to prove that he no longer had such 
weapons and was no longer seeking them was ample justifi- 
cation for the war. In fairness, Mr Bush added another: the dic- 
tator’s brutal treatment of his own people. This week’s discov- 
ery of yet another mass grave, containing up to 11,000 
executed civilians, ought to give pause to those (including The 
Economist) who would have been content to leave Saddam in 
power if he had complied with his disarmament obligations. 
But having portrayed the Iraq war as part and parcel of the war 
on al-Qaeda, Mr Bush has only himself to blame if the Saudi 
bombs are seized upon as evidence that the war has failed. 
What next? The Saudi bombs do not show that America is 
losing the peace in the Middle East. But, of course, it may lose 
the peace. Whatever the reasons for its war, victory in Iraq has 
given America an opportunity to build an exemplary democ- 
racy and to stabilise the wider region. Neither of these jobs 
was ever going to be easy. The implosion of a three-decades- 
old dictatorship could not fail to leave a mess. The ruling party 
has been abolished at the stroke of a pen, leaving chaos be- 
hind it. Contrary to the forebodings of those who say that Ar- 
abs cannot be democrats, the appetite for democracy looks 
strong. Many Shia clerics, including those returning from Iran, 
endorse the idea of elections, albeit with an Islamic flavour. 
But democracy of any sort requires order, and the occupying 
powers have so far been slow to provide either order or the ne- 
cessities of civilised life, such as electricity and clean water. 


The power of example 
Even allowing for the scale of the task, itis becoming plain that 
America and Britain planned less well for the post-war transi- 
tion than for the fighting. Now they have introduced a resolu- 
tion in the Security Council under which they and not the Un- 
ited Nations will have final control as the country moves 
towards democracy. That might be justifiable, if it were a case 
of sacrificing some international legitimacy for greater effi- 
ciency. The danger—unless the new transition team Mr Bush 
has sent to Iraq to replace his first lot does much better—is that 
the occupation will come to look neither efficient nor legiti- 
mate. At the very least, given the continuing suspicion of their 
motives, America and Britain ought to let the UN monitor the 
hunt for Iraq’s missing weapons of mass destruction—the 
prime cause of war—and check the authenticity of any finds. 
Itis impossible to overstate the importance of getting Iraq’s 
transition right. There are plenty of other ways for America to 
win Muslim hearts and minds. The superpower could be less 
uncritically supportive of autocratic regimes such as Saudi 
Arabia’s. It should work harder for Mr Bush’s two-state sol- 
ution in Palestine. But the power of its own example in Iraq 
may well count for more. Iraq has the human and raw mate- 
rial it needs to become a prosperous liberal democracy. Guid- 
ing it there, and then leaving it in peace, is not enough to make 
America safe from continuing attacks by implacable jihadis of 
the al-Oaeda sort. But the mere existence of a democratic Iraq 
would help to persuade millions of Muslims that the alterna- 
tive to asecular dictatorship does not have to be an Islamic dic- 
tatorship—or any sort of dictatorship at all. m 


10 Leaders 
America and Israel 


It’s the settlements, stupid 


What sii Bush should say to Ariel Sharon 


ék E ARE not travelling to 
PTOA a place where there are 

__ pressures,” Ariel Sharon grow- 
__ ledcomfortably to the Jerusalem 
Post, as he prepared for his visit 
to America next week. Israel’s 
prime minister may be right in 
his confidence. In the interests 
of peace, it must be hoped he is wrong. 

Mr Bush and Mr Sharon will be discussing the road map, 
the phased proposals offered by the United States and others 
for ending the Israeli-Palestinian conflict by 2005. The Palestin- 
ian Authority has accepted the map. The Israeli government 
insists that it be changed (see page 23). If the matter is to be set- 
tled, it will be in Washington. And Mr Sharon seems sure that 
Mr Bush will finesse any difference in views. 

The plan’s time sequence allows for a certain fuzziness. The 
timetable is unrealistic, and the instructions offer the Israelis 
leeway on how much to do and by when. But for the process to 
have a chance, Mr Bush must steel himself to exert super- 
power pressure on two points. 

The first of these is the map’s call for Israelis and Palestin- 
ians to move in parallel. The Israelis insist that the Palestinians 
must go first; they cannot, they argue, withdraw their army un- 
til they can trust Palestinian security forces to protect Israeli in- 
terests. This seems fair. But the flaw is that the Palestinian gov- 
ernment’s ability to fight terrorism depends on its being able 
to convince its core supporters that itis in their interest to work 
with the Israelis. Taking on the hard men of Hamas or Islamic 
Jihad calls for the full co-operation of the mainstream move- 
ment, Fatah. And that co-operation is unlikely until the Pal- 
estinians have evidence—some freedom of movement, say, or 





America’s nuclear weapons 


Ban the mini-bomb 


Why some weapons are best left unexplored 


| HEY are, says George Bush, 
_ L some of “the world’s most 
| dangerous weapons”. Earlier 
_ this month his diplomats were 

: a - urging members of the Nuclear 

> Non-Proliferation Treaty (NPT) 


both to tighten up the rules 

against the spread of nuclear 
weapons andto dealr more strictly with rule-breakers. To show 
that America was doing its disarming bit too, as required by 
the treaty, they told of the cuts being made to existing weap- 
ons stockpiles and efforts to deal safely with fissile materials 
no longer needed for bombs. So why are Mr Bush’s military 
planners now pressing Congress to lift its decade-long ban on 
research into low-yield nuclear weapons, or “mini-nukes”? 
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an end to the demolishing of houses—that Israel is dancing to 
roughly the same peace music. 

It would be a shame if Mr Sharon manages to wheedle Mr 
Bush away from the logic of simultaneous Israeli-Palestinian 
action with warm banalities about the two men’s shared anti- 
terrorist determination. But even Mr Sharon cannot call up the 
spectre of Israeli lives at risk when Mr Bush, as he surely must, 
brings up the second great sticking-point: Israel’s refusal to ac- 
cept the plan’s freeze on Jewish settlements. Here, the road 
map is specific. Israel, it says, should immediately dismantle 
outpost settlements erected since March 2001, and freeze all 
settlement activity, including their natural growth. Some 70 
“illegal” outposts have been set up in the two years since Mr 
Sharon became prime minister, and the area of existing “legal” 
settlements has been hugely increased. 

Yet Mr Sharon appears as confident about retaining the set- 
tlements as he is about retaining America’s pussy-cat relations 
with Israel. The settlements issue, he says grandly, is “not on 
the horizon”. His explanation? All previous Israeli govern- 
ments had gone ahead with settlement-building, even during 
periods of peace diplomacy. So they had, and this is one prime 
reason why all such efforts have failed. During the seven years 
of the Oslo peace process, the settler population almost dou- 
bled, and there was a vast increase in the settlements’ territo- 
rial reach. This helped to undermine the whole peace process 
in Palestinian minds, contributing to the general, self-destruc- 
tive resistance to the proposals that eventually emerged from 
Camp David. Allin all, itis arotten precedent. 

Mr Bush should tell Mr Sharon that the map is not a draft 
for Israeli corrections. Unless he takes on Israel’s formidable 
prime minister, the poison from the Israeli-Palestinian conflict 
will continue to leach its way to America. m 


Research, of course, is not full development, testing and de- 
ployment, all of which would need more cash and therefore 
further congressional approval. Nor would it be illegal for any 
of the five nuclear powers recognised by the NPT to work on 
new warhead designs (China is tinkering with lighter war- 
heads so as to be able to mount several on one rocket, as others 
do). Yet America’s proposed nuclear dabbling is not only un- 
necessary, it could ultimately prove self-defeating. 

Those who would lift the mini-nuke ban rely chiefly on two 
arguments. One is that such weapons would actually enhance 
deterrence, which can work only if it remains credible. This is 
a genuine problem. If amega-bomb were America’s only pos- 
sible answer to a future threat, might it not end up giving itself 
more pause than the enemy? Possibly. So, if America’s nuclear 
weapons are to continue to deter, there needs to be a reason- »» 


The Economist May 17th 2003 P E EEP 


> able range of them—but thankfully that is something Amer- 
ica’s nuclear laboratories can already provide. 

The other argument deployed on behalf of mini-nukes is 
that they could be the ideal weapon for going after deeply bu- 
ried stashes of chemical and biological weapons, of the sort 
roguish regimes and terrorist groups like al-Qaeda might at- 
tempt to conceal. America is already considering adapting ex- 
isting warheads for such “bunker-busting” jobs. But wouldn’t 
earth-penetrating weapons with much lower yields (under 
five kilotonnes) be even better, since their lower yield would 
surely make them politically more acceptable to use? 


A dangerous detour 

Low yield is not no yield. Unless it somehow managed to bur- 
row a very long way down before exploding, such a weapon 
detonated beneath the earth’s surface would throw up huge 
amounts of radioactive debris, a danger to all. Better to keep 
working out how America’s increasingly powerful and accu- 
rate conventional weapons can do the bunker-busting. Still 
more dangerously, by treating nuclear weapons as just an- 
other explosive in the arsenal, rather than as a deterrent 
weapon of last resort, America would dangerously blur the 
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line against nuclear use by anyone. That would make it more 
likely, not less, that America’s own forces would eventually 
have nuclear weapons used against them too. 

It makes no sense for the country with easily the world’s 
most powerful conventional weapons to hand its enemies an 
excuse to go for the great equaliser against it. Nor does it help 
Mr Bush persuade NPT waverers to keep on renouncing all nu- 
clear ambition if his own defence planners are busily invent- 
ing new jobs for nuclear weapons to do, and new nukes to do 
them with. And here lurks another danger: the further re- 
search goes into new types of nuclear weapons, the greater the 
pressure there will be for explosive tests to prove that they can 
work. Yet a test-ban—something Mr Bush has so far said he will 
stick to, even though he rejects the treaty that would back up 
the ban—was part of the deal that won the indefinite exten- 
sion of the NPT. Weaken one side of that bargain, and America 
will weaken the treaty itself. 

Mr Bush has said repeatedly, with reason, that he wants 
America to rely less on nuclear weapons for its future security, 
not more. In their determination to leave no weapons avenue 
unexplored, his advisers are proposing to lead America along 
a dangerous path. Time the president called a halt. m 





Economic policy 


The joy of inflation 


Central banks have beaten inflation—but it may now be too low, not too high 


NFLATION in the developed 

world is at its lowest in almost 
half a century. This should be a 
moment of triumph for infla- 
tion-busting central banks. Yet 
instead, many economists are 
fretting that they have suc- 
f | ceeded too well. Prices have 
been falling in Japan since 1995; in America and Germany the 
risk of deflation is greater than at any time since the 1930s. The 
longer growth remains below trend, the further inflation will 
fall. History argues that, once entrenched, deflation does a lot 
more damage than inflation, and is also far harder to defeat. 
But today’s central bankers may be ill-prepared to fight it off. 
None more so than the European Central Bank (ECB). 

Recent statements by both America’s Federal Reserve and 
the ECB signal that they recognise the danger of deflation, 
even if they still consider it a minor risk. So can they, unlike the 
Bank of Japan, prevent deflation? The biggest problem is that 
nominal interest rates cannot go below zero; if prices fall, this 
can make it impossible to deliver the negative real rates neces- 
sary to boost demand. Interest rates in America (114%) are al- 
ready closer to zero than in the euro area (212%), which might 
suggest that America is at greater risk of deflation. However, 
monetary conditions in the United States are being loosened 
by the falling dollar. The Fed also seems readier than the Bank 
of Japan was to adopt unorthodox monetary measures if need 
be. The same cannot be said of the ECB, which also faces a ris- 
ing euro. A weaker dollar may thus export deflation to Europe. 
That makes the EcB’s present reluctance to cut interest rates 
even harder to excuse. 

A more fundamental question is whether central banks 
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might themselves have aggravated the risk of deflation, by 
aiming for a needlessly low target for inflation. Everybody 
agrees that high inflation is bad for growth, because it distorts 
relative prices and hence the allocation of resources. But there 
is room for disagreement about how low inflation ought to be. 
There is little evidence that pushing inflation below, say, 3% 
will raise growth. Indeed, there is plenty of academic support 
for the view that a little bit of inflation is better for growth than 
none at all. 

One reason is the danger of deflation. A study by the IMF 
concludes that, given the range of economic shocks over the 
past 40 years, the risk of interest rates hitting zero and defla- 
tion setting in rises markedly once an inflation target is set be- 
low 2%. This suggests that the mid-point of any target should 
be above 2%. The ECB regards 2% as its ceiling. 


Disperse and rule 

The appropriate inflation goal for the euro should in any case 
be higher than for the United States, because of Europe’s 
wider dispersion of inflation rates. The introduction of a sin- 
gle currency causes prices in different countries to converge: 
inflation is likely to be higher in fast-growing, low-cost coun- 
tries, such as Spain and Ireland, than in slow-growing, high- 
cost countries, such as Germany (see page 63). The ECB’s target 
of below 2% may therefore condemn Germany to average in- 
flation of 1% or less. Since official figures tend to overstate the 
true inflation rate, that is dangerously close to deflation. When 
newcomers from central and eastern Europe join the euro, the 
ECB’s target will make even less sense. The new entrants have 
far lower incomes than existing members, and, as they catch 
up, they will have higher inflation. Today’s inflation ceiling 
will then imply even lower inflation in Germany. 





Another argument for a little bit of inflation is that it can 
smooth the path of adjustment. If inflation is 3%, workers 
might accept a pay freeze, implying a real pay cut of 3%; but if 
inflation is zero, they may not accept a 3% nominal pay cut. 
Without some inflation, itis hard to trim real wages in a declin- 
ing industry or region, meaning that unemployment will rise. 
The less flexible a country’s labour market, the higher its opti- 
mal inflation is likely to be: and Europe’s are notoriously in- 
flexible. All in all, if the appropriate rate for America is 2-3%, 
say, then in the euro area it might be 3-4%. Instead, the EcB has 


A decade or so ago, when inflation still loomed large, some 
(including The Economist) argued that 0-2% was the right infla- 
tion goal for central banks. Seeking a little bit of inflation was, 
after all, like wanting to be a little bit pregnant: it could quickly 
get out of hand. At that time, when the priority was to reduce 
inflationary expectations and deflation was confined to dusty 
old textbooks, this made sense. Today, with Japan so clearly 
demonstrating the perils of deflation, central banks need to 
aim alittle higher. m 





Counterfeiting 


In praise of the real thing 


What countries and companies should do about counterfeiting 


AMUEL JOHNSON once ob- 

served that no man had yet 
become great by imitation. Per- 
haps not; but many have be- 
come rich that way. Counterfeit- 
ing is a profitable business: it 
needs no R&D and no expensive 
advertising campaigns. Just 
copy a popular product, sell it at a discount and rake in the re- 
turns. This simple business model, when combined with new 
technologies, free trade and the rising value of brands, is open- 
ing a far broader range of consumer goods and markets to 
enterprising copycats (see page 52). True, the practice is illegal 
in much of the world, but the penalties for doing it are light 
compared with, say, dealing in illicit drugs. Why bother traf- 
ficking in heroin when counterfeit Viagra can bring compara- 
ble profits without punishment? 

Companies that have spent millions creating their brands 
(and defending them against competition) are not flattered by 
such imitation. They want iron-clad protection against coun- 
terfeits. While itis still possible to find a fake in London or New 
York, the real hotspots of making and selling counterfeits are 
in poorer places—such as China, the Philippines or India. This 
is not surprising. Countries tend to build their industrial base 
by copying others; look back a century or two and many of to- 
day’s staunch defenders of intellectual-property rights (PR) in 
Europe and America were busy doing exactly the same. 

Developing countries no longer have the luxury of taking 
their time to respect copyright, patents, trademarks and other 
IPR. All but the poorest members of the World Trade Organisa- 
tion have until 2006 to implement TRIPS, an international 
treaty setting out minimum standards for IPR and for enforce- 
ment. Many developing countries have introduced laws pro- 
tecting IPR, but in practice protection is often weak. Fighting 
counterfeiting calls for clear rules on enforcement; trained po- 
lice and judges; customs officials with the inclination and au- 
thority to check exports and seize suspected counterfeits; and 
a willingness to put counterfeiters in the dock and out of busi- 
ness with stiff, even criminal, penalties. 

None of this comes cheap. Governments in many poor 
countries take a strong line against counterfeiting when it in- 
volves their own currency or the output of a state monopoly 
(such as tobacco). But they tend to turn a blind eye to most con- 
sumer-goods piracy. In many cases, counterfeiting provides a 





boost to the local economy and, sometimes, more directly to 
local officials’ wallets. Such myopia, however, is not in coun- 
tries’ long-term best interests. Clamping down on counterfeits 
is not just good for foreigners and their investments. It gives a 
boost to domestic industry and encourages it to come up with 
innovations that are themselves worthy of protection. 


More than a matter of handbags 

While firms are clamouring for governments to take action, 
they could be doing a lot more on their own account to fight 
counterfeiting. Too few devote enough money (and top man- 
agers’ attention) to the issue. One priority, particularly for 
companies with manufacturing scattered across the globe, 
should be to tighten their grip on supply chains—with stricter 
contracts, regular monitoring of contractors, and the use of 
tracking technologies—to ensure that their precious goods 
(and know-how) are not going astray. 

Many firms, among them drugmakers and food processors, 
are reluctant to admit publicly that they have a problem with 
counterfeiting, in part for fear of alarming consumers and un- 
dermining their market share. But the battle against counter- 
feits is, in some ways, rather like the war on drugs: closing 
down the factories and taking out the dealers will have little 
effect so long as demand stays high. Industry lobby groups are 
keen to overcome the general impression that counterfeiting is 
a harmless game, merely a matter of cheap handbags. But to 
do this, they must acknowledge problems in the very areas 
where they are most afraid of creating panic. 

In the process, however, firms should take care not to exag- 
gerate their predicament. Consumers are rightly sceptical of, 
say, pharmaceutical firms that try to shut out competition 
from imports by claiming that anything that loosens their grip 
on the market will bring a tide of counterfeits in its wake. The 
arguments against counterfeiting are best made with sound 
Statistics, not scare stories. 

In the end, the companies best placed to fight counterfeit- 
ing are those that see it as a challenge, not just a curse. Coun- 
terfeiting should prompt executives into asking awkward, but 
vital, questions about how to enhance their brands’ consumer 
value and improve customer relations. Firms which innovate 
to stay one step ahead of the pirates deserve full protection 
against counterfeiting; consumers have to hope that the same 
spirit of competition will prevail once the copycats have scur- 
ried back into the shadows. m 





New Intel® Centrino” mobile technology is more than 
just a powerful new processor. It’s a combination of several 
advanced computer technologies, optimized to work in 
harmony together. And it makes a whole new generation of 
sleeker, lighter laptops possible. Laptops based on 
intel Centrino mobile technology have the computing power to 
run today’s most demanding applications. Intel’s energy-saving 
breakthroughs enable extended battery life, so you can work 
and play longer. And with integrated wireless LAN capability, you can get online 

wherever there’s a broadband hotspot - home, office, airport, café. 

No cables or cards necessary. So if you’re looking for laptops 
that set you free, look for the Intel Centrino logo. 

Unwire right now at intel.com/apac. 
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curate accounts 
~ SIR- You say that the major- 


exist to “give a true picture of 
a company’s performance 
during a particular period of 
time” (“True and fair is not 
hard and fast”, April 26th). 
This overlooks the simple ba- 
sis upon which accounting 
was founded: to account for 
transactions. 

Transactions begin and end 
on specific dates, which coin- 
cides nicely with the concept 
of historical cost and “hard 
and fast” figures. If you ask an 
accountant to prepare reports 
that are not clearly based on 
transactions (eg, accounting 
for stock options or pro-forma 
accounts) you enter a different 
field. While I sympathise with 


investors who desire a “sense — 
of the company’s future pros- 
pects”, this service is currently — 
better left to financial analysts - 


and fortune-tellers. 
ADAM TRUE 
New York 


SIR - The supposed superior- 
ity of market value over his- 
toric cost, so favoured by Sir 
David Tweedie, chairman of 
the International Accounting 
Standards Board, is riddled 
with problems. Two obvious 
questions arise: which market 
and which value? Are the as- 
sets of a business to be valued 
in their present location and 
use (their worth to the firm), at 
second-hand or even scrap 
value? Is the valuation to be 
made before or after removal, 
transport and dealing costs? 
By the time all the required as- 
sumptions are built in, the so- 
called market value is about as 
useful as the historic cost. 
PAUL HAYWARD 

Bedford 


SIR - Peter Holgate of Price 
waterhouseCoopers is re- 
ported as asking why cor- 
porate earnings move upina 
straight line while the 
of those results bump around 
much more unevenly. The an- 
swer seems blindingly obvi- 
ous. Members of Mr Holgate’s 
profession have allowed them 
to do so. 

R. SANKAR 

New Dethi 








“Good news 
`> SIR -Greg Dyke is indeed 
ity of accountants believe they. 


right to spot a lucrative market 
for BBC news programming in 
America (Face value, May 3rd). 
However, itis not because 
some Americans are looking 
for an “offshore” or “anti- 


American” perspective, as you 
claim. Rather, the television- 
news market is lopsided: most - 
Tv news is oriented toward = 





entertainment rather than so 
ber analysis. The BBC’s oppor- 


tunity lies in an unmet de- | 


mand for serious news. I like- 
the BBC’s “scruffy, sceptical — 
Brits”, and have never known 
them to be anti-American. If I 
want cheerleaders, I'll watch a 
football game. 

KEVIN DUNCLIFFE 

West Hollywood, California 





Big air? 


SIR - You endorse the conven- l 


tional view that the airline in- 
dustry’s fragmentation is at 
the source of its sorry state (“A 
way out of the wilderness”, 
May 3rd). While consolidation 
is overdue~particularly in Eu- 
rope—the conclusion that it 
will restore profitability “not 
unlike in the car industry” 
seems a leap of faith. 

First, America’s airline mar- 
ket is by far the biggest and 


most consolidated, yet it is suf- 


fering the most; the two larg- 
est participants are in or near 
bankruptcy. Second, the car 
industry is not a vibrant ex- 
ample of the merits of global 
consolidation judging by its 
long-term share performance. 
In fact, as with airlines, the 
companies that perform best 
are relatively small. Mergers | 
may be necessary but are no 
substitute for strategy. 

ROBERT TASIAUX 

Brussels 


From nature 


rivers — ne a 
“SIR ~ You significantly misrep- 


resent Nature’s position with 
regard to our publication of 
the anthrax genome (“Publish 


and perish?”, May 3rd). You 


falsely allege that, in apparent 
contradiction of an editorial 
statement on such matters, we 


-had undertaken no consider- 
ation of the risks associated 


with publication. On the con- 
trary, well before that editorial 
statement was published and 
well before the anthrax ge- 
nome was submitted any- 
where for publication, I con- 


sulted researchers close to 


defence services about this ge- 


~ nome and encountered only 
unequivoca l support fk for its 
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Reading the road map 


SIR I am deeply disap- 
pointed that you say Ameri- 
can pressure on Israel is the _ 
necessary element for pro- 


gress in resolving the Israeli- 
Palestinian conflict (“George 


Bush’s risk for peace”, May 
3rd). This ignores the realities 
of the situation. At the time 
you wrote this, Yasser Arafat 
was undermining Mahmoud 
Abbas’s control of Palestinian 
security forces even as Mr Ab- 
bas was indicating that he 
would not directly confront 
Palestinian factions dedicated 
to Israel’s destruction. 

When the Palestinians are 
serious about curbing Hamas, 
Islamic Jihad and the rest of 
the Palestinian terror groups, 
the Israeli centre will rapidly 
force its government into con- 
cessions that will result in an 
equitable settlement. Until the 


- Palestinians are serious about 


stopping terrorism, no 
amount of American pressure 
will move the Israeli govern- 
ment or its people. 

DAVID PROHOFSKY 

River Forest, Illinois 


SIR -I am one of many Arabs 
who sees the road map as an 
unprecedented opportunity to 
resolve Israel’s conflict not 
only with the Palestinians but 
also with Syria and Lebanon. 
The standing of its architects 
makes it a credible expression 
of serious intent. Its target 
dates for parallel moves make 
it a sensible action plan with a 





clearly defined end-game. 


hors subsequently | 

3 choseto: submit itto Nature. — 
_ PHILIP CAMPBELL” 
Editor-in-chief 

Nature 


To get the parties going on 
implementation, it is crucial 
that the architects, with Amer- 
ica in the lead, resist Israel’s 
manoeuvres to turn the road 
map into a negotiating paper. 
If this happens, the effort to re- 
solve the conflict will fail. Mr 
Abbas cannot build popular 


_.. support for his peace strategy, 


rein in Hamas and other mili- 
tant groups, and end acts of 


violence against Israelis, if Is- 
rael does not concurrently 


freeze all settlement activity 
and take immediate steps to 
normalise Palestinian life. 
These moves, which Israeli 
government spokesmen are 
already saying would reward 
terrorism if they are taken be- 
fore Mr Abbas succeeds, are 
the moves without which he 


has no chance of succeeding. 


S.A. SHERIF | 
Montreux, Switzerland 


Saudis shun terror 


SIR -I take issue with your ar- 
ticle suggesting that Saudi Ara- 
bia has “a role in financing 
Islamic extremism”, implying, 
by linking this to the events of 
September 11th, that the king- 
dom supports terrorism 
(“Ciao, Saudi”, May 3rd). We 
do not and never have. The 
government of Saudi Arabia 
has repeated on more than 
one occasion its absolute 
stand against terrorist activi- 
ties of all kinds and has co-op- 
erated with all international 
efforts, through the UN and 
other organisations, attempt- 
ing to deal with the problem. 
We will continue to do what- 
ever we can, as we always 
have, to bring any and all ter- 
rorists to justice. This is an aim 
we share with the American 
government, which remains, 
despite your attempt to sug- 
gest otherwise, a good friend 
and ally. 

TURKI AL FAISAL 

Saudi Arabian ambassador 
London @ 
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The Baltic Exchange, the world’s s largest shipbrok 
transform itself in servicing the needs of memb 3 
community. Its commercial strategy focuse: 
of freight market information, used in the fixing 
in the growing derivatives market. With the impe err 
incumbent, there is a need to appoint a new Chief Executive. = 





THE BALTIC EXCHANGE 


CHIEF 
EXECUTIVE 


Influential Leadership Role 


The role calls for a capable, energetic individual who can lead the strategic and 
operational development of the Exchange. The Chief Executive works toa — 
“non-executive board and directs all professional and administrative staff. The — 
< membership of the Baltic Exchange includes independent shipbrokers and agents 
as well as large international businesses; meeting their realistic needs and | 
expectations calls for well-developed communication skills and excellent 
relationship management ability. 


The Chief Executive must be a credible leader with good freight market awa 
Knowledge of co-ordinating sensitive information in a competitive market, 7 
derivatives trading, would be heipful. A truly international perspective is. nee 
Commercially-minded and with proven change management skills, the Chief = 
Executive must also be able to work effectively in what canbe a complex ~~ 
environment. It is essential to be able to combine strategic thought with the AER 
delivery of practical outcomes and the management of a reliable, smooth- sunning Bee 7 
organisation. oe 


Attractive 
Remuneration Package 


To apply, please send a CV and an introductory letter to David Bateson at 
Horton international quoting Reference 5085E. E-mail: bateson@horton-inti.com 


Horton International, 24 Buckingham Gate, London SW1E 6LB. 


Horton International 
Tel: +44 (0)207 630 0200. 


EXECUTIVE SEARO . MANAGEMENT Dew oue tants 
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upstream petroleum consultants 
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The Economist May 17th 2003 


Working with the top management of the world's major companies, 
consultants in McKinsey’s Petroleum Practice tackle the key strategic, 
organisational, operational’ and technological challenges faced by 
our clients. 


As part of an overall global expansion of our service to Petroleum 
clients, we are looking for upstream petroleum consultants to be 
based in London, Oslo, Amsterdam, Moscow or Houston. 


Successful candidates will make a significant impact by applying their 
industry knowledge to directly advise clients, or by providing expert 
backup and support to our client teams. 


We are looking for outstanding individuals with a minimum of 3 years’ 
experience gained in a blue-chip energy company or management 


consultancy and with exposure to Exploration and Production 
activities, for example operations, engineering or the geosciences. 


You will possess sound business insight, demonstrate impressive 


career development and have a strong academic record, An MBA or 


postgraduate quali ification is desirable but not essential. 


McKinsey offers unriyalied learning opportuniti ies ‘to an and. 
continuously develop your specialist knowledge, To apply, please go to _ 


www.mekinsey.com/careers, Click on current opportunities, and 
enter petroleum in the search box. Submit your CV and cover letter. 
Please ensure you specify your location preference. 


McKinsey & Company is an equal opportunity employer. 


McKinsey&Company 
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the International Monetary Fund (IMF) is seeking an: 


For its headquarters in Washington, D.C., . 





DUTIES AND RESPONSIBILITIES: 
The Economic Counselor and 
Director of the Research Department, 
who serves as the Fund's chief 
economist, is expected to: 

e Provide strong intellectual leader- 
ship and strategic vision for the 
Fund's role in the world economy. 

e Plan, manage and supervise the 
work of approximately 86 staff. _ 

s Provide IMF management and the 
Executive Board with advice and 
options on economic policies, 


THE RESEARCH DEPARTMENT: 

e ls responsible for forward-looking 
research, analysis and strategy on 
fundamental issues regarding the 


stability of the international mone- | 


tary system and the. integration 
of the Fund's member countries 
into the global economy. 

¢ Undertakes policy-oriented 
research and analysis that sup- 
ports the Fund's work in individual 


countries. It also plays a central 
role in multilateral surveillance 
activities, thereby supporting the 
Fund’ S crisis preventi ion work. 


is responsible for the preparation 
of the World Economic Outlook 
report, the periodic briefings 

of the Executive Board on world 
economic and market develop- 
ments, and contributions to. 
various fora including the G-7, 
G-10 and G-20. 


issues under the competence of 
the Fund, and develops and 
organizes seminars and confer- 
- ences in the area ‘of macroeco- 
| nomics and | internati ional trade 
and fi nance. 


To help ensure that deran 
research efforts are leading edge, 
the Economic Counsellor and 
Director is responsible for maintain- 
ing close contacts between the 


Contributes to public outreach on ~ 


puda and the oni community 
and other research organizations, 
as well as with other international 
organizations. 


QUALIFICATIONS: | 
Applicants should be recogni ized 
leaders in the field of open-economy 
macroeconomic research, with out- 
Standing analytical and conceptual 
skills, highest personal integrity, and 
the ability to successfully develop 

a strong policy-oriented research 
agenda. The successful candidate 
will have high-level experience in 
supervising the work of others, and 
a dernonstrated track record in 


‘Strategic thinking, organizing and 
E delegati ng work, personnel man- 
-agement and fostering teamwork. 
A strong commitment to the overall 


mandate of the Fund is important. 
An excellent command of English 
and strong communications skills 
are required. A working knowledge 
of other languages is desirable. 


TO APPLY: Men and women from a wi ide variety of countries are invited to apply online at _ 
www.im. org/recruitment, or by faxing their CV to (202) 623-7333, by June 2, 2003. 


Candidates shouid make explicit reference to Vacancy No. R03381B, with a clear 
indication of a telephone/fax number or email address where they may be contacted. 


Further details about the role and function of 


the IMF are provided on its website: 


http//www. imt. org 








-` The Economist May ath 2003 ~ 
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Executive Focus 









1air and Member 


“The universal postal service is a vital part of our economic and social fabric and the UK 

postal service is a massive and complex operation - on an average weekday, over 80 

“million items are posted through the Royal Mail network alone. in recent years, the 
process of introducing competition into the letters market - with the aim of increasing 

{the efficiency, customer focus and innovation of the service - has begun. Postcomm is 

_. the independent regulator formed by statute in 2000 and is responsible for ensuring that 
| @.universal postal service is maintained, whilst promoting appropriate and effective 
_ competition between postal operators. 










a Chair and Member are sought to continue Postcomm’s ground-breaking work to develop 
_ the world-leading efficiency and reliability of the UK postal service. Through its licensing 





‘be completed in 2007. it sets the regulated price and service regime for Royal Mail and 
“will determine the price at which potential competitors will access Royal Mail’s delivery 
“network. Postcomm also advises Government on the future network of Post Offices. 


+ . 

Chair 2-3 days per week 
This post is pensionable 
The Chair has overall responsibility for the policy and strategic leadership of all the 

Commission's work and for ensuring that it performs its statutory functions effectively. 

Sfhe will also play a leading representational role with leading stakeholders 
including Royal Mail, other postal operators, Postwatch, government 
and with the media. 
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regime Postcomm Ís implementing the gradual opening of the market, a process that is due 


£70,000-£100,000 














i 


Member 3-4 days per month 


Members of the Commission are independent non-executives with a duty to serve th 
interests of the Commission as a whole, working under the leadership of the Chair. The 
members of the Commission jointly ensure, through setting policy and through oversight 
of the executive management by the Chief Executive, that the Commission discharges | 
responsibilities effectively and efficiently. The Secretary of State is keen to encourage 
applications - although not exclusively - from individuals who have experience of postal- 
services or markets. mas 


For both roles, candidates will have a track record of operating at senior levels in business- 
of public service and of contributing to policy formulation. Excellent judgement, | 
analytical, communication and influencing skilis, integrity and the capacity to be ~ 
independent will be essential and candidates will also need to appreciate the nature and 
roles of postal services {including the universal postal service and the network of post 
offices) as well as regulation and competition issues. Both Chairman and Member 00 
appointments will be for an initial period of three years. oe eae 
For an information pack. please consult our website at WWW.SAXBAM.COM/ARC using ii. 
ref DYXN for the Chair ar DYXO for the Member or email DYXN@SAXBAM.CO.UK or © 
DYXO@SAXBAM.CO.UK. if you do not have access to the internet or email, please 
telephone +44 (0) 1483 409 713 (during office hours}. The closing date for all 
applications for Chair is 10 june 2003 and for Member 8 July 2003. 


Applications are welcomed regardless of gender, race disability or sexual orientation. 


SAXTON BAMPFYLDE HEVER 


a al 
THE AMROP HEVER GROUP 

























London 


Alert works with 


The Role , 
* Provide strategic leadership to the organisation, working closely 


with the Board of Trustees. 

* Lead and support the Senior Management Team, providing 
strong management and analytical insight inte the development 
and delivery of effective conflict resolution programmes. 

* Represent the organisation to actual and potential donors, 
senior figures in Government and international organisations, 
partners, the media and other stakeholders. 





e-mail: response.manager@odgers.com 
Fax: +44(0) 20 7529 1000 + www.odgers.com 


TROR eR AR 
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international Alert was created in 1985 to deal with gross violations of human rights and a rise in the number of internal — 
violent conflicts. It is a lead organisation in the field of conflict prevention and sustainable peacebuilding . International 





ith partners around the world to strengthen their analytical and oper rational peacebuilding capac 
focuses on the root causes of conflict and works to create sustainable solutions at national, regional an 


An international NGO with a multi-national team of 56, International Alert has income in excess of £5 million. 


. Commitment to and passion for the ethos and values that i 


For further information about International Alert, please see the web site www.international-alert.org 
Please write in confidence, with full career and current salary details, quoting reference FAB/5362E 





















£70,000 


+ 





The Candidate 

¢ Confident leadership and strategic management skills combined 
with a practical vision of what can be achieved. ni 

e Understanding and experience of the issues with acute political. 
and cultural awareness and a truly international focus. 

* Well developed communication, negotiation, networking and 
influencing abilities. 


international Alert represents. 


_ Odgers Ray & Berndtson, 11 Hanover Square, 
London W15 1), 


yo 


es CRO Sts eae 
Se: 
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3 Executive Focus 


ASSOCIATE 
EXPERTS 
Turkish and Arabic Speakers 


Do you have the skilis and experience to strengthen our consultancy capacity in Turkey 
and the Middle East? 


. Managemen Dorsal karag] 


KANTOR, one of Europe’s leading independent management consultancies has joined forces 
with LROP, a specialist firm in the field of local and regional development. We have a feam of 
more than 70 consultants in our offices in Athens, London and Brussels and work for a wide 
range of clients in the public and private sectors. We see Turkey, in the context of its status as a 
candidate for EU membership, as well as other countries in the Middle East as a priority for the 
year ahead. We are looking for experienced experts to strengthen our team as associates for 
long and short term assignments. Sectors of importance include: 


SME and micro-business development 

Rural and agricultural development 

Tourism development 

Environmental projects, including water treatment 

Social service provision and anti-poverty initiatives 
Public sector reform and institutional development 


Applicants should have experience of consultancy work and/or “hands on” implementation and 
be fluent in written and spoken English as well as Turkish or Arabic. in addition, familiarity with 
EU procedures and prograrnmes would be an advantage. 


We can offer attractive terms and conditions to the right candidate and envisage an on-going 
relationship with selected associates to take advantage of the exciting opportunities ahead. 


Please send your CV and a covering letter specifying the sector of your specialisation to: 
irdpiondon@irdp.co.uk 


KANTOR Management Consultants S.A. LROP Ltd 

4 Vassilissis Sofias Ave. 157-168 Blackfriars Road 
10674 Athens, Greece London SET 8EZ, U.K. 
www. karntor gr www irdp. co.uk 





UNITED NATIONS § 


2003 Competitive Examinations for interpreters 


Date: 2! to 25 July 2003. 
Venue : to be ances 


Qualifications: 
| experience as conference interpreters, in the following 
language combinations: 


Arabic (main language) + English 
English (main language) + French + Russian and/or Spanish 
French (main language) + English + Russian 


Deadline for applications: 21/5/03 for Arabic, 23/5/03 for 
English and French 


Application forms and other additional details may be 


obtained from: 


} N .UN.0 reiDey ots/OHRM/ex: min/exam.htm 
+ (this address is case. ici 


| Please doni iau e 





a University degree and 200 days of 
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- DIRECTOR 


NEW ZEALAND INSTITUTE OF 
ECONOMIC RESEARCH 


The Vision: | To be a highly successful centre of applied economic research 


The Focus: f Provide the highest quality economic advice to support 
decision makers in business and public life in New Zealand 
and internationally 


The NZIER is an independent economic consulting and forecasting 
organisation, which conducts its work on an expert. impartial and 
non-ideological basis. The Institute was established in 1958 and 
employs the largest team of economists in New Zealand, outside of 
Gevernment. Its clients come from New Zealand, Australia and an 
expanding range of other countries. 

There is an increasing demand for the Institute's consulting services, 
nationally and internationally. The Board is seeking to appoint a Director to 
head this specialist professional advisory organisation, both as a high profile 
public leader and also effectively as an outstanding chief economist. 


The Director will be able to effectively guide and inspire this specialist 


- professional advisory organisation to the achievement of its vision, in what 


will be increasingly competitive regional and international environments. 
This necessitates a high profile individual, who can connect at all levels of 
the political and business community and be a spokesperson on diverse 
issues for the Institute. The Director, therefore, will be a credible and 
proactive presence in the public arena, and ensure the provision of the 
highest quality research, commentary and. economic outputs. 


Initial expressions of interest 

may be registered online through 
“Opportunities” at www.ekornferry.com, 
Opportunity Cede TP368. 

Queries may be directed to 

Mark Richards on +64 4 460 4900. 





authoritative analysis 
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We are the leading global political risk consulting and advisory firm to portfolio and 





direct investors cround the world. We offer our clients tailored consulting and analysis on 
political trends and their impact on business, regulation, financial markets and the foreign 
investment climate, Our business continues to grow and we are searching for exceptional 


individuals to join ‘our dynamic, client-oriented business eevclepines! ond analyst teams, 


| Business Development Associates (New York, London} 


You must have af least 3 years experience in selling advisory ‘ar consulting services to 
senior business leaders and on understanding of how to research opportunities, deliver 
our political risk analysis and consulting capabilities, negotiate contracts and cose 
sales. Yoy maintain a deep interest in global politics, as reflected by your educational 
background, your affiliations or your current arnployment, 


Political Analysts (New York) 


You have o postgraduate degree in political science tor a ide fel id} and want to 


_ apply. your skills in o challenging business environment where your analyse¢ will have an 


impact on investment decisions. You have excellent writing and presentation skills, are 
able to meet deadlines and understond/anticipate the issues facing portfolio and foreign 
direct investors in their decision-making. We are seeking specialists on the following 
regions: China/Northeast Asia, Latin America and the Middle East. 


Please remit CV and cover letter via e-mail to careers@eurasiagroup.net (os plain text, POF, 


or MS Word format. only} no ister than 30. May 2003. Successful candidates will be noffed on ` 
- @p-before 3) June 2003. Far more information on available opportunities, please consult our 
website: www.eurasiagroup.net/about/ ecient as 


eurasia 


Defining: the: Business of. Polities“ 

















| innate 
Des ~~ CHIEF OPERATING OFFICER £40-45K 


Feasigird®: 


Reporting to the CEO, managing a staff of 10, you will 
ensure the effective implementation of CEPR’s research 

programme and the continued flow of project funding, 
through the submission and administration of grants. As a 
-member of the Executive Team, you will participate in 
setting the strategic direction of the Centre, and administer 
the biman resources function. 


CEPR (cepr.org) 
is an independent, 
non-partisan 
research 
orgamization, 
whose mission is 
the creation of 
policy-relevant eee 
economic research Responsibilities include: identifying funding opportunities: 
and its : preparing funding proposals, including drafting academic 
dissemination to content: defining systems for grants administration, project 
policy-makers and deliverables management and contract tracking; overseeing 
business peoe. programme execuhlion (conferences, publica ations eici 
The Centre has a setting and. dministering personnel policies. 
network af 600 j 
affiliated You welll Rave: 
economists, based * A post-graduate education in economics (PAD desirable} 
predominantly in * Proven fundraising track record for economics research 
furopean * Experience in grants administration and project 
universities. From management 
its London office, it Working knowledge of government funding sources, 
seeks funding and including the European Commission 
coordinates Experience with managing budgets, and project-based 
research activities accounting 
for the network, 3 years’ minimum direct supervisory experience 
and provides Ability to mentor and lead a diverse team 
central ¢ Ability to quickly build relationships with academics 
administrative and funders 
services, Excellent written English, and the ability to write under 
pressure 
Right to work in the UK 


Please consull detailed job description at www.ceprorg/Vacancy/COO, htm and 
subrrut cover letter and CV to: recruitment@cepr.org of Claire Uzupris, CEPR, 
90 ~ 98 Goswell Road, London EC1V 7RR, Fax: +44 (0)20 7878 2999. 


Applications clase june 6, 2003 


CEPR is an equal opportunities empioyer. 
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Economic Advisers in HM Treasury - 


Westminster EE $ 
Imagine affecting the lives of the entire country — for the better, The Trea: i 
the economic, financial and socia! dimensions of almost any current news story =i 
the issue is running the economy, improving public services or tackling child povel 
Whatever you do will be a real test of your abilities, as well as offering levels of variety 
influence that few other positions could hope to match. 


As well as a 2:1 or an MSc in economics, you'll need to have a minimum of four years 
recent experience as a professional economist. We are looking for people with strong analytical : 
and critical capabilities who are ready to put their skills to work in the formulation, 
implementation and evaluation of policy. In addition, you'll need to show that you car - 
manage, motivate and develop others, as well as the ability to think strategically. 


A number of economist vacancies will arise over the next six months and we are looking, 
to fill them with successful candidates from this competition. The posts are offered: 
permanent basis but fixed term appointments, including secondments with. the pos 
of permanency later, will o 


We are based in first-class, newly refurbished offices with excellent facilities including a. 
discounted gym, staff restaurant and holiday playscheme. We offer a range of flexib' 
working patterns to help achieve the right work-life balance and a comprehensive benefits 
package, including choice of pension options and generous holiday entitlement. 








aiso be considered. 





For more information and an application pack, contact Anne Bateman, Economist Group 
Management Unit, HM Treasury, 1 Horse Guards Road, London SW1A 2HQ or call 
020 7270 5073/4571 or email anne.bateman@hm-treasury.gov.uk. 

The closing date is Friday 6th June. 


The Treasury is an equal opportunities employer. We do not discriminate on grounds of 
gender, marital status, race, colour, religion, ethnic origin, sexual orientation, disability, 
community background or age (but you should note that our normal retirement age is 60). 





DIRECTOR LEGAL & CONSTITUTIONAL 
AFFAIRS DIVISION 
LONDON 


The Commonwealth Secretariat 


The Commonwealth Secretariat is the international organisation serving the: 
54-nation Commonwealth. The Secretariat provides technical assistance for 
sustainable development and poverty eradication in the Commonwealth 
countries, alongside its offen high-profile work te promote democracy and 
good governance, : 


The Legal and Constitutional Affairs Division facilitates legal cooperation in the | 


areas of constitutional law, combating transnational crime, human rights, trade 
law and other emerging areas of the law. 


We are looking for a legal professional with extensive senior management 


experience preferably in government or an international conte: t to lead the B poe 


erimmal law, justice, and law development sections, A 
as a Barrister/Solicttor in a C Aore count 
advising on complex legal issues and legal polic 
requirements for this position. 


We offer a three-year appointment in the first i 
and benefits package, Applicants must be Con 
Te apply for this position aera visit onr 
vym thecommonwecalh, 

possible to acknowledge a 

candidates will be contacted. Ouer had 
directed to Asha Gill on +44 {m20 7747 GII 
Closing date 20 June 2003. 

interviews will be held around July 2003, 

on occasions invites to interviews 

wil] be at short notice. 

This competition maybe used to fill 

other similar pasts. 


The Commonwealth Secretariat is comm 
to an equal opportunities policy 
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EUROPEAN UNIVERSITY INSTITUTE 


for research and postgraduate training in the social sciences and humanities 


is looking for candidates with a distinguished record of scholarly 
publications and experience in Pages teaching and doctoral 
supervision, to fill 





The Department of Political.and Social Sciences invites. applications for a 
chair in Comparative. Politics and Government. in line with the Department's 
research and teaching focus, we are seeking candidates with a principal 
interest in the countries of Europe. Applications are welcomed from all 
areas of political science, except for the study of public policy, which is 
already weil covered. 


The post may be filled at all levels of the EUI seniority scale. 





The Department. of Political and Social Sciences invites applications for a 
chair in Sociology. In line with the Department's research and teaching 
focus, we are seeking candidates with a principal interest in the countries of 

Europe. APRNCHIO are welcomed from all areas of PA 


The post may be filled at all levels of the EUI seniority Scale. 





The Department of History and Civilization announces a vacancy effective 1- 
September 2003. The Department has an especial preference for a : 


specialist in the field of gender and/or family in the context of social, 


economic and. cultural history in the European longue durée, from ca. 1500 © 


to present. The Department is strongly committed to the study of 
Comparative History and the adoption of European-wide analytical 


perspectives. The successful candidate will have and opportunity to | 
cooperate with the Gender Programme of the Robert Schuman Centre for - 


Advanced Studies. 


Contracts are for five years, renewable for further three years. The Institute 
is an equal opportunity employer. 





Tel: © +39-055-4685,332 


| Fax: O +39-055-4685.444 
- E-mail: 7 eid -applypro@iue. it 









internet: : 
Address: 


oo http://www. iue.it 
|. European University institute, Via dei Roccettini 9, 
cao 150016 San Domenico di Fiesole 





INTERNATIONAL FUND FOR 

~ AGRICULTURAL DEVELOPMENT (IFAD) 
_ Via del Serafico No. 107, 00142 Rome, Italy 

Fax: +39 06 5043463, E-Mail: vacancy@ifad.org 





RE-ADVERTISED 


DIRECTOR (D-1), 
ASIA AND THE PACIFIC DIVISION 


spa ope 













verses IF: AD’s 


Duties and ipsa « A Bi 
Under the overall seat ands 
Programme Managemet 
ea Managing and. § ; 





and eae eh ae a 
In consultation with Seni ir 
division's priorities and i ; 
human and financial resot are Se a lee to meet ane 
The key responsibilities for the job. areto 
* Motivate, coach and Snp ort the staff. of the division Ag create a 

















. Lead the process o ae g 
coordination between th 
and implementation; — i A E 

» As a member of the PMD minagement team, contrib ute to hotizorital and 
vertical communication and knowledge sharing: Wit tin: and beyond the 
department; e cone | 

* Provide leadership in all phases’ of the project cycle; includ i 
management and impact assessment; = 

. Develop: strategic partnerships with borrowers, bilateral regional and 

multilateral development agencies, non-governmental organisations and 

academic institutions for the purpose of project/program co-operation, 
knowledge sharing, policy dialogue and resource: mobilisation; 

Encourage initiative and innovation; and 

Foster teamwork. 








| Desired qualifications and experience 


. Advanced university degree in economics, agricultural economics, rural 
development or similar field; 


| « Extensive experience at progressive senior levels in planning, managing 


and/or evaluating rural development activities, preferably in the region 
and knowledge about development and rural development in the region; 
and building partnerships with various stakeholders; and 

« Demonstrate ability to build partnerships with various stakeholders. 


Communication skills 

* Excellent written and verbal communication skills, including the ability 
to set out a coherent argument in presentations and group interactions in 
English, skills in one or more major language spoken in the Region ts 
preferable; and 

*A working knowledge of Microsoft packages and electronic 
communication, 


Managerial skills 

¢ Strong leadership ability in a multicultural setting and the ability to 
accomplish work through motivating people and encouraging team work; 

« Sharp conceptual vision and leadership capacity; 

* Teamwork and co-operation; 

+ Ability to inspire teams to outstanding achievement; and 

* Information seeking, analytical and conceptual thinking. 


Please forward your application in duplicate to Office of Human Resources 
no later than 16 June 2003. For more details please visit our web-site at 
wwwilad.org, Please note that any application received by IFAD after the 
closing date will not be considered. 





Due to the number of applications anticipated. 
only short-listed candidates will receive an acknowledgement 
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Prince Sultan Bin Abdulaziz 
International Prize for Water 


—— 





the largest award for outstanding 
M research and innovation in water fields. 


Prince Sultan Bin Abdulaziz International Prize for Water was initiated on October 21°' 2002 to recognize outstanding 
research and innovations in the five branches of the prize. The prize value for each branch is SR 500,000 (US$ 133,000). 
Topics for the First Award of the Prize 2002 - 2004 will be as follows: 

l- Surface Water; topic: Effective Flood Control Methods 
2- Ground, Water; topic: Artificial Ground Water Recharge 
3- Alternative (non-traditional) Water Resources; topic: Economical Technologies in Sea Water Desalination 
4- Water Resources Management; topic: Effective New Techniques for Irrigation Water Conservation 


5- Protection of Water Resources; topic: Protection of Ground Water from Agricultural Pollutants 


Nominations are now accepted for the above 5 topics from individuals and organizations. 
The last date for nominations is October 30th 2003. For more information, please contact the Prize General Secretarlat at 
Prince Sultan Research Center for Environment, Water and Desert - King Saud University, 
or visit us at www.psipw.org 





an tor em 


PRINCE SULTAN BIN ABDULAZIZ INTERNATIONAL PRIZE FOR WATER 





King Saud University, P.O.Box 2454 Riyadh 11451 Saudi Arabia - Tel: (+966 1) 4675571 / Fax: (+966 1) 4675574 - E-Mail: info@psipw.org 





Special report After the war 





The moment of truth 


CAIRO 


Saudi Arabia wakes up to the reality of al-Qaeda 


HE suicide bombing of three Riyadh 

housing compounds bore all the hall- 
marks of Osama bin Laden’s al-Qaeda 
group. The attacks targeted “infidel” west- 
ern civilians. They were multiple and 
simultaneous, meticulously planned, and 
ruthlessly executed. They were also 
deadly, leaving at least 34 dead (including 
the nine bombers) and 190 injured. The 
carnage would have been worse still if 50 
of the 70 residents at the worst-hit building 
had not been away on a training mission. 

By the measure of immediate pain in- 
flicted, the operation was a success. Yet the 
greater long-term damage may be to al- 
Qaeda itself. The Riyadh attacks have 
sparked a furious backlash against Mr bin 
Laden’s tactics and ideology, in one of the 
few countries where these retained a mea- 
sure of popular appeal. Some Saudis be- 
lieve that the attacks may help heal the rift 
between their country and America that 
al-Qaeda has long sought to exploit. 

Since the 2001 attacks in New York and 
Washington, Dc, al-Qaeda has lost its net- 
work of bases around the world. Ameri- 
can strikes have cleared the group and its 
associates from Afghanistan, Yemen and 
Iraqi Kurdistan. Police work has stifled it in 
Europe, Asia and most Arab countries. 
Some 3,000 of its operatives are in jail, and 
two-thirds of its top leaders are thought to 


have been killed or captured. 

Saudi Arabia has been an exception to 
this pattern of retrenchment, for several 
reasons. In Mr bin Laden’s own home- 
land, his tale of millionaire-turned-revolu- 
tionary still strikes a chord. The mystique 
touches not only the estimated 10,000 
Saudis who fought as volunteers in Af- 
ghanistan, but also the country’s huge and 
growing pool of unemployed youths. 
Smuggling from Yemen and, increasingly, 
from Iraq has combined with lax policing 
to ensure a ready supply of guns. 

Intolerance has long been embedded 
in the Saudi state’s rigid Wahhabist inter- 
pretation of Islam. Disillusionment with 
the ruling al-Saud family has inspired even 
more strongly xenophobic trends. Resent- 
ment against America has grown in re- 
sponse to America’s support for Israel, its 
invasions of Afghanistan and Iraq, and its 
perceived hostility to Arabs and Muslims 
in the wake of the September attacks. 

It has also put the al-Sauds on the de- 
fensive. Jealous of its pretensions as guard- 
ians of Islam, the ruling family has often 
shied from vigorous pursuit of religious 
militants, despite a string of violent inci- 
dents inside the kingdom that has claimed 
more than 30 victims, mostly foreigners, 
since 1995. The minister of the interior, 
Prince Nayef, has typically preferred to 
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hint that alien forces, rather than Saudis, 
have been responsible. 

Such hesitancy may now be about to 
end. The country’s acting ruler, Crown 
Prince Abdullah, issued an uncharacteris- 
tically stern warning after the Riyadh 
bombing. Anyone who tried to justify 
crimes in the name of religion, he said, 
“would be considered a full partner to the 
terrorists and share their fate”. Saudi police 
say they already hold nearly 100 al-Qaeda 
suspects, and have identified two active 
cells that remain at large. A raid in Riyadh 
earlier this month uncovered a large cache 
of weapons. Security forces are now 
combing the east of the country. 

More helpful than better policing, how- 
ever, is the turn in public opinion. At least 
half the victims of this week’s attacks were 
Muslims, seven of them Saudis. Out goes 
al-Oaeda’s contention that it is defending 
the faith. Meanwhile, last month’s an- 
nouncement that America is to withdraw 
nearly all its forces in the kingdom, includ- 
ing the 5,000 who man a vast air-com- 
mand centre near the capital, puts paid to 
notions that they are an occupying army. 

At the same time, the Saudi govern- 
ment has shown increasing readiness to 
embrace reform. In March, Crown Prince 
Abdullah welcomed a petition calling for 
more accountable government. Last week, 
prominent Shias, representing a long-sup- 
pressed community that makes up 5-10% 
of the population, called for an end to dis- 
crimination. The government has yet to act 
on either request. But the Riyadh bomb- 
ings have strengthened the hand of those 
inside the Saudi establishment who 
would like to crack down on religious ex- 
tremism, open up to the world, and revive 
the 70-year-old alliance with America. m 





With just a few obstructions 


JERUSALEM 


Ariel Sharon asks for understanding 


66T ET’S get on with it,” urged Colin Pow- 

ell, America’s secretary of state, on 
his arrival in Jerusalem last weekend to 
promote the road map, the latest dip- 
lomatic plan for ending the Israeli-Pal- 
estinian conflict. Israel remained immo- 
bile. The Palestinian Authority (PA) has 
accepted the map, as is. But Israel’s prime 
minister, Ariel Sharon, says his govern- 
ment cannot agree to it as written. Instead, 
he is going to Washington on May 20th to 
reach “understandings” with George Bush 
on Israel’s reservations about the plan. 

These include Israel’s wish to defer any 
talk of a settlement freeze—which, accord- 
ing to the map, should take place this 
year—until the planned negotiations on a 
final settlement in 2005. Mr Sharon is also 
asking that, in exchange for Israel’s recog- 
nition of a Palestinian state with “provi- 
sional” borders (which, again, is planned 
to happen by the end of this year), the Pal- 
estinians should formally renounce the 
right of return for the 4m Palestinian now 
in refugee camps. 

In a gesture to Mr Powell, Israel said it 
would lift part of the “general” closure that 
prevents 25,000 Palestinians in the occu- 
pied territories from working in Israel. 
However, a day later an extremely tight 
blockade was imposed on Gaza, whichnot 
only barred Palestinians from doing their 
jobs in Israel, but also stopped journalists, 
diplomats and foreign-aid workers from 
doing theirs in Gaza. In a second gesture, 
Israel freed 180 of the 5,000 Palestinian 





Smiling, but not listening 


prisoners now in its jails. But again this 
sounded more liberal than it turned out: 
the freed men had been detained for petty 
offences, such as working illegally in Israel, 
and many were due for release. 

Mr Powell paid public tribute to Mah- 
moud Abbas, the Palestinians’ new prime 
minister, for the reforms he has got 
through. But in closed sessions with Mr 
Abbas, the secretary of state’s message 
was not all that different from Mr Sharon’s. 
He accepted that there could be no actual 
movement on the road map until the PA 
had taken “rapid, decisive” action against 
the militias that now roam free in the West 
Bank and Gaza. When Mr Abbas ques- 
tioned Israel's refusal to accept the map, 
Mr Powell advised him to meet Mr Sharon 
and discuss matters so that “sufficient 
agreement can be reached”. Mr Abbas re- 
luctantly agreed, and the first parley be- 
tween the Israeli and Palestinian prime 
ministers was tentatively set for May 17th. 

Mr Abbas has vowed to end the armed 
intifada through a ceasefire and voluntary 
disarmament if possible, but by force if 
necessary. His difficulty is that neither a 
truce nor enforcement is likely to work un- 
less Israel also follows the road map’s in- 
structions by starting to withdraw from 
the PA areas that it has reoccupied, and 
cuts down on punitive actions, such as the 
military incursion into Gaza on May 14th 
that left three Palestinian policemen dead. 

Israeli settlements present Mr Abbas 
with a similar problem. He has sold the 





road map to his people less for the minu- 
tiae of its initial phases than for its hoped- 
for destination: a viable Palestinian state. 
But that vision dissolves in the face of Is- 
rael’s never-ending settlement-building. 
In particular, the Palestinians fear the so- 
called security fence—a vast barrier of 
walls, patrol roads, electronic fences and 
earth trenches—that is being built between 
Israel and the West Bank, but which, to 
protect settlements, is also absorbing 
chunks of Palestinian land, and threaten- 
ing to swallow much more. 

Opinion polls show that most Palestin- 
ians, after two and a half years of a violent 
intifada that has cost them dearly in lives, 
land and jobs, are ready for a mutual 
ceasefire and a return to talks. But if the 
new mood is to survive, their new prime 
minister has to deliver. He is expected to 
bring about genuine reform of Palestinian 
institutions, including elections for new 
leaders. Much harder, and without Ameri- 
can intervention impossible, he is ex- 
pected to see that Israel, too, carries out the 
instructions of the road map. m 


The UN and Iraq 
Not happy, not 
united 


WASHINGTON, DC 
Security Council members are now 
bickering over the peace 


HIS week, the United Nations Security 

Council met to discuss a draft Ameri- 
can resolution which would lift the sanc- 
tions the UN imposed on Saddam Hus- 
sein’s regime and allow money from Iraqi 
oil sales to flow to reconstruction projects. 
The proposal threatens to reopen old argu- 
ments among the usual suspects. On one 
side are America, Britain and Spain; on the 
other, France, Russia and Germany. 

Everyone accepts that sanctions im- 
posed on a regime that no longer exists 
serve no purpose, except to harm the Iraqi 
people. Both Chancellor Gerhard Schréder 
of Germany and America’s Colin Powell 
have said they should be lifted. The differ- 
ences emerge over how to do that. 

The resolution sponsored by the co- 
alition of the willing would give UN en- 
dorsement to the Anglo-American admin- 
istration in Iraq, and give it broad control 
of Iraq’s oil revenues. The “coalition of the 
unwilling” makes two objections. The first 
concerns money. At the moment, the only 
way Iraq can sell oil legally is through the 
oil-for-food programme (OFFP) that the 
UN runs under the sanctions regime. If 
sanctions were to go, the programme 
would disappear into legal limbo. 

But around $10 billion of contracts are 
approved and financed under the pro- » 
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> gramme, with a further $3 billion merely 
approved. Many of these contracts are 
with French and-—especially—Russian 
companies. So if sanctions go and the pro- 
gramme vanishes, French and Russian 
firms stand to lose alot of money. The draft 
resolution proposes to phase out the OFFP 
over four months: too abruptly, its admin- 
istrator says. One way out of both pro- 
blems would be for the Americans to guar- 
antee the validity of some outstanding 
contracts. (The draft resolution would do 
so only for food and medicine.) 

The French and Russians have an inter- 
est in reaching agreement because they 
face an awkwardness to do with timing. 
The OFFP must be regularly renewed, or it 
lapses. The current extension runs out on 
June 3rd. That, as it happens, is the last day 
of the summit of the G8 (the seven leading 
industrial nations, plus Russia) in France, 
which follows an informal gathering of 
the group in Russia to celebrate the 300th 
anniversary of St Petersburg. Unless the 
Security Council agrees to the four-month 
extension proposed under the resolution, 
the programme could lapse altogether. The 
hospitable French and Russians would 
end up with nothing. And, as the Ameri- 
cans have pointed out, this year’s summit 
would be overshadowed by an unseemly 
brawl about sanctions. 

That might happen anyway, because 
the other main problem is that the two 
sides differ over the role of the United Na- 
tions—rather as they did during the trau- 
matic debates before the war. France and 
Russia are reluctant to vote for any resolu- 
tion which gives the United States too free 
a hand. America’s draft resolution at- 
tempts to deal with their objection by hav- 
ing the UN secretary-general appoint a 
special co-ordinator who would help or- 
ganise a transitional Iraqi government and 
would be involved in selecting some of its 
members. That would then pave the way 
for UN endorsement of the government, 
when it is established, which would in 
turn allow international donors to start 
lending. 

So far, the response to this idea has 
been mixed. France’s president, Jacques 
Chirac, raised hopes that a deal could be 
reached when he said that “Voting against 
a UN resolution to declare war is one thing. 
Voting on reconstruction and administra- 
tion is another matter.” But American and 
British diplomats are unsure whether the 
French will sign up: as the war was wind- 
ing down, Mr Chirac threatened a veto 
over just those issues. Meanwhile, Mr 
Schröder has insisted that “We want to 
help rebuild Iraq under a UN roof.” This 
sounds like something the Bush adminis- 
tration would not accept. There’s disagree- 
ment, too, with Russia (as Mr Powell found 
on May 14th) about the return of UN weap- 
ons inspectors. Expect ferocious bargain- 
ing—and not much time to strike a deal. m 


Post-war reconstruction 


False start 


WASHINGTON, DC 
America’s first transition team has failed 


OST-WAR reconstruction in Iraq is 
off to a dreadful start. Looters have 
plundered food warehouses. Convoys of 

World Food Programme trucks are shot 
at; many of the 44,000 UN distribution 

points have been robbed and closed. 
There is little clean water, no telephone 
system and no reliable electricity in 
Baghdad. Banks refuse to open. Hospi- 
tals have been stripped of medicine and 
ambulances seized and sold in a section 
of the city that American soldiers call 
Looterville. 

Expectations may have been too 
high: Iraq was once a prosperous coun- 
try, and people are impatient for it to be 
so again. Iraq was also a totalitarian 
state—and uncertainty, disorder and re- 
venge killings were almost inevitable 
once state terror was lifted. That said, the 
occupying forces have undoubtedly con- 
tributed, by their mistakes, to the deteri- 
oration on the streets. Unless checked, 
instability and violence threaten to 
wreck not only humanitarian assistance 
and reconstruction, but the formation of 
an interim government as well. 

Despite all their planning, the Ameri- 
cans underestimated the scale of forces 
needed to ensure order. There are 
around 200,000 troops in Iraq. That 
sounds like a reasonable number. But 
most are on other duties, such as search- 
ing for weapons of mass destruction. 
Only 16,000 soldiers are in Baghdad, a 
city of 5m. Both the speed of victory, 
and the small, mobile forces employed, 
meant that the transition from combat to 
peacekeeping was too abrupt: there was 
no time to bring in more troops. 

This week, the United States took its 
first step to address the problems with 
the arrival in Baghdad of Paul Bremer, a 
former head of counter-terrorism in the 
State Department, to replace General Jay 
Garner as head of the Office of Re- 
construction and Humanitarian Assis- 
tance in Iraq. The office is in some 
disarray and needs reorganising. But re- 
placing one person is not the main 
point: the question is whether Mr 
Bremer will be able to persuade a reluc- 
tant Pentagon to free more troops. 

Regardless of the numbers, though, 
the allies have also erred in the manner 
in which they have carried out peace- 
keeping duties. Too few soldiers have 
been on patrol in Baghdad. When they 
do go out, they drive tanks. (The British 
tend to stand around, and talk more to 
locals, but Basra too has problems.) Sol- 
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Bremer in, Garner out 


diers did not intervene to stop looters. 
They did not enforce curfews rigorously. 
General Garner and his men were holed 
up in a palace in Baghdad, unable to in- 
teract with people because of security 
fears. This led to missteps, such as the 
appointment of a minister of health 
who turned out to be a high-ranking 
member of the Baath Party. 

Depending on whom you talk to, 
Americans were either afraid that acting 
as an occupying army would lead to re- 
sistance, or they wishfully thought Iraqis 
would welcome them with open arms. 
Or the military did not take peacekeep- 
ing seriously because it does not “do na- 
tion-building”, as President George Bush 
once said. 

But whatever the reason, the light 
touch, by failing to prevent disorder, has 
alienated people. Quite a few Iraqis 
chant “America go home”, but the big- 
gest complaint about the occupation is 
that it is not intrusive enough. One of Mr 
Bremer’s first acts was to threaten to 
shoot looters on sight and to ban high- 
ranking Baath Party members from of- 
fice. In the circumstances, this may count 
as a sort of improvement. 
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Return of the exile 


NAJAF 
An Islamic government, or influence 
from behind the scenes? 


T WAS billed as an historic return. On 

May 12th, Muhammad Bager al-Hakim, 
a “grand ayatollah” and the scion of a cleri- 
cal dynasty that has given 23 lives to the 
struggle against Saddam Hussein, came 
home from exile to Iraq’s shrine city of Na- 
jaf. Backed by Iran, where he has lived for 
more than two decades, and warily ac- 
cepted by the Americans, who have in- 
vited him to help form an interim Iraqi 
government, he may have been hoping 
that devout Shias would flock to his side. 
So far, they have not. 

Since he crossed the border on May 9th, 
Mr Hakim has received pledges of support 
from several tribal sheikhs. The bunting 
along his route was impressive. But un- 
kind comparisons are being made with 
the return of an earlier Shia visionary: 
when Ayatollah Ruhollah Khomeini came 
home to Iran in 1979 to set up an Islamic 
theocracy, millions greeted him. When Mr 
Hakim entered Najaf, the Vatican City of 
Shia Islam, he attracted only 15,000. 

The seminary at Najaf, which lost thou- 
sands of students and teachers to Sad- 
dam’s executioners and prisons, views Mr 
Hakim with scepticism. His lofty designa- 
tion, seminarians whisper, is self-con- 
ferred, and many suspect Iran of stage- 
managing his showy return—even down 
to his besuited (and unshaven) body- 
guards. His opponents recall the two failed 
Shia revolts in the 1990s, when, they say, 
his Iran-backed army delivered much less 
help to the rebels than had been promised. 





Some were glad to see him 


The empty drum makes the loudest 
noise, sniffs Muhammad al-Haqqani, an 
associate of Ayatollah Ali Sistani, who is 
the most senior of Najaf’s four uncon- 
tested grand ayatollahs, and the most in- 
fluential proponent of political abstinence 
for the clergy. Among the opposite- 
minded clerics, who look to an Islamic 
government dominated by the seminary, 
Mr Hakim’s main competitor is Moqtada 
al-Sadr, a young and theologically junior 
member of an important clerical family. 

The late Muhammad Sadiq al-Sadr, 
one of several senior ayatollahs whom 
Saddam Hussein arranged to be killed, 
agreed substantially with Khomeini on the 
necessity of clerical rule. Moqtada al-Sadr 
apparently shares that view; he is also re- 
puted to be a hothead. Shortly after the 
Americans took control of Najaf last 
month—wisely confining themselves to 
the outskirts of the city—he was said 
(though he strenuously denies it) to be im- 
plicated in the murder of Abdul Majid al- 
Khoei, the British-backed son of yet an- 
other great clerical family. 

Mr Sistani and his supporters observe 
what is going on with distaste, calling for 
calm and trying to engineer unity and 
moderation behind the scenes. Mr Sistani, 
a marja, or spiritual reference, is the ulti- 
mate authority, but he refuses to join the 
babble of clerical voices demanding influ- 
ence over the government. His political 
quietism has historically dominated the 
seminary, and he and his followers proba- 
bly expect this to resume. 

Will it? Such is the extent of Saddam 
Hussein’s demolition job—in the past three 
decades, the number of clerics in Najaf is 
thought to have dropped from about7,000 
to fewer than 1,750-that it is hard to pred- 
ict how the seminary will reconstitute it- 
self. The return of hundreds of exiled cler- 
ics will have an effect, but not necessarily 
in favour of theocracy: those who spent 
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years in Iran may have misgivings about 
using the Islamic Republic as a model. 

However, many Iraqi Shias, having 
chafed at centuries of political subservi- 
ence to the Sunni minority, now excitedly 
identify an opportunity to impose their 
will. They are not prepared to do so 
through secular co-religionists, such as Ah- 
med Chalabi, who enjoys American back- 
ing but virtually no support in the Shia 
heartland. Many of the people who 
greeted Mr Hakim when he entered Najaf 
believe that Iraq’s next government 
should be an Islamic one, though they 
have sketchy ideas about what that means. 

Iran’s shadow is long. The prestige now 
enjoyed by Iraq’s depleted clergy recalls 
Iran after the 1979 revolution. But that pres- 
tige has been eroded by 24 years of Iranian 
theocracy. If he is not careful, Mr Hakim 
could end up being likened to Ayatollah 
Ali Khamenei, Iran’s supreme leader, who 
styles himself a grand ayatollah to the deri- 
sion of his peers, and who presides over a 
crumbling Islamic Republic. m 


Basra’s misfortunes 


Free for all 


BASRA 
Confusion, fear and rumour in Iraq’s 
second largest city 


ERY household in Basra has two or 
three guns, remarks a witness to the 
daylight murder of two Christian liquor- 
dealers. A water-pumping station is 
stripped of its equipment while it is being 
repaired by UN technicians. Young men 
amuse themselves with car-jacking and 
violent robbery. The 1.25m, mostly law- 
abiding, inhabitants of Iraq’s second city 
do not lament the fall of Saddam Hussein, 
but they do regret the passing of a time 
when the streets were safe. 

The British, who took Basra on April 
4th, are ill-equipped and disinclined to fill 
the gap left by the 16,000 police who used 
to keep order in the city and the surround- 
ing countryside. Until last Saturday, met- 
ropolitan Basra was being policed by 48 
armed British military policemen, plus 
900 unarmed locals: they were detaining 
just four or five miscreants daily. On May 
10th, some 500 more Iraqi policemen 
joined the force, and more will follow, but 
it will be months before they are trained. 

“We have removed the reasons for peo- 
ple’s fear,” claims a senior British official, 
“but not their fear.” The prime anxiety is 
that the occupiers will depart too soon, 
leaving chaos in their wake. Having been 
horrendously repressed for rebelling in 
1991, Iraq’s Shias—the overwhelming ma- 
jority in Basra—are susceptible to rumours >» 
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At another mass-grave 


of a Baathist come-back. Appalling evi- 
dence of their earlier treatment is coming 
to light with the excavation of mass-graves 
outside the city; another such grave, found 
south of Baghdad, contains thousands of 
corpses whose mouldering identity pa- 
pers show they came from Basra. 

At the same time, there is a dread of Bal- 
kanisation. Shia intolerance was kept un- 
der tight control by the Baath regime, but 
now bare-headed women are harassed in 
the street, while broadcasts from the Shia 
theocracy in Iran denounce the British. 
One doctor claims that the would-be loot- 
ers of medicines from his hospital wore 
the black clothes and neat beards that are 
associated with the Supreme Council for 
Islamic Revolution in Iraq (ScriR1), whichis 
beholden to the Iranians. 

The British profess benign indifference 
to local politics; the advisory council they 
have convened, composed of tribal 
sheikhs, professionals and a handful of re- 
ligious leaders, is supposedly “apolitical”. 
Sheikh Mazahem al-Tamimi, the council 
leader, gets little thanks for helping to re- 
store services such as water and electricity. 
He clearly regrets having to take orders 
from the occupiers, who kicked one of his 
nominees off the council for alleged cor- 
ruption, and is beset by charges of le- 
niency towards former Baathists. 

Mr Tamimi says he wants to see imme- 
diate elections for provincial governor, but 
few people outside his own, eponymous 
tribe would be likely to vote for him. Nor 
are people perceptibly gravitating towards 
the myriad political parties, old and new, 
that have laid claim to state-owned build- 
ings. The sciri is perhaps the biggest, 
though it is tainted by its association with 
Iran, which killed many tens of thousands 
of Iraqi Shias during the 1980s war. 


Kirkuk’s fortunes 


Success story 


KIRKUK 
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All going remarkably well, though troublemakers are on the prowl 


OT the most attractive city in north- 

ern Iraq, Kirkuk has long been re- 
garded as one of the region’s prizes. Its 
charms, of course, are greatly enhanced 
by its proximity to Iraq’s second-largest 
oilfields. But it is also the spiritual home 
of the country’s Kurdish and Turkomen 
people, and counts Arabs and Assyrian 
Christians among its 750,000 or so resi- 
dents. Although the combination of past 
injustices and present uncertainties 
makes the city ripe for internal unrest 
and external interference, many believe 
that the diversity of Kirkuk could make it 
a model of coexistence. 

And so far, at least, Kirkuk can be 
counted as something of an American 
success. Despite intensive looting and a 
few ugly battles over property and land 
in the days after the city’s fall, it is gener- 
ally stable and secure. A multi-ethnic po- 
lice force patrols the streets alongside 
American troops, and the carrying of 
guns in public has been forbidden. 

There is clean drinking water, toler- 
ably constant electricity and telephones, 
and plenty of food. Oil began to flow 
this month and the 9,000 workers of the 
North Oil Company received their over- 
due wages after American soldiers 
drilled a hole in the roof of a bank vault, 
retrieving around half a million dollars’ 
worth of Iraqi dinars. The city’s teachers 
have got their pay-packets, and health- 
care workers are said to be next. 

Bruce Moore, the retired general who 
heads the northern branch of the Office 
for Reconstruction and Humanitarian 
Assistance, says that progress in Kirkuk 
has been achieved with remarkably few 
American soldiers—just 2,500 members 
of the 173rd Airborne Brigade, which 
took control after the city’s liberation by 
Kurdish guerrillas and American special 
forces. 

The city is technically under martial 
law, but a very nuanced version of it. 
Most of the 173rd is based at the airfield, 


Few in Basra know much about the 
people that the Americans have proposed 
as the “nucleus” of an interim national ad- 
ministration. Both Mr Tamimi and his Brit- 
ish masters agree that, with some excep- 
tions, these nominees do not represent 
many Iraqis. Locals accept the material 


help, and the moral leadership, being of- 


fered by some 200 rejuvenated mosques 

and Shia community centres, but it is too 

early, they say, to think about politics. 
This is partly because of the political lo- 


but the brigade’s commander, Colonel 
Bill Mayville, has set up an operations 
centre in the former governor’s building. 
There he makes himself accessible. He 
supervises a community council which 
meets twice a week, and, rather in the 
manner of a Kurdish agha in his diwan 
(tribal court), receives a stream of daily 
visitors, who come to ask for assistance 
or to press a case. 

Colonel Mayville, a 43-year-old West 
Point graduate, insists this is no time to 
relax. Sensitive issues lie ahead. Revers- 
ing the effects of Saddam Hussein’s 
Arabisation programme, which dis- 
placed at least 100,000 Kurds from their 
homes, is one. Another is coping with 
the crimes of Saddam’s regime: a new 
mass-grave seems to be discovered 
weekly in the green fields around Kirkuk. 

The colonel refers darkly to interfer- 
ence from the outside, meaning the Turk- 
ish special forces and the Iranian 
intelligence agents who are believed to 
be working under cover inside Kirkuk. 
The city belongs to its people, he says, 
and it is to them that America will even- 
tually hand it over. 





Wages, at last 


botomy performed on them by Saddam 
Hussein, partly because life remains so un- 
certain. Some 6,000 workers, plus their 
families, are out of work because the Brit- 
ish occupiers failed to prevent looters and 
saboteurs from gutting two big factories. 
Dealers in the bazaar refuse to accept bank 
notes that are rumoured to have been sto- 
len, and opportunists are buying them up 
at a discount. “It’s time for the military to 
start withdrawing,” says the senior British 
official. Who will take their place? m 
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China counts the cost of SARS 


How big a dent in the economy? 


BEIJING 


The next few weeks could be crucial in weathering the slowdown 


WO months ago, Zhu Rongji, China’s 

outgoing prime minister, wasin denial. 
On March 5th, in his annual address to the 
country’s legislature setting out economic 
goals for the year, he uttered not a word 
about a disease that was sweeping across 
one of the country’s most important 
manufacturing regions and terrifying 
Hong Kong’s businessmen. Luckily, how- 
ever, he did not set his sights too high. 

Mr Zhu set a goal of 7% GDP growth for 
2003, down from last year’s 8%. This 
growth rate is both necessary and achiev- 
able through hard work, he told the parlia- 
ment. With sars (severe acute respiratory 
syndrome) now reported in 24 out of 
mainland China’s 31 provinces and 
municipalities and bringing a sledgeham- 
mer down upon the country’s tourism, 
transportation and retail sectors, Chinese 
officials accept that the disease will dent 
the economy. But many economists be- 
lieve the 7% target that was once widely re- 
garded as too conservative may actually 
be close to the mark (insofar as anyone can 
tell what GDP growth isin a country as cre- 
ative with statistics as China). — 

This assumes that sARs is brought un- 
der control in China by the end of June. 
World Health Organisation (WHO) off- 
cials say it is still too early to declare that 
the disease is being tamed in the worst af- 
fected area, Beijing. But the numbers look 
encouraging. After two or three weeks in 
which the capital was reporting more than 


100 new cases a day, for the past few days 
the number has dropped to double digits. 
In Guangdong province, the manufactur- 
ing heartland of southern China, where to- 
tal SARS cases soared into the hundreds in 
February and March, no new cases were 
reported on Tuesday this week and only a 
handful a day for the previous few days. 
Shanghai, the financial capital, remains 
relatively little affected, with only seven 
confirmed cases. 

Elsewhere in China, the picture is murk- 
ier. In Hebei province, which surrounds 
Beijing, dozens of cases have emerged 
among migrant labourers returning to 
their rural homes from the capital. Chinese 
officials say a major outbreak in the coun- 
tryside, where medical facilities are inade- 
quate, is their biggest fear. Should SARs re- 
main entrenched in the countryside, it 
could pose risks for manufacturers who 
depend on cheap rural labour. One sus- 
pected case in a factory could disrupt oper- 
ations for days. a 

Jack Perkowski, the head: of ASIMCO, 
which manufactures car parts in nine 
provinces, says his factories are taking a lot 
of steps to keep the disease out. However, 
so far only a handful of suspected sars 
cases has,been reported in factories (Moto- 
rola’s headquarters in Beijing closed for a 
few days after a’mémber of staff there was 
infected). And. as far as anyone can tell, 
given the tattered state of health monitor- 
ing systems in the countryside, sARs is still 
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mainly occurring in urban areas. Unlike 
shops, hotels, restaurants and offices in 
SARS-affected areas, most factories have 
carried on working as normal. This is good 
news given that, as noted by Hu Angang, 
of Tsinghua University in Beijing, manu- 
facturing and construction accounted for 
55% of China’s GDP growth in the first 
quarter of the year. The service sector, 
which has suffered the worst from SARS, 
accounted for about 40%, he estimates. As 
our picture suggests, some restaurants and 
bars are short of customers, but will 
bounce back with the retail sector if the 
SARS outbreak soon comes under control. 

Fortunately too for China, the economy 
grew by a vibrant 9.9% from January to 
March compared with the same period 
last year. This was the highest first-quarter 
growth rate in six years, buoyed by surging 
foreign direct investment (up 56.7%) and 
exports (up by 33%). Mr Hu believes that 
without sARs, China could have achieved 
9-10% growth this year. He now believes it 
will be 8-9%. The World Bank has revised 
its estimate to 7%, down from 7.5% before 
the sars outbreak. Half a percent less of 
growth means a loss of about $6.2 billion. 

Exports and foreign investment are not 
entirely immune. China is beginning to 
lose orders because buyers and quality- 
control inspectors from other countries are 
staying away. Supply chains are some- 
times being snarled by delays as truckers 
stop at roadblocks erected by local citizens 
to check those passing through for signs of 
the disease. At Guangzhou’s annual trade 
fair held last month, the value of contracts 
signed was less than a quarter of last year’s 
$17 billion. 

But even in Beijing, as long as SARS is 
contained within a few weeks the econ- 
omic impact is unlikely to be catastrophic. 
Mr Hu estimates that the city’s GDP will 


grow by around 10%, two percentage >> 
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could have achieved without sARs. Even if 
this prediction proves optimistic, Beijing’s 
GDP accounts for only about 3% of the na- 
tional total. The localised nature of the epi- 
demic, with Beijing seemingly far worse 
affected than the nearby port city of Tian- 
jin, has protected much of China’s econ- 
omy from sArs’s side-effects. 

What if the assumptions behind these 
forecasts are wrong? Chinese officials have 
long believed that a national GDP growth 
rate of around 7% is the minimum needed 
to keep urban unemployment from reach- 
ing levels that would seriously threaten so- 
cial stability. Beijing’s government is wor- 
ried that the declining number of SARS 
cases in the capital is causing citizens to 
slacken their vigilance. WHO officials talk 
of putting the sars genie back in its bottle. 
But they question the ability of China’s di- 
lapidated health-care system to cope. 

However, the country has weathered 
sharp slowdowns before. There is grum- 
bling in Beijing about the government's at- 
tempted cover-up of the outbreak. But it 
has been quick to offer tax breaks to af- 
fected businesses. And if GDP growth 
threatens to plummet, the government 
could always respond by boosting its 
spending, a tool it has previously used to 
keep growth high. Its leaders know that 
their strength rests on popular support 
more than on ideology these days. m 


Australia 


Strange case of the 
governor-general 


SYDNEY 
Respect for the office has crashed 


O MOST Australians, the governor- 

general is a distant figure performing 
the ceremonial functions of a head of 
state. He actually represents the real head 
of state who remains Queen Elizabeth of 
Britain under Australia’s 1901 constitution. 
So it was an unprecedented shock that 
confronted the country on May 8th when 
Peter Hollingworth, the present governor- 
general, and a former Anglican church 
leader, appeared on television from his of- 
ficial residence in Canberra, the capital, to 
deny a charge that he had raped a woman. 
Staring at the camera, he declared, “ I did 
not know this woman. I did not rape her. I 
did not sexually assault her.” 

The woman, Rosemarie Jarmyn, had 
brought a court charge alleging that Mr 
Hollingworth, then a chaplain, raped her 
at a church function in the mid-1960s. She 
claimed to have identified him from a pho- 
tograph taken then; he argued it was mis- 
taken identity. Miss Jarmyn, aged 57, com- 





Focus on a distant figure 


mitted suicide two weeks before Mr 
Hollingworth’s public denial. Up to then 
both their names had been suppressed by 
the court. Mr Hollingworth asked the court 
to lift the suppression order against his 
name after rumours of the case started cir- 
culating in Canberra. 

If this were not enough, Mr Holling- 
worth, who is 68, was already the focus of 
a separate public row following a report by 
an Anglican church inquiry that strongly 
criticised his handling of complaints 
against paedophile priests when he was 
Anglican archbishop of Brisbane in the 
1990s. The report found untenable Mr Hol- 
lingworth’s decision to allow a known 
paedophile to keep working in the church. 
An opinion poll on May 6th reported that 
76% of Australians wanted the governor- 
general to resign or be sacked. Amid pres- 
sure from the public and media and 
among parliamentarians, John Howard, 
the prime minister, met Mr Hollingworth 
five days later. It was announced that he 
would stand aside until the court charge 
against him had been dealt with. Few ex- 
pect his return to the post. 

The constitutional storm obscured Mr 
Howard’s afterglow from a visit to Amer- 
ica and Britain to receive thanks for Austra- 
lia’s small but symbolic military contribu- 
tion to the war against Iraq. It almost 
overwhelmed the impact of modest tax 
cuts that Peter Costello; the treasurer (fi- 
nance minister),anflounced on May 13th 
in the budget for 2003-04. The bydget, 
with a cash surplus of A$2.2 billion ($1.4 
billion) arf@a reduced but still robust 
growth forecast of 3.25%, could stand as an 
economic € tdment to Mr Howard’s:ten- 
ure should he retire before the next lec- 
tion, as he once suggested he might, and 
hand over to Mr Costeffé. * 

But the governor-genesal affair has 
highlighted Mr Howard’s flawed judg- 
ment as much as Mr Hollingworth’s. In 
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governor-general without consulting even 
his cabinet, let alone the public. There is no 
mechanism for dismissing a governor-gen- 
eral, other than the prime minister asking 
the queen to do so. Mr Howard’s decision 
to choose an Anglican church leader, blur- 
ring the separation of church and state, 
came in for criticism when he appointed 
Mr Hollingworth in 2001. There were calls 
for Mr Hollingworth’s resignation when 
allegations over his inaction against pae- 
dophiles surfaced in early 2002. 

Mr Howard, probably Australia’s most 
staunch monarchist, successfully cam- 
paigned, in a referendum in 1999, to keep 
the queen as head of state. Yet the impasse 
over the governor-general has exposed the 
dangers of stubborn resistance to the con- 
stitutional evolution that many Austra- 
lians would support. Public respect for the 
vice-regal office has crashed. Opposition 
parties, who have a majority in the Senate, 
the upper house of Parliament, introduced 
a motion declaring that “the governor-gen- 
eral was no longer able to exercise the con- 
stitutional powers...in a manner that will 
be seen as impartial and non-partisan”. 
George Williams, a constitutional expert, 
argues that no replacement to Mr Holling- 
worth should be appointed until the posi- 
tion’s “structural defects” have been reme- 
died: a plea for a more transparent means 
for selecting the next one. This would 
mean another referendum, and this time 
making the buck stop in Canberra, not 
Buckingham Palace. m 


America and the Koreas 


Friends in need 


Bucking up the alliance 


OUNT on North Korea to spoil a party. 
This week South Korea’s prickly 
neighbour announced that it has officially 
scrapped (after unofficially violating for 
years) a joint agreement to keep the penin- 
sula nuclear-free, and is preparing de- 
fences “to destroy aggressors at a single 
stroke”. But not even that tiresomely 
blood-curdling threat could dampen relief 
among South Korean officials at the 
friendly outcome on May 14th of the first 
summit between their new president, Roh 
Moo-hyun, and America’s George Bush. 
The two men still have their differ- 
ences. South Korea would like to rule out 
any resort to force to deal with North Ko- 
rea’s nuclear provocations; America, its 
chief ally, will not, although Mr Bush has 
said repeatedly that he has no intention of 
invading North Korea. Yet the two presi- p» 





> dents could unite in insisting that North 
Korea must give up its nuclear-weapons 
ambitions in a “verifiable and irreversible” 
manner. They would not “tolerate nuclear 
weapons” in the North. Both said that they 
would like to see this achieved diplomati- 
cally. What is less clear is how they will 
manage either feat. 

North Korea’s threats, along with its re- 
cent admission that it has a hitherto secret 
uranium-enrichment programme, and its 
claims, in the wings of talks with America 
and China last month, to have built two 
nuclear bombs already and to be readying 
enough plutonium from spent fuel-rods 
for more, helped Mr Roh and Mr Bush to 
sound companionably tough. Yet they 
have reason for seeing the North Korea 
problem differently. 

Mr Roh’s chief concern is stability on 
the peninsula, where the crisis is already 
affecting confidence in South Korea’s econ- 
omy; military conflict, he says, would be a 
“calamity” for South Korea. America, with 
37,000 of its troops stationed in South Ko- 
rea, is not looking for a fight either. But it 
worries that North Korea’s nuclear ambi- 
tions, left unchecked, could pose a wider 
threat, provoking an arms race in the re- 
gion and encouraging nuclear prolifera- 
tion elsewhere. 

Mr Roh hopes he has nudged the de- 
bate inside the Bush administration to- 
wards further direct talks with North Ko- 
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rea. In recent weeks South Korean officials 
have pursued the idea of a “road map” in 
dealing with the North. Their ideas, says 
one Bush official, “show a great deal of re- 
alism about the incentives and disin- 
centives that can be combined”. But South 
Korea is unlikely to want to apply any sort 
of real squeeze on North Korea over the nu- 
clear issue until more negotiation has been 
tried first. For America, however, di- 
plomacy is not just about talks; the Bush 
administration has already hinted at a 
crackdown on North Korea’s illegal trade 
in drugs and counterfeit currency, and if 
possible on its missile sales too. 

But Mr Roh had more than North Korea 
on his mind this week. He rode to power in 
February partly on swelling anti-Ameri- 
can sentiment, especially among younger 
South Koreans, but has since sought to re- 
affirm his commitment to the alliance. He 
was thus a strong supporter of the war 
with Iraq, and American officials were 
both surprised and pleased at his decision 
to send non-combat troops to help with 
the reconstruction there. In the past Mr 
Roh had argued that American troops 
should leave South Korea. But as president 
he has learned that they are essential for its 
security. So much so that he wanted this 
week to scotch Pentagon plans to redeploy 
some of the American forces, especially 
those nearest the border with North Korea. 
This might make military sense, but Mr 


Flat-earth thinking. Thank you to those readers who pointed out that, by superimposing 
concentric circles on a Mercator projection, the map in our May 3rd issue greatly 
underestimated the potential reach of North Korea’s missiles. We stand corrected. 
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Roh worries it will send the wrong signal 
to North Korea, at least until the nuclear 
crisis is resolved. 

And the sooner that can happen, the 
better. Like his predecessor, Kim Dae-jung, 
who got a dustier response in Washington 
at his first meeting with Mr Bush two years 
ago, Mr Roh would rather pursue engage- 
ment with North Korea. Yet its ever more 
blatant nuclear claims make that hard to 
do. Before the Roh visit, South Korea’s for- 
eign minister, Yoon Young-kwan, called on 
North Korea to “give a boon” to thosein the 
Bush administration who favour talks. 
North Korea wasn’t listening. But Mr Roh 
goton wellin Washington anyway. m 


Marshall Islands 


The blue lagoon 


A new agreement for America’s missile 
range 


T IS perhaps the least pacific part of the 

Pacific. Kwajalein atoll, in the Marshall 
Islands, bristles with radar, optical sen- 
sors, telemetry-receiving stations and 
other ballistic-missile testing equipment. 
Situated roughly equidistant from Hawaii, 
Japan and Australia, the atoll encircles the 
world’s largest lagoon. It is the only place 
on earth where, under the anti-ballistic 
missile treaty, the United States was al- 
lowed to test its strategic interceptor mis- 
siles, a key component of President Bush’s 
missile-defence programme, sometimes 
known as Star Wars II. 

No wonder that it has taken four years 
of wrangling for the Americans and the 
Marshallislanders to reach agreementon a 
new 20-year “compact of free associa- 
tion”, which allows the atoll to be on the 
receiving end of missiles until 2066. In re- 
turn, the tiny Pacific state, with around 
50,000 inhabitants, is to receive $3.1 bil- 
lion. The islanders will also continue to be 
able to live and work in America. 

The owners of land on Kwajalein are 
crying foul. They boycotted the compact- 
signing ceremony on April 30th, and are 
demanding an additional $4m a year from 
the Americans. They claim the Marshall Is- 
lands government has no right to bargain 
away the rights of indigenous inhabitants 
of Kwajalein, who were moved by the 
Americans to nearby Ebeye in the 1960s. 
Ebeye is a slum, in marked contrast to con- 
ditions at the opulent American naval 
base, only three miles away, with its close- 
clipped lawns, a country club and golf 
course. Fortunately for the Americans, the 
existing Kwajalein lease runs until 2016. 
Only the broader compact has had to be 
agreed by the Marshallese parliament and »» 
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> the American Congress this year. 

The Americans took control of the Mar- 
shall Islands from the Japanese after the 
second world war, and turned the area 
into a testing ground for nuclear weapons. 
A device believed to be 1,000 times more 
powerful than the Hiroshima bomb ex- 
ploded over Bikini atoll in March 1954. The 
Bikini islanders were evacuated, but the 
fallout from the blast hit Rongelap and 
other atolls. As part of the first compact 
deal in 1986, America paid out substantial 
sums in settlement for claims arising from 
its nuclear tests. 

Although the Marshallese president, 
Kessai Note, has only a slim majority in the 
country’s parliament, it is probably 
enough to get approval for the compact. 
But the opposition, which includes mem- 
bers from Kwajalein and other atolls that 
suffered from nuclear fallout, will make 
use of the compact issue in the general 
election due in November. m 


Islam in Central Asia 
Religion, politics 
and moderation 


DUSHANBE AND TASHKENT 
Contrasts between Uzbekistan and 
Tajikistan 


ILOROM’S husband is behind bars, to- 
gether with his two brothers. He was 
sentenced to 12 years, accused of being a 
member of Hizb-ut Tahrir (HT), a radical 
and anti-western Islamic movement that 
wants to recreate a caliphate in Central 
Asia. She maintains that the police planted 
HT leaflets on him, and that her family’s 
only “crime” is to be religious. Earlier this 
year she protested at one of Tashkent’s 
markets together with 40 other women 
who were demanding that their husbands 
be released; they were beaten up by the po- 
lice and arrested. 
An estimated 6,500 people are in jail in 
Uzbekistan because of their religious or 
political beliefs. More than half are ac- 


cused of being HT members, while most of 
the others are branded as Wahhabis, who 
practise the Saudi brand of Sunni Islamic 
extremism. Following the collapse of the 
Soviet Union in 1991, there was a great re- 
vival of religious activity in Central Asia. 
Mosques mushroomed, partly supported 
by Pakistani and Saudi money. A brand of 
radical, internationalist Islam gave birth to 
the Islamic Movement of Uzbekistan 
(IMU) and HT. In 1999 and 2000 fighters of 
the IMU in Tajikistan attempted incursions 
into Uzbekistan. Terrorist attacks in Tash- 
kent in 1999 were attributed by the au- 
thorities to Islamic radicals, and were dealt 
with ruthlessly. 

The threat of Islamic extremism ap- 
pears to have receded somewhat today, 
partly due to repression but also to the 
2001 American-led invasion of Afghani- 
stan and the defeat of the Taliban. HT, out- 
lawed in Tajikistan, Kirgizstan and Uzbeki- 
stan, has been pushed further 
underground by repression, in particular 
in Uzbekistan. Most observers agree that 
the IMU is, for now, a spent force. Having 
set up bases in northern Afghanistan, it 
was largely wiped out during fighting 
around Kunduz and lost its Taliban and al- 
Qaeda sponsors. Its leader, Juma Naman- 
gani, is believed to have been killed, al- 
though rumours circulate that he sur- 
vived. Fewer than 100 isolated remnants 
are thought to be somewhere between 
southern Tajikistan and northern Afghani- 
stan, as a foreign diplomat puts it, “sitting 
in a valley, licking their wounds and think- 
ing what to do next”. 

Although there are legitimate concerns 
about Islamic radicalism, authorities in 
the region have been accused of using the 
fight against terrorism to crack down on 
political opposition and justify their con- 
trol over religious activity. According to the 
New York-based Human Rights Watch, re- 
ligion in Uzbekistan becomes criminal as 
soon as it strays out of official, state-con- 
trolled Islam. 

In 2001, Muhammad Sadik, Uzbeki- 
stan’s former chief mufti, returned after 
living abroad since 1993, when he had 
been threatened with arrest. Over tea, the 
stern Mr Sadik explains that the root of ex- 
tremism is ignorance about the true teach- 
ing of Islam, and that the lack of proper di- 
alogue and teaching in mosques is a 
serious proble oat allowed to 
publish someophis 
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A form of moderaté, nationalist Islam 
has emerged in Tajikistan, however. The Is- 


lamic Revival Party (īre), the only legal re- 
ligious party in Central Asia, was part of a 





coalition of anti-government forces during 
the civil war that engulfed Tajikistan in the 
1990s. Following a peace agreement in 
1997, members of the Islamic movement 
received government positions, to the dis- 
may of neighbouring Uzbekistan. 

The IRP appears to have maintained its 
commitment to give up weapons and 
work within the constitution. Muhiddin 
Kabiri, the rrp’s deputy chairman, is the 
modern face of the party and the symbol 
of a new generation. In his jeans and a 
swanky black jacket, this political scientist, 
who joined the IRP in 1998, contrasts with 
the IRP’s old guard, some members of 
which have been resisting the party’s evo- 
lution. The IRP, he says, supports a secular 
democratic state but would like to inject 
more religious and traditional values into 
political life and the legal system. He 
points at Turkey as an example. 

But the rrp has little political influence. 
President Imomali Rahmonov has gradu- 
ally consolidated power in his hands. This 
has provided some guarantee against the 
disintegration of the country, but is stifling 
the development of a democratic political 
opposition. There is some concern among 
opposition politicians over proposed con- 
stitutional changes. Among other matters, 
there are plans to ease Mr Rahmonov’s re- 
election, and to increase the president’s 
power over the judiciary. The government 
is also seeking to formalise the influence of 
the state on religious affairs, but this is not 
a constitutional matter. 

According to Mr Kabiri, the IRP now 
finds itself in the position of being too Is- 
lamic for the government, but is seen as a 
sell-out by more radical Muslims. He de- 
plores the centralisation of power, yet in- 
sists that maintaining the country’s stabil- 
ity and avoiding confrontation are 
important. This could benefit a more ex- 
treme form of Islam, however, as ordinary 
people do not have many ways to channel 
their discontent. HT’s influence is thought 
to have branched out from the country’s 
Uzbek minority in the north to disgruntled 
Tajiks trying to appease, as one foreign dip- 
lomat puts it, “their unsatisfied hunger for 
criticism”. E 
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George Bush and the social conservatives 


A troubled marriage 


WASHINGTON, DC 





A conservative president has more problems with one section of his party’s 


right-wing than you might think 


EORGE BUSH’s relationship with his 

business supporters could hardly be 
more straightforward. Business people 
give him huge piles of money. In return he 
cuts their taxes and shreds red tape. But 
there is nothing straightforward about his 
dealings with another big part of the Re- 
publican Party: its social conservatives. 

Mr Bush’s relationship with these vot- 
ers is like a troubled marriage: tantrums 
and tearful apologies, long sulks and peri- 
odic fireworks, trial separations and loving 
affirmations that they can’t live without 
each other. Think of Richard Burton’s rela- 
tionship with Elizabeth Taylor (without 
the jewellery) and you get the idea. 

Social conservatives have two defining 
issues: “life” (which has to be protected 
from abortion) and “marriage” (from ho- 
mosexuals). They are now terrified that the 
Republican establishment is preparing to 
sell them down the river on marriage, all 
because of Mr Bush’s need to lure in mod- 
erate voters. Earlier this month, leading so- 
cial conservatives met the party’s chair- 
man, Mark Racicot, to make their 
unhappiness clear. They extracted a pro- 
mise from him to meet with a group of “re- 
formed” ex-gays. 

The current furore was provoked by 
Rick Santorum, the third-ranking Republi- 
can in the Senate. Last month he linked gay 
sex to bigamy, polygamy, incest and adul- 


tery, asserted that sodomy was “antitheti- 
cal” to a healthy family and declared: “I 
have no problem with homosexuality. I 
have a problem with homosexual acts.” 

Mr Santorum gota predictable roasting 
in what conservatives call the liberal me- 
dia. In fact his remarks merely reflect Re- 
publican orthodoxy: the party platform, 
for example, goes out of its way to define 
marriage in a way that rules out gay un- 
ions. Yet Mr Bush’s people hardly rushed 
to defend their senator. Phyllis Schlafly, 
who brought down the Equal Rights 
Amendment in the 1970s, describes the 
establishment’s defence as “limp”. Paul 
Weyrich, head of the Free Congress Foun- 
dation, characterises it as “tepid”. 

For social conservatives this is just the 
latest in a long series of attempts by Mr 
Bush’s advisers to make his party more 
“gay-friendly”. At the 2000 convention 
there was a minor purge of anti-homosex- 
ual rhetoric; there will be another in 2004. 
Mr Bush has appointed several openly gay 
people to. his administration, including an 
ambassador and two successive heads of 
the Office of National Arps Policy. Social 
conservatives are particularly angry about 
a secret meeting in March between Mr Rac- 
icot and Human Rights Campaign, a gay 
lobbying group. 

Gary Bauer, a one-time presidential 
candidate, thunders that the “grass-roots 
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will not stand for continued ambivalence 
on these moral issues.” His successor as 
head of the Family Research Council, Ken- 
neth Connor, says “a house divided 
against itself cannot stand.” The Rev Don 
Wildmon, who owns nearly 200 radio sta- 
tions, declares that, if the Republicans con- 
tinue to beam at gays, “we will walk”. 

Gay marriage is not the only “betrayal”. 
Mr Bush has been far more willing to 
spend his political capital on tax cuts than 
on faith-based initiatives (which have 
been allowed to wither on the vine). Many 
fundamentalists dislike his insistence that 
Islam is a peaceful religion. Some are even 
angry that John Ashcroft, their main man 
in the cabinet, has taken such a draconian 
line on civil liberties: they worry that a fu- 
ture attorney-general may be able to spy 
on conservative religious organisations. 

Does all this noise matter? Some of the 
smartest observers of the political scene 
doubt it. Norm Ornstein, of the American 
Enterprise Institute, calls it a “toothless 
bark”. Would social conservatives really 
be willing to hand the White House over to 
the pro-abortion, pro-gay Democrats? 

Besides, most social conservatives still 
like Mr Bush. He enjoys approval ratings of 
more than 95% among Republicans; he 
also enjoys something that his father 
never had: trust. Mr Weyrich, the man who 
invented the “moral majority”, thinks that 
Mr Bush’s record on social issues is even 
better than the sainted Ronald Reagan’s. 
This trust is there largely because Mr Bush 
has fought harder on the other big social is- 
sue, abortion. 

One of Mr Bush’s first acts as president 
was to cut off money for organisations pro- 
viding abortions overseas. He has sup- 
ported several measures to restrict abor- 
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tion rights, ban partial-birth abortion and » 
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> define human fetuses as children (with at- 
tendant government-provided health 
benefits). He has imposed restrictions on 
stem-cell research and he used religious 
language in calling for a ban on cloning 
(“Life is a creation, not a commodity”). 
And he has bullied the Department of 
Health and Human Services into promot- 
ing sexual abstinence and marriage. 

Mr Bush has done other righteous 
things. His judicial nominations have in- 
cluded several evangelical Christians, such 
as Charles Pickering and Claude Allen, a 
leading advocate of abstinence-education. 
He has done all he can to accommodate 
conservative worries about his $15 billion 
initiative to fight Arps in the developing 
world. A third of the money will be spent 
on abstinence-education. Religious groups 
that participate in the scheme will not 
have to promote anything they see as mor- 
ally objectionable. 


The threat of staying at home 

Yet there are still three good reasons to 
think that the barking from the right may 
not be entirely toothless. To begin with, so- 
cial conservatives are not as pragmatic as 
the deal-doing business conservatives are. 
They are absolutists, who are willing to go 
to the stake for certain issues. 

Second, social conservatives are now 
buried deeper inside the Republican estab- 
lishment than ever before. In the 1990s 
conservative Christians tended to work 
through outside organisations such as the 
Christian Coalition. More recently they 
have worked from within, taking the battle 
to precinct meetings and the like. Accord- 
ing to astudy in Campaigns and Elections, a 
Washington magazine, Christian conser- 
vatives now exercise either “strong” or 
“moderate” influence in 44 Republican 
state committees, compared with 31 com- 
mittees in 1994, the last time the survey 
was conducted. They are weak in only six 
states, all in the north-east. Ralph Reed, the 
Christian Coalition leader until 1997, now 
runs the Georgia Republican Party. 

Anyone who doubts the clout of these 
Christian conservatives within the party 
should study the fate of last year’s bank- 
ruptcy-reform legislation, which the busi- 
ness wing of the party wanted. Social con- 
servatives destroyed the bill because it 
included a provision designed to crack 
down on anti-abortion protesters. 

A third reason for Mr Bush to worry 
about social conservatives is that they do 
have an alternative to voting Republican: 
they can stay at home. Karl Rove points out 
that some 4m Christian conservatives 
who voted in 1994 failed to vote in 2000. 
The return of many of these voters to the 
fold in 2002 helped the Republicans pick 
up vital Senate seats in Georgia and Mis- 
souri. If they feel let down in 2004, it could 
hand a close election to the Democrats. 

It will not get any easier. The White 


The great Texas Democrat hunt 


Band on the run 
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First rule of politics: if you’re going to lose, run away 


HE party that sent Lyndon Baines 

Johnson to the White House and 
ruled Texas for more than a century has 
had its share of indignities in recent 
years. Today, the once all-powerful 
Democrats hold no state office of any 
consequence. This week they played the 
only card they had left: they ran away— 
with the police in hot pursuit—thus de- 
priving the Republicans of the quorum 
of 100 lawmakers they need to pass 
laws in the 150-strong state House. In all, 
more than 50 Democrats—“Killer Ds” to 
their supporters, “Chicken Ds” to the Re- 
publicans—slipped across the Red River 
into Oklahoma. Most have holed up at a 
Holiday Inn in Ardmore, out of reach of 
Texan justice. 

As The Economist went to press, it 
looked as if they were going to stay there 
past May 15th. Only bills that have al- 
ready passed the state House by that 
date can become laws. That means tort 
reform will get through, but not a bill au- 
thorising a power grab by the Republi- 
can House majority leader in 
Washington, DC, Tom DeLay. This for- 
mer pest-exterminator, known as “the 
Hammer”, had convinced Republicans 
in his home state to push a redistricting 
bill through the Texas legislature which 
would add five or so Republican seats in 
the Congress. 

From their hole in the wall in Ard- 
more, the Democrats, who were no 
mean redistricters themselves in the 
good old days, claim their flight was 
made unavoidable by “Mr DeLay’s ego, 
appetite for power and disregard for our 


House’s strategy for the next year is to fo- 
cus on conservative causes that have over- 
whelming public support—such as opposi- 
tion to cloning and late-term abortion. But 
it will also have to deal with several issues 
that could drive a wedge between conser- 
vative activists and swing voters. 

The most important decision will in- 
volve the Supreme Court. At least one Su- 
preme Court justice may retire in the next 
year or so. Conservatives see the selection 
of a new justice as an issue on which they 
are prepared to break with the president. 
“We will not put up with another [David] 
Souter,” says Ms Schlafly, referring to a 
judge appointed by George Bush senior 
who has since voted in a liberal manner. 
On the other hand, moderate suburban 
women would be horrified by the idea of 
another conservative in the court, particu- 
larly an anti-abortion one. 
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Lining up the outlaws 


constitutional rights”. A furious Mr De- 
Lay suggested that the FBI arrest them. 
To no avail. The Republicans have got 
the famed Texas Rangers conducting a 
statewide dragnet, and they also sent 
four plain-clothes troopers, a bus anda 
jet to Ardmore in the hope of convincing 
enough Democrats to make the magic 
100 votes. None came. 

Besides killing off the redistricting, 
the Democrats’ boycott will also spoil 
the plan to plug the state’s $10 billion 
deficit. This is not making them popular, 
even in their Oklahoma bolt-hole. A sign 
in Ardmore reads, “Chickens are popu- 
lar—in France.” Against this, the “Killer 
ps” do not think they have much to lose. 
They hate the slash-em-up Republican 
budget, anyway; and they have been 
chafing against the iron-fisted rule of 
Tom Craddick, their new House speaker. 


Sexual politics will also crop up in two 
other decisions. The Massachusetts Su- 
preme Court will decide (in the Goodridge 
case) whether to legalise same-sex mar- 
riage. The federal Supreme Court will de- 
cide (in the Lawrence case) whether to 
overturn a Texas law that criminalises so- 
domy between same-sex couples. Social 
conservatives and moderates will want to 
know Mr Bush’s opinion. 

Mr Bush is better placed than anybody 
else in his party to manage the religious 
right. But some spouses are not amenable 
to even the most enlightened manage- 
ment. The Republican Party currently 
looks like an extraordinary electoral mach- 
ine. But it would be foolish to forget that 
the party is an amalgam of lots of different 
groups—and that one of the most impor- 
tant of these groups, the social conserva- 
tives, has a mind and a will of its own. @ 
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The past delays 
the future 


GREENVILLE, SOUTH CAROLINA 
Will quarrels over history stop people 
investing in South Carolina? 


LOT of tyres roll out of Michelin’s huge 

factory in Greenville. Lockheed Mar- 
tin and General Electric are also busily at 
work in this South Carolina county; so are 
numerous textile companies and a grow- 
ing number of firms based in Europe and 
Japan, not to mention 500 locally owned 
small businesses. Greenville county has 
long been South Carolina’s chief centre of 
industrial growth. So the protest march the 
Rev Jesse Jackson has planned for May 
17th, and an economic boycott of the 
county that began in late April, are a worry 
to many people. 

Why is Mr Jackson, who was raised in 
Greenville, so angry with it? Because the 
county council refuses to make the birth- 
day of the murdered civil-rights leader, 
Martin Luther King, an official paid holi- 
day for county workers. Mr Jackson, an el- 
oquently radical black politician, was with 
King when he was assassinated in 1968. “I 
am personally hurt that my home commu- 
nity won’t honour that man,” Mr Jackson 
says. 

The county council is a bit of an oddity. 
King’s birthday has been a federal holiday 
since 1986, and a South Carolina state holi- 
day since 2000. The city of Greenville 
joins in willingly enough. But the county 
council, which has a white majority, has 
for years declined to name the third Mon- 
day in January as a paid holiday—one of 
only three South Carolina counties that 
still hold out. The refusers say it is too 
costly to give the county’s 1,600 employ- 
ees another paid holiday, especially in the 
current recession. 

Congressman Jim DeMint, a conserva- 
tive white Republican who supports a 
paid King holiday, thinks the problem 
could be solved if “outside agitators” like 
Mr Jackson would go away. But Mr Jack- 
son won't. He has got Kweisi Mfume, the 
president of the National Association for 
the Advancement of Coloured People 
(NAACP), to join in Saturday’s march, 
which takes place on the 49th anniversary 
of Brown v Board of Education, the Su- 
preme Court decision that ended segrega- 
tion in America’s public schools. 

It is not only in Greenville itself that 
people are worried. The quarrel there, it is 
claimed, could affect other parts of the 
state. Next-door Spartanburg county is the 
home of the only factory in North America 
of the German carmaker BMW. Maybe 
other companies, American and foreign, 
that are thinking of moving to South Caro- 


lina will be scared off. Racial wrangling 
can cause much embarrassment. 

And it isn’t South Carolina’s only such 
wrangle. Passions about the Civil War 
have not yet entirely vanished. For the past 
two years the state’s section of the NAACP 
has been urging Americans who oppose 
the flying of the Confederate battle flag not 
to spend any money in South Carolina. Its 
complaint is that, although the state’s law- 
makers voted in 2000 to take down the 
Confederate flag that had flown for de- 
cades over the State House, they declined 
to send it off into a museum. They plonked 
the flag down on the State House lawn, fac- 
ing a busy intersection, where it still flut- 
tersrebelliously. m , 


Minnesota's budget 


Miracle. On ice 


ST PAUL 
He’d rather be playing hockey, but Tim 
Pawlenty has a deficit to sort out 


OLD, northern and Lutheran, with ice- 

fishing and coffee-klatches apparently 
the pinnacle of its social life, Minnesota 
does not always seem the most desirable 
place to live. But, over the decades, the col- 
lectivist impulse inherited from Scandina- 
via has been credited with making this 
state a particularly humane and even 
prosperous place. That impulse was en- 
capsulated in a package of new policies 
passed by the legislature in 1971: a “Minne- 
sota Miracle” that increased state funding 
for education and municipal services, 
raised income and other taxes, and low- 
ered taxes on property. 
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Three decades later, the major compo- 
nents of the miracle are still there. All that 
time, Minnesota has consistently ranked 
among the top states in health care, educa- 
tion, quality of life—and burden of taxes. 
But a two-year $4.2-billion budget deficitis 
now threatening the state’s Scandinavian 
tendencies. Its Republican governor, Tim 
Pawlenty, is brandishing the scythe, argu- 
ing that the state spends too generously 
and taxes too heavily. 

Minnesota, like many states, has seen a 
steep decline in tax revenues coupled with 
a precipitous rise in health-care costs. On 
top of that, the state is taking on the full 
cost of primary and secondary education, 
thanks to legislation enacted by the previ- 
ous governor, that unpredictable brawler, 
Jesse Ventura. 

Mr Pawlenty proposes to reduce the 
deficit without raising taxes or cutting 
school spending too much. That means 
deep cuts in state-funded health care, wel- 
fare programmes, higher education and 
aid to local governments, the poorest of 
which rely on the state for more than half 
their money. If his cuts become law, tens 
of thousands of low-income Minnesotans 
will lose their health insurance, thousands 
more will lose their welfare benefits, tu- 
ition fees at the state’s public universities 
will rise by double-digit margins, and 
towns across the state will put up property 
taxes while paring back services. 

Trying to sweeten the pill, the governor 
has criss-crossed Minnesota with a win- 
some smile. He says that the state faces a 
“New Frontier” (a phrase borrowed from 
Jack Kennedy), and exhorts its citizens to 
transform their collectivist generosity into 
a spirit of collective sacrifice. Early polls 
suggested that 56% of Minnesotans sup- 
ported this approach, especially the no- 
new-taxes part, and the state House of 
Representatives also gave its backing. 

But more recent polls suggest that Min- 
nesotans are deeply confused about curb- 
ing the deficit. Most of them think spend- 
ing cuts are the answer; but when they 
start to consider specific cuts in, say, health 
care, a slim majority prefers to raise taxes. 
In good populist fashion, almost 80% fa- 
vour raising taxes on the richest in the 
state. And 70% support an increase of a 
dollar a packet in the cigarette tax. 

The polls have dug both the big parties 
deeper into their redoubts. This week, the 
state Senate voted to raise taxes by $1.3 bil- 
lion, but both the governor and the House 
oppose this. There will probably have to 
be a special session that could last into the 
summer. It was at the end of such a mara- 
thon special session in 1971 that another 
winsome governor, Wendell Anderson 
(from Minnesota’s Democratic Farmer-La- 
bour version of the Democratic Party) pre- 
vailed in the budget battle that produced 
the Minnesota Miracle. His triumph put 


his face on the cover of Time with the >» 





> headline “The Good Life in Minnesota”. 
Much links the two governors. Both 
have humble roots; both attended the Uni- 
versity of Minnesota, staying on to do law 
degrees; both faced fiscal crises in their first 
year as governor. They also share a love of 
ice-hockey; Mr Pawlenty had a match with 
Mr Anderson, who played for the United 
States Olympic team, during the festivities 
that marked his inauguration. But critics 
have been quick to note the differences, 
too. Mr Pawlenty pledges no new state 
taxes, Mr Anderson raised them substan- 


The latest spy story 


tially; Mr Anderson lowered local prop- 
erty taxes, Mr Pawlenty’s policies will al- 
most certainly force them up again. 

This may be just a grim opening act for 
Mr Pawlenty. If he can solve the budget 
mess, he may win a breathing space for 
further reforms. He is a great one for mak- 
ing state government more efficient; many 
locals admit the Minnesota Miracle has 
made budgeting too haphazard. Butit may 
take time for Minnesota to decide to relin- 
quish the dream of becoming another 
Sweden. m 


They let her clean the China 


LOS ANGELES 


Meet the “Parlour Maid”, accused of being a latter-day Mata Hari 


HE last thing the FBI wants is more 

public scrutiny. It failed to spot things 
that might have given warning of the terro- 
rist attacks of September 2001. It suffered 
the embarrassment of having one of its 
agents, Robert Hanssen, caught exchang- 
ing state secrets for Russian diamonds. 
Now it has another scandal on its hands. 

Katrina Leung, who pleaded not guilty 
to various spying charges in a Los Angeles 
federal court on May 12th, does not sound 
like your typical double agent. A promi- 
nent local businesswoman, she sat on a 
distinguished foreign-policy committee 
with Disney’s chairman, Michael Eisner, 
and a former secretary of state, Warren 
Christopher. She prided herself on her 
contacts in both the American and the Chi- 
nese governments. In 1998, when a former 
Los Angeles mayor, Richard Riordan, 
wanted China to sign a multi-million-dol- 
lar contract for the use of Los Angeles’s 
port, Ms Leung is said to have fixed a meet- 
ing with the Chinese president, Jiang Ze- 
min. The trouble is that the woman the FBI 
code-named “Parlour Maid” may have 
been handing over American secrets to 
China’s Ministry of State Security. 

Her FBI “handler” seems to have beena 
bit of a mishandler. In 1982 James Smith 
hired Ms Leung, then a 28-year-old immi- 
grant from China, to do counter-intelli- 
gence work. She seemed well-qualified. 
She was fluent in Mandarin, Cantonese 
and English. She had a degree from the 
University of Chicago. But, although both 
of them were married, it was alleged this 
week that Mr Smith and Ms Leung 
plunged into a sexual affair that lasted 
nearly two decades. During this time, say 
documents produced in court, Mr Smith 
negligently let Ms Leung take classified 
documents out of his briefcase (some- 
times while he was using the bathroom). 


After searching her house, FBI investi- 
gators claim to have found three sets of 
photocopies, all containing classified in- 
formation. One related to an FBI investiga- 
tion of Peter Lee, a scientist convicted in 
1998 of providing the Chinese with in- 
formation that may have helped them de- 
velop their nuclear programme. The sec- 
ond was an intercepted conversation 
between two Chinese agents, “Luo” and 
“Mao”, discussing “issues relevant to na- 
tional security”. The third was described 
as a secret FBI electronic communication. 

Another FBI agent, William Cleveland, 
is also alleged to have had a sexual rela- 
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Two flags, two masters? 
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tionship with Ms Leung. The FBI came to 
suspect that she was a double agent in 
1991, when Mr Cleveland identified the 
voice of “Luo” as hers. He at once told Mr 
Smith of this, but her handler apparently 
took no notice; according to the indict- 
ment, he subsequently made 19 reports to 
his FBI superiors saying that Ms Leung was 
a reliable source (which he believed, say 
his lawyers, even though she refused to 
take a polygraph test). At no time did either 
man know that Ms Leung was having an 
affair with the other. 

In 1997, during an investigation into po- 
litical donations from a wealthy Indone- 
sian businessman, Ted Sioeng, Ms Leung 
said he was a respectable member of the 
local community. Federal investigators be- 
lieved that in fact Mr Sioeng was working 
for China, and sought to influence Ameri- 
can politics by giving $250,000 to the 
Democratic National Committee. Ms 
Leung is quoted as saying of Mr Sioeng: “If 
there is one criticism I can make of him, it 
is that he got himself in the limelight for so 
long that he attracted rumours and specu- 
lation.” A comment the Parlour Maid 
might usefully have applied to herself. 

Ms Leung faces up to 50 years in prison 
if convicted on all charges; Mr Smith, who 
has also pleaded not guilty, could get up to 
40. The government has said, in court doc- 
uments, that “the FBI must now reassess 
all of its actions and intelligence” about Ms 
Leung. The bureau has declared that 
“counter-intelligence and counter-terro- 
rism are top priorities, and human sources 
are the backbone.” Mr Smith and Mr 
Cleveland are presumably glaring furi- 
ously at each other. m 
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The bombsin — will further undermine Saudi Arabia’s influence in Washington 





SKED to name the most powerful foreign lobby in America, 

most people would say Israel’s. But for years another coun- 

try has been almost as successful in protecting its interests: Saudi 

Arabia. Now the Saudi lobby is facing its biggest crisis. The story 

of the decline of Saudi influence in Washington reflects not only 

the decay of a strategic partnership but also the problems inher- 
ent in conducting diplomacy through personal ties. 

For all the conspiracy theories about Jewish cabals in the 
Bush administration, the Israeli lobby is largely a “bottom-up” 
affair: its power comes from being able to mobilise Jewish voters 
and fund-raisers, as well as from widespread sympathy for Israel 
among non-Jews. The Saudis have run a “top-down” operation. 
There are few Saudi-Americans to be mobilised. The Saudi clout 
comes from influence on a handful of important people. 

This is exemplified in the story of Saudi Arabia’s ambassador 
to Washington, Prince Bandar bin Sultan. The swashbuckling 
prince is Exhibit A for the theory that gregarious charm and so- 
cial success pay diplomatic dividends. Exuberant and cigar- 
smoking, he peppers his idiomatic English with references to 
Thomas Jefferson and American football (he supports the Dallas 
Cowboys), and serves hamburgers on silver platters. His former 
job—as chief acrobatic pilot for the Saudi air force—was helpful 
in negotiating the sale of 60 F-15 fighters to Saudi Arabia, the first 
big American arms sale to an Arab state. 

Prince Bandar is a throwback to the days when diplomats did 
not just communicate policy, they shaped it according to whom 
they knew. He was go-between for the Clinton administration 
when it was dealing with President Hafez Assad of Syria and the 
Palestinians’ Yasser Arafat. He persuaded Libya’s Muammar 
Qaddafi to hand over the perpetrators of the Lockerbie bomb- 
ing. Last August he became one of only four foreigners—the oth- 
ers were all heads of government-—to be invited to lunch at 
President Bush’s Texas ranch. The photograph was splashed over 
the Saudi papers to show the kingdom’s clout. 

Yet in reality Prince Bandar’s power-—like that of his country— 
has long been waning. His glory days date back to the first Gulf 
war, when he virtually lived in the White House, was treated as a 
member of the Bush family (he wrote to the former president, 
“You are my friend for life, one of my family”) and helped to save 


his country from Saddam Hussein. But, if you live by personal 
connections, you die by them. Prince Bandar found the Clinton 
White House less welcoming. His relationship with Sandy 
Berger, the national security adviser, was especially frosty. He 
hoped-—like many other Arab leaders—that the election of the 
younger George Bush would bring back the old days. 

But by then he was starting to lose influence at home as well. 
Prince Bandar is the son of the Saudi defence minister, Prince 
Sultan. He was close to his uncle, King Fahd. One foreign leader 
told the New Yorker recently that the prince’s power lay in know- 
ing the king’s real views when these differed from the official 
Saudi position. But now a frail King Fahd has handed over day- 
to-day control to Crown Prince Abdullah, who has never been 
close to Sultan or Bandar. 

These murky family quarrels were soon made worse when 
the second President Bush refused to do what the new Saudi 
heir-apparent most wanted—apply his thumb to Israel, and put 
more effort into Middle East peacemaking. In the summer of 
2001 Crown Prince Abdullah ordered Prince Bandar to deliver a 
startling message: the Saudi government was prepared for a fun- 
damental reappraisal of its ties with America. If the aim was to 
apply shock and awe to the administration, it worked. “What the 
fuck are you doing?” the New Yorker reported Colin Powell as 
saying. “You scared the shit out of everybody.” “I don’t give a 
damn,” the prince is said to have replied to his former squash 
partner. “We’re scared ourselves.” 

In a letter to the crown prince, Mr Bush duly reassured the 
Saudis of American friendship and, for the first time, backed the 
creation of a Palestinian state. But the diplomatic costs were 
huge. The episode undercut Prince Bandar and the personal con- 
nections on which his country’s influence depended in Wash- 
ington. Since then, the prince seems to have spent most of his 
time in Aspen, Riyadh or England. 


A kingdom under siege 

And the timing—just before September 11th—was as bad as it 
could be. When 15 of the 19 hijackers turned out to be Saudi citi- 
zens, there was no one to go on television to say that al-Qaeda 
threatens Saudi Arabia as much as America. No one went to 
Capitol Hill to soothe congressmen irate that the Saudis are (as 
Senator Joe Biden put it) “funding hatred”. When a charitable do- 
nation from Prince Bandar’s wife went astray and ended up with 
al-Qaeda, it seemed to confirm American suspicions. 

This week the Saudis have tried to use the Riyadh bombing to 
rebuild the relationship, pointing out that Saudi Arabia, like 
America, is a victim of terrorism. The Israelis made a similar con- 
nection with suicide bombings. But this time the American pub- 
lic is likely to conclude that the Saudis are incapable of dealing 
with terrorists in their own land. And influential neo-conserva- 
tives, who think the Saudi royal family is part of the problem, not 
the solution, will hardly be reassured. 

None of this means that the basic bargain between the two 
sides—American protection for Saudi oil—has collapsed. The re- 
cent decision to pull most American troops out of the kingdom 
will remove one source of friction inside Saudi Arabia itself. 
Links between the two countries’ intelligence services remain, 
by all accounts, excellent. But there is more to alliances than this. 
In terms of public diplomacy, the old methods by which Saudi 
Arabia wielded so much influence in Washington are gone. So 
far, nothing else has taken their place. m 
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“Shiller’s ambition is 
exhilarating, and gives his 
work something that most 
business books lack; a deep 
sense of how economic ideas 
might transform people's 
everyday lives."—Th The New Yorker 
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SHILLER 
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THE GOVERNMENT OF MONGOLIA 
STATE PROPERTY COMMITTEE 


TENDER NOTICE 


FOR SALE OF THE 100% EQUITY INTEREST IN 
MONGOL DAATGAL INSURANCE COMPANY (“MDIC”) 


MDIC is Mongolia’s leading domestic insurance company, underwriting a 
broad spread of general insurance risks, including Property, Motor, 
Liability, Personal Lines, Aviation, and Agriculture. 


Eligible Applicants for this Tender include insurance companies, insurance 
practitioners, or financial services industry. investors/financial institutions, 
as further detailed in the official Tender Announcement. In order to 


| participate in the Tender, such Applicants are invited to submit a formal 


Application/Expression of- Interest. to the State Property Committee. 
Submissions must be received by 18:00 hours ( Ulaanbaatar time) on 
September 2, 2003. 


Full requirements for Application and the official Tender Announcement are 
available from the contacts listed. below or from the State Property 
Committee's s website, w www W.SPC-20V.ID. . 


State Property C ommittee _ Barents Group of 

Govt. House #4 as Bearing Point, Inc. 

Room 410 Govt. House #11, Room 301 
Ulaanbaatar -11 Ulaanbaatar -38 

Mongolia Mongolia ` 

Tel: 976-11-312 460 Tel/Fax: 976-11 +324 149 


Fax: 976-11-312 798 Email: barents@magicnet.mn 

This Notice is not the official Tender Announcement in accordance with the laws 
of Mongolia, The text of the official announcement, published in the Mongolian 
newspapers, is available from the State Property Committee website and the 
addresses above. 
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Don’t cry for Menem 


BUENOS AIRES 


It’s Néstor Kirchner, Argentina’s new president, who has grounds for complaint 


VER his wildly fluctuating career, in- 

cluding a decade as president and 
many a scandal and probe, Carlos Menem 
has done his country some services and 
many disservices. This week, he did it the 
biggest disservice of all. By pulling out of 
Sunday’s run-off ballot, he has notjust run 
away from the judgment of the voters. He 
has done his best to deny Néstor Kirchner, 
Argentina’s new president, the popular 
mandate he so desperately needs if he is to 
complete his country’s recovery from its 
horrendous financial collapse of 2001-02. 

Opinion polls show that Mr Kirchner, a 
fellow Peronist and hitherto obscure pro- 
vincial governor, would have won around 
70% of the vote on Sunday to Mr Menem’s 
30%. Now that vote will not take place. Mr 
Kirchner will take office on May 25th, but 
the official result of Argentina’s 2003 presi- 
dential election will be the narrow victory 
registered by Mr Menem in its first round. 
When things get tough for Mr Kirchner, as 
they surely will, Mr Menem will no doubt 
use this to dispute his legitimacy, and to 
cause trouble. 

For Mr Menem, the collapse was sur- 
prisingly swift and artless. After months 
predicting an easy victory, he won the first 
round on April 27th with just 24% of the 
valid votes—a mere 2% ahead of Mr Kirch- 
ner. He never appeared to recover from the 
shock. Despite his reputation as a political 


fox, his magic, at 72, was clearly waning, 
and the decline in his support caused 
panic among his regional backers, mainly 
governors and mayors, who are them- 
selves running for re-election later this 
year. He tried to claim that the election pro- 
cess was tainted. But in truth most Argen- 
tines were unwilling to forgive him for the 
corruption that marked his government, 
or for sowing the seeds of the country’s 
economic collapse. 

Mr Menem joins a long and inglorious 
recent list of Argentine leaders who have 
fled their political responsibility. He him- 
self assumed office six months early in 
1989, after the resignation of his predeces- 
sor, Raul Alfonsin. His successor, Fer- 
nando de la Rua, abandoned office in De- 
cember 2001 after two years, to be 
replaced by Adolfo Rodriguez Saá, who 
lasted just a week. The current president, 
Eduardo Duhalde—Mr Kirchner’s sponsor, 
and Mr Menem’s_arch-enemy—also 
brought forward his departure after social 
unrest last year. 

So, after all this, Mr Kirchner will be in 
office. But will he be in power? He can take 
heart from Argentines’ rejection of the old 
guard, personified by Mr Menem. But he 
will have to earn his mandate by effective 
government, and that starts with the econ- 
omy. He is more than likely to make Rob- 
erto Lavagna, Mr Duhalde’s economy min- 
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ister, his finance minister. That would be a 
good start, as Mr Lavagna has done much 
to repair Argentina’s finances thus far. 

With a short-term IMF deal due to lapse 
in August, a new accord will be condi- 
tional on a restructuring of the shattered fi- 
nancial system and a long-delayed and po- 
litically unpopular hike in utility tariffs. Mr 
Lavagna has indicated that he is ready to 
grasp that nettle. The Fund is also pressing 
for talks to start on the restructuring of Ar- 
gentina’s debt, the servicing of which will 
probably mean doubling the current prim- 
ary fiscal surplus from around 2% to 4% of 
GDP. All this while trying to nurture the in- 
cipient economic revival and improve so- 
cial conditions; over half the population is 
below the official poverty line. 

The political agenda is no less demand- 
ing. Mr Kirchner is less popular than Mr 
Menem within his own Peronist move- 
ment, and owed much of his success in the 
first round to the backing of Mr Duhalde’s 
party machine in Buenos Aires province. 
Many Argentines still see him as a mere 
puppet in Mr Duhalde’s internecine battle 
against the former president. 

But Graciela Römer, a political analyst, 
reckons that Argentina’s new president 
has demonstrated at least some early signs 
of adapting to an emerging political cul- 
ture based on pacts and alliances, eschew- 
ing traditional demagogy. Mr Kirchner ap- 
pears to understand the new environ- 
ment, she says. “We will have to wait and 
see his first acts of government to get a 
clearer idea...But his success so far has 
been due to achieving at least some across- 
the-board support, based on stronger po- 
litical institutions rather than personal 
leadership.” Thanks to Mr Menem’s poi- 
soned chalice, he now has no choice but to 
try to govern that way. m 






EREN 
A country turns 
upside down 


GUATEMALA CITY 
Guatemala is getting more like 
Colombia every day 


HE travelling circus that is the Central 

American Free-Trade Agreement 
(CAFTA) came to Guatemala City this 
week, hoping to tie up a regional trade pact 
with the United States by the end of the 
year. As Central America’s biggest econ- 
omy and its most populous country, with 
12m people, Guatemala is the key to 
CAFTA’S SUCCESS. 

However, CAFTA was not the only 
show in town. The Consultative Group 
(CG) was there too, checking up on things. 
The cG is made up of donor countries and 
international organisations that have un- 
derwritten Guatemala’s 1996 peace ac- 
cords. Those accords were supposed to 
end a civil war that had raged for 36 years 
and cost the lives of about 200,000 peo- 
ple. But the cG has been given evidence 
not only that the peace process has stalled, 
but that the country is slipping backwards. 

Elements in the armed forces and po- 
lice still seem to operate largely outside the 
law. Last week, a former colonel and head 
of the notorious presidential guard unit 
(EMP), Juan Valencia Osorio, was freed on 
appeal after being convicted last year of or- 
dering the murder of a human-rights in- 
vestigator, Myrna Mack, in 1990. No one 
has yet served time for the 1998 killing of 
Bishop Juan Gerardi. Some judges and 
lawyers have fled the country and its cli- 
mate of intimidation; many of the rest are 
under armed guard. 

The peace accords also contained ambi- 
tious plans to improve the social and econ- 
omic conditions which had allowed guer- 
rilla wars to breed. Aid has poured in, but 
progress has been slight. Even by Latin 
American standards, Guatemala remains 
a country of enormous inequalities. The 
American government estimates that 
about 83% of the population, and 90% of 
its indigenous people, live in poverty. 

Meanwhile, an ever-closer union is de- 
veloping between organised crime, for- 
mer and serving military and police offi- 
cers and some government officials. No 
one knows to what extent the security ap- 
paratus of President Alfonso Portillo’s gov- 
ernment is a prisoner of these “parallel 
powers” (or “clandestine groups”), or in 
collusion with them. But in January, the 
United States felt compelled to resuscitate 
the dead process of “decertification”, argu- 
ing that Guatemala was doing too little 
about drug production or trafficking. Ac- 
cording to the American report, Guatema- 
lan police “stole twice the quantity of 
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Still good breeding ground for civil u 
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drugs that they officially seized and...were 
identified with drug-related extra-judicial 
executions of both narco-traffickers and ci- 
vilians.” One local academic, Glenn David 
Cox, refers to this as the “Colombianisa- 
tion of Guatemala”. 

The government wavers between co- 
operation and defiance. On the one hand, 
it is working with a new United Nations 
commission to investigate the existence of 
the “clandestine groups”. On the other 
hand, Mr Portillo dismissed last week’s 
damning UN report on the implementa- 
tion of the peace accords with the remark 
that, if it were all true, “the country would 
be turned upside down.” 

Guatemala’s increasingly ugly reputa- 
tion is already proving costly. The govern- 
ment has failed to sell any of a $500m 
bond issue in the world markets, after vig- 
orous protests as to what the money might 
be used for. And American diplomats 
have given warning that the United States 
Congress is unlikely to ratify CAFTA if the 
drugs and human-rights scene in Guate- 
mala remains as it is. 

In November, Guatemala holds a gen- 
eral election; the campaign officially 
opened this week. What should offer 
hope, though, may precipitate a crisis. It all 
depends on General Efrain Rios Montt: a 
77-year-old who is one of the last caudillos 
in Latin American politics, the leader of 
the Congress and, in effect, the head of the 
ruling Guatemalan Republican Front 
(FRG) party. On May 24th, the FRG is ex- 
pected to acclaim him as their candidate, 
despite the fact that many hold him 
responsible for the massacre of thousands 
of civilians during “counter-insurgency 
sweeps” in the jungle when he was mili- 
tary dictator in 1982-83. Although the con- 
stitution bars people who took partin mili- 
tary coups from becoming president, few 






doubt that, if he was chosen as the FRG 
candidate, he would be allowed to run. 

That would make for a damagingly di- 
visive contest. Already, the FRG’s strategy 
to capture the vital rural vote has caused 
outrage. The government has just handed 
over the first tranche of a “compensation” 
package worth $650 to about 250,000 for- 
mer members of the notorious Civil De- 
fence Patrols. These men were recruited to 
help the army during the war; according to 
a church investigation, at least one-fifth of 
them were involved in massacres and 
other human-rights abuses. There is no 
plan to compensate their victims. m 


Canadian politics 
Martin by a mile? 


OTTAWA 
For many, the Liberals’ leadership 
contest looks settled already 


IX months must still pass before Can- 

ada’s ruling Liberals, at their party con- 
vention in mid-November, get down to 
choosing a new leader. Nine months will 
drag by before Jean Chrétien, who an- 
nounced his retirement last August, at last 
hands over the standard. But the snail- 
slow changing of the guard has speeded 
up sharply with a series of televised de- 
bates between the three contenders. These 
debates are making painfully clear the 
strained relations between the two main 
candidates, Paul Martin and John Manley. 

Most Canadians believe that Mr Chré- 
tien planned his drawn-out disappearance 
deliberately to thwart Mr Martin, whom 


he had fired as finance minister last June »» 
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and replaced with the younger Mr Man- 
ley. Mr Martin had made no secret of his 
impatience to be prime minister, consider- 
ing that he had earned it by eliminating 
Canada’s budget deficits and featuring 
large in the Liberals’ victories in three suc- 
cessive elections. Mr Chrétien appeared to 
hope his rival would fade into obscurity 
and become too old (he is 64) to win keen 
support. His father, Paul Martin senior, 
failed in three leadership bids, losing his 
last to the youthful Pierre Trudeau in 1968. 

Ironically, his dismissal allowed Mr 
Martin to make countrywide speaking 
tours and build up not only a formidable 
phalanx of delegates but also a massive 
campaign fund. Meanwhile, Mr Manley 
had the budget and border security to 
wrestle with, and he and other cabinet 
ministers were forbidden to raise funds for 
several months. He eventually declared 
his candidacy last month, and has the 
open support of a dozen Mps—besides that 
of Mitchell Sharp, a 92-year-old former fi- 
nance minister who remains the prime 
minister’s mentor. 

As for Mr Martin, he opened his cam- 
paign officially, on May 6th, with more 
than 100 Mps—including 15 cabinet minis- 
ters— crowded around him. He has tough- 
ened his criticism of the Chrétien govern- 
ment, accusing it of drifting on important 
immediate issues: waiting lists in the 
health-care system, preventive action over 
SARS and clumsy handling of the United 
States in the war against Iraq. He has made 
a priority of healing relations with Wash- 
ington, and has declared that Canada 
should not delay in joining the Nuclear 
Missile Defence (NMD) project. 

The televised debates have unleashed 
the fierce, or possibly desperate, side of Mr 
Manley, who is usually thought a bit dull. 
In both debates, he has challenged Mr 
Martin to disclose all political contribu- 
tions he has gathered and the names of the 
contributors. When Mr Martin, who ran a 
big steamship line before entering politics, 
said he would follow party rules and dis- 
close his list 30 days before the convention, 
his rival retorted that the delegates would 
have been chosen weeks before. On two 
occasions Mr Manley has accused Mr Mar- 
tin of “pandering to the United States”—a 
curious taunt, many think, since he him- 
self is the minister who has dealt closely 
with American officials over continental 
security. 

They are both, however, in favour of 
talking with Washington about partner- 
ship on missile defence, arguing that Can- 
adais likely to be the “debris zone” for mis- 
siles and should be at the table to protect 
its sovereignty. The Liberal caucus is di- 
vided and has not settled on a position, de- 
spite lengthy discussions. It has been left to 
the third leadership contender, Sheila 
Copps, the heritage minister, to voice 
strong opposition to NMD in the debates. 
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Yet Ms Copps is given little chance of win- 
ning. She has presented herself as a cham- 
pion of the environment, gays, minorities 
and women, and has drawn ridicule for 
suggesting that the national anthem (“true 
patriot love in all thy sons command”) 
should be gender-neutral. 

Mr Martin has won most applause in 
the debates. Indeed, he is seen so widely as 
the runaway winner that an editorial in 
the Globe and Mail on May 1oth argued 
that Mr Chrétien should leave in Novem- 
ber instead of February. Its only reserva- 
tion was that Mr Martin would then want 
to call an election in the depths of winter, 
which would hardly be popular with Ca- 
nadians. An election would allow him to 
pick a new cabinet team: one in which, he 
has made it plain, there would be no guar- 
antee of a post for either of his rivals. = 


Peru's president 
Toledo’s own 
goals 


LIMA 
An opportunity lost to infighting and 
incompetence 


j ew economy grew by 5.2% last year, 
faster than any other in Latin America. 
Growth is continuing at a similar pace this 
year. Tax revenues are climbing and infla- 
tion is muted. Elections for new regional 
governments went smoothly. Yet Alejan- 
dro Toledo is one of the region’s least pop- 
ular presidents, and ever less so. According 
to Apoyo, a polling company, only 17% of 
Peruvians approve of their president. 
What is going wrong? 

Mr Toledo, an economist of Andean In- 
dian descent, took office in July 2001 after 
ten years of increasingly autocratic rule by 
Alberto Fujimori. Mr Fujimori’s flight to Ja- 
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pan in 2000 revealed not just systematic 
corruption, but an institutional void. His 
successor offered a new, democratic, start. 

Yet part of the difficulty lies with Mr To- 
ledo himself. He has a knack for creating 
political problems. He has got involved in 
matters better left to others: he clashed 
with Congress by vetoing a populist law to 
slash telephone rates, only to be accused 
of collusion with the telephone company 
by negotiating reductions himself. 

Some of his actions echo those of Mr 
Fujimori. Mr Toledo is alleged to have in- 
tervened to arrange the handover of two 
television stations to allies. After it was re- 
vealed that aides had swapped dozens of 
calls with the director of a Tv channel, al- 
legedly pressing for favourable coverage, 
the aides offered contradictory stories, and 
Mr Toledo’s press secretary resigned. 

Several of Mr Toledo’s recent appoint- 
ments have been unwise. To strengthen 
the presence in government of Perú Posi- 
ble, his weak and amorphous party, he 
has sacked many of the reforming techno- 
crats he began governing with. Their re- 
placements are undistinguished. The pres- 
ident’s lawyer was forced to resign as head 
of the intelligence service after just three 
months over reports that he had illegally 
tapped phones. The government also faces 
accusations of nepotism. 

Officials claim that elements of the old 
regime are pulling strings to discredit Mr 
Toledo and halt his anti-corruption drive. 
Last week, a congressman was expelled 
from Peru Posible after he had launched a 
witch-hunt against José Ugaz, the special 
prosecutor who had spearheaded an in- 
vestigation into the corruption of Mr Fuji- 
mori’s regime which saw scores of former 
generals and officials jailed. 

So far, all the political squabbling has 
not halted the economy’s progress. But 
there are worrying signs. Richard Webb, 
the central bank head, is being under- 
mined by infighting among the bank’s gov- 
erning board. Pressure for more public 
spending is mounting. Public-sector work- 
ers want higher wages: on May 12th nearly 
300,000 state teachers came out on strike. 
Regional governments want more invest- 
ment. Coca farmers are demanding subsi- 
dies, while rejecting the crop eradication 
that is the price of American aid. 

Sustaining economic growth requires 
higher private investment and reform, es- 
pecially of taxes and of the state. With the 
economy growing, and with private in- 
vestment improving too (estimated an- 
nual growth was 6.3% in the first quarter, 
up from 4.3% in the fourth quarter of last 
year), now is the time to press forward 
with such reforms. Instead, the govern- 
ment is borrowing abroad to finance a fis- 
cal deficit that remains at close to 2% of 
GDP. Unless Mr Toledo changes course, he 
risks frittering away Peru’s great opportu- 
nity for democratic revival. m 


Congo’s war 


Waiting to be rescued 


NAIROBI 





The UN wants to stop the massacres in eastern Congo. But how? 


OOR Kofi Annan. Just when he thought 

things couldn’t get any worse, Congo 
proved the UN’s secretary-general wrong. 
On May 6th, Uganda withdrew its occupy- 
ing troops from Bunia, a town in Ituri, in 
north-eastern Congo. Chaos followed. The 
town’s 700 UN peacekeepers, largely Uru- 
guayans, found themselves cowering un- 
der a shower of mortars and grenades, 
while tribal militias looted, murdered and 
maimed their victims in the rutted roads 
outside the UN’s barracks. 

As the battle for Bunia rages on, 10,000 
terrified civilians have taken refuge in the 
UN compounds. With little food or clean 
water, their babies are already dying. And 
with tens of thousands more people flee- 
ing into the hilly killing fields outside the 
town, the UN has given warning of a possi- 
ble genocide. Other outsiders have taken 
notice. On May 13th, France agreed in prin- 
ciple to send its soldiers to the rescue, after 
Mr Annan begged for a “coalition of the 
willing” to sort out the mess. 

Whether France will actually deploy 
troops to Bunia remains in doubt. Wary of 
becoming embroiled in an unstoppable 
slaughter, and of the damaging publicity 
that this might bring, the French govern- 
ment wants allies. But America has re- 
fused to join, and Britain is already fully 
committed in Iraq. There are no other 
likely candidates among—in Mr Annan’s 
careful phrase—“governments with capac- 


ity”. And the plight of his hapless Uru- 
guayans has shown, not for the first time, 
the futility of sending ill-equipped soldiers 
to police third-world wars. 

Last week, the besieged peacekeepers 
fired the mission’s first shots in earnest, 
into a violent crowd of civilians and mi- 
litiamen who were attempting to storm 
their razor-wire perimeter. In fairness, the 
Uruguayans had tried to negotiate, but 
failed; their brave French commander was 
slashed across the chest with a machete. 

Carla del Ponte, the UN’s war-crimes 
prosecutor, says that the killing in Ituri 
“could be genocide”. This suggests a bid to 
shock rich governments into helping. Or, 
perhaps, Ms del Ponte simply knows little 
about the Congo war. A recent estimate by 
an American aid agency, the International 
Rescue Committee, puts the death toll at 
between 3.1m and 4.7m people, most of 
whom perished from the starvation and 
disease that result when civilians are in al- 
most perpetual flight from armed men. 

The inferno began when Rwanda and 
Uganda invaded Congo in 1998, sparking a 
convoluted regional war, of which this 
week’s calamity is but a small part. The 
Congolese government has no sway over 
its eastern parts, such as Ituri. Uganda, 
which shares a border with Ituri, has tried 
to rule it through proxy militias. It has 
armed both of the large local tribes, the 
Hema and the Lendu, pitting each against 
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the other, and fuelling a wave of tit-for-tat 
massacres which have claimed tens of 
thousands of lives. On a recent visit, your 
correspondent saw the burned villages 
and freshly scattered graves of both tribes. 

Congo is not Rwanda: it lacks the so- 
phisticated, authoritarian political ar- 
rangements that enabled the Hutu govern- 
ment in 1994 to order the extermination of 
the Tutsis, and nearly to succeed in exter- 
minating them. It is a small mercy, but the 
killing in Ituri is less systematic. 

Panicked into action, Mr Annan is pre- 
senting Ituri’s war as a special case for in- 
tervention. It is not, in fact, so special, 
rather a particularly grisly example of a 
dozen or more micro-conflicts bubbling in 
eastern Congo, most of them within 
Rwanda’s much larger sphere of influence 
to the south. These conflicts feature a be- 
wildering and constantly mutating horde 
of rebel and tribally-based militias, most 
of them armed either by Rwanda, Uganda 
or Congo’s government in Kinshasa. 


No help in sight 
Who will put an end to this nightmare? 
Clearly it cannot be the UN, which can 
barely raise half its mandated comple- 
ment of 8,000 peacekeepers, and spends 
almost half of its $600m annual budget 
just flying over Congo’s vast, roadless for- 
ests. Nor can it be the Congolese govern- 
ment, which sent 600 policemen to Ituri 
ahead of the Ugandan withdrawal, only to 
see them sell their guns to the Lendu mili- 
tia, and then take refuge themselves in the 
UN barracks. A little embarrassed, the gov- 
ernment next sent its human-rights minis- 
ter with a suitcase full of cash and orders to 
buy off all sides. Now, he is in the barracks 
too, being treated for hypertension. 

All this is meat and drink to Uganda’s 
president, Yoweri Museveni, who has la- p» 
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> belled the UN peacekeepers a bunch of 
“dangerous tourists”. This is rich, coming 
from the head of the regime most culpable 
for events in Ituri, and which continues to 
meddle there. On leaving Bunia, Ugandan 
soldiers donated their artillery to Hema 
militiamen, including many who be- 
longed to a murderous gang that the Ugan- 
dans had attacked and driven from the 
town in March. With these weapons, the 
Hemas retook Bunia from the Lendus on 
May 12th, sending the pendulum of tribal 
murder swinging the other way. 

Despite pressure from South Africa, Mr 
Museveni has refused to endorse the 
mooted French intervention. Perhaps he 
means to volunteer a return of his own 
men. That would be bad news for Ituri’s 
ravaged people—though any intervention 
might please the Uruguayans, who must 
want to go home, whatever happens. m 


Sudan’s war 


Peace, the 
unimaginable 


KHARTOUM 
American pressure is nudging Sudan 
towards peace. But there is far to go 


HIAL BOL’S earliest memory of war 

was of seeing tanks rolling through 
the fields near his home. That was in 1967, 
when he was five. The war began in 1955, 
when most Sudanese people’s parents 
were not yet born. The fighting paused be- 
tween 1972 and 1983, but then resumed. 

Southern Sudan, the mainly black and 
Christian or pagan region where Mr Bol 
comes from, is in ruins. In the country as a 
whole, the war has killed between 1m and 
2m people since 1983, and prompted 4m to 
flee their homes. The government has 
sought to starve the Sudan People’s Libera- 
tion Army (SPLA), the main southern rebel 
group, of food and recruits, by depopulat- 
ing the areas where it operates, especially 
where there is oil. Mr Bol’s parents, for ex- 
ample, had to abandon their home five 
years ago, when government bombers 
obliterated their village. 

By this time, Mr Bol had moved to the 
capital, Khartoum, in the north. He is safe 
from the shrapnel, but not from the gov- 
ernment. As the editor of a feisty indepen- 
dent newspaper, the Khartoum Monitor, 
he has been arrested 28 times, he says, for 
transgressions such as inciting hatred of 
the state and misquoting the Koran. Last 
week, the Monitor was shut down and Mr 
Bol spent another uncomfortable night be- 
hind bars. The government often cites na- 
tional security as an excuse for this sort of 
thing. “It’s normal,” says Mr Bol. 

The war has lasted so long that people 
find it hard to imagine it ever ending. But 


Swaziland’s monarchy 
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Celebrating 30 oppressive years 


JOHANNESBURG 


With hope and crossed fingers for a constitution 


nad the tiny mountain king- 
dom on South Africa’s edge, has been 
under a state of emergency for 30 years. 
This allows it to hold elections of a kind, 
but bans opposition to the monarchy, 
forbids political parties, and denies 
women the right to own land. Recently, 
King Mswati III has been happily crow- 
ing about his one-man rule. 

Last month, for example, he ad- 
dressed 400 sycophantic clergymen at a 
snappily-titled conference on “The dis- 
advantages of multi-party democracy”. 
To murmurs of approval he told them 
that “democracy is not good for us be- 
cause God gave us our own way of do- 
ing things”. Responding to his speech, a 
dutiful cleric pointed out that if people 
get the right to choose leaders, they al- 
ways choose evil. 

A grand protest that was planned last 
month to mark the 30th year of repres- 
sion fizzled into nothing. A few newspa- 
pers dare criticise officials, but not 
royalty. Lawyers offer almost the only re- 
sistance: the chief justice of the High 
Court, and the entire bench of the Court 
of Appeal, resigned because of govern- 
ment meddling; and two senior lawyers 
have been threatened with deportation 
for criticising misrule. 

South Africa mildly expresses its un- 
happiness about censorship. But its criti- 
cism is muted, perhaps because 70 
South African chiefs who live near the 
Swazi border say they want the frontier 
shifted so that their territory, and ım 
South Africans, can become part of the 


this year, it might. The government and the 
SPLA promised to sign a formal peace deal 
by June. This deadline will probably be 
missed, they concede, but both sides do 
seem to be negotiating seriously, for the 
first time. 

Foreign pressure has been crucial. If the 
Sudanese government does not negotiate 
in good faith, America has threatened to 
choke it with economic sanctions and 
bankroll the sPLA. The regime thinks this 
unfair, but it takes threats from the Bush 
administration seriously, so it has made 
enough concessions, at least on paper, for 
the Americans to declare last month that it 
was indeed showing good faith. 

President Omar Bashir has other rea- 
sons for wanting peace. His government is 
tired of being a pariah. It wants respect- 
ability, aid, and American firms to help 
pump Sudanese oil. Even before Septem- 
ber 11th 2001, it was trying to convince 


kingdom. Britain might be thought to be 
concerned with democracy, but this 
week Queen Elizabeth played host to 
King Mswati without making a fuss. 

Seven years ago, Prince David Dla- 
mini, a diplomat, was told to write a 
constitution. He got help from the Com- 
monwealth, especially experts from 
Tonga and Ghana, and looked at 19 other 
constitutions, mostly in Africa. Many 
had long given up believing it would 
ever be seen, but Prince David now says 
that it may be made public in the next 
week or two. He also says that he is 
“hoping and crossing fingers” that it will 
come into force before the elections due 
in the second half of the year. Well, if so, 
it would be a start, of sorts. 





Democracy, he says, is bad for you 


America that it no longer supported terro- 
rism. It asked Osama bin Laden, who lived 
in Sudan in the mid-1990s, to leave, and it 
shared intelligence with Washington. 

In the past year, it has also drastically 
reduced the amount of slave-trafficking on 
its territory, by stopping a train whose 
mounted escorts used to capture southern- 
ers and sell them. The government denies 
that slavery exists in Sudan, but some 
northerners, including Mr Bol’s jailers, ha- 
bitually refer to black southerners as abid: 
Arabic for “slave”. 

The sPLA also has reason to make 
peace. The government's oil revenues are 
rising fast, allowing it to buy more helicop- 
ter gunships. In a country as vast as Sudan 
(imagine seven Germanies with hardly 
any roads), a rebel movement that relies 
on young boys to carry its supplies on foot 
is extremely vulnerable to air power. 


So a deal is possible. A ceasefire signed »» 





> in February seems to be holding, more or 
less. Negotiators met in Kenya last week to 
start a fifth round of talks about power- 
sharing. The details will be tricky. How 
much power will the government surren- 
der, and how much of the oil money? Min- 
isters insist that a proposed transitional 
government will be democratic. Maybe, 
but neither of the parties that will domi- 
nate it—the current regime and the sPLA— 
has much experience in this area. 

Those who expect to be left out are furi- 
ous. In the western region of Darfur, anew 
rebel group briefly captured an airport and 
killed 75 soldiers last month. The govern- 
ment dismissed them as “bandits”, but if 
so, they are well-organised ones. 

Even a flawed peace would be better 
than none, as the success of an interna- 
tionally-monitored ceasefire in the Nuba 
mountains, signed in January last year, il- 
lustrates. This black enclave in central Su- 
dan, where the government and SPLA 
used to trade atrocities, is now remarkably 
calm. Villagers who cowered for years in 
camps, subsisting on food aid, have re- 
turned to their fields, sunk new wells to re- 
place the ones the men with guns blew up, 
and started farming again. The vaccination 
rate for children in some areas has gone 
from zero to 100%. 

Relief efforts are hindered, however, by 
the government’s authoritarian mindset. 
Foreigners, even accredited aid workers 
running projects officials admit are life- 
saving, need a permit each time they leave 
Khartoum. This can take a week or more. 
The government should be publicising its 
success in Nuba, but your correspondent 
could not get a permit to visit it. m 


Rwanda’s genocide trials 


On a patch of grass 


KABUGA 
A slow start to the traditional courts 
that will try the lesser villains 


LL over Rwanda, foreign-financed bill- 
boards seek to persuade people that 
“the truth heals”. Maybe so, but it can also 
incriminate. Virtually all Hutus either took 
part in the 1994 genocide, or know some- 
one—a friend, a family member—who did. 
So most of them are reluctant to give evi- 
dence to the traditional courts charged 
with figuring out who killed whom. Tutsis 
are more willing to testify, but since those 
who survived often did so by hiding in 
dark places such as pit latrines or church 
crypts, they generally saw little. 

Judging the genocide was never going 
to be easy. Perhaps 800,000 people, 
mainly Tutsis, were murdered in 100 days. 
Hutus who protested were also hacked to 
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Persuading people to say what they sa 
death. Until this year, there were more 
than 100,000 suspects in jail awaiting trial. 
The formal courts will never be able to try 
more than a fraction of them, so the gov- 
ernment has said that the lesser alleged 
perpetrators (but not the ringleaders) can 
be tried before gacaca: traditional courts 
once reserved for spats over stolen cows. 

Gacaca courts are supposed to be 
rough, cheap and the main means of Hutu- 
Tutsi reconciliation. They got off to a flying 
start: in October 2001, Rwandans elected 
258,208 gacaca judges, including 19 for 
each of the country’s 9,170 “cells” (tiny ad- 
ministrative units sometimes as small as 
200 people). The people of each cell are 
supposed to assemble before these judges 
on a patch of grass (gacaca). By hearing tes- 
timony from everyone who was there dur- 
ing the genocide, the judges are supposed 
to identify the culprits, and then pass judg- 
ment on them. But progress has been slow. 

After a year and a half, a pilot project is 
compiling lists of the dead and their al- 
leged killers. Only when this task is com- 
pleted, possibly in June, can the first proper 
trials begin. The whole process is sup- 
posed to last four or five years, but officials 
admit that this may not be long enough. 

A visit to a typical gacaca session gives 
an idea why. About 100 people have gath- 
ered in a grove of tall trees in Kabuga, a vil- 
lage outside Kigali, the capital. Evanice Mu- 
kamusoni, one of the judges, is struggling 
to persuade any of them to talk. There is a 
mass grave in the village, now with houses 
built on top of it, containing hundreds of 
bodies. Does anyone know anything 
about it? There is silence. 

Ms Mukamusoni, a Tutsi whose hus- 
band died in the genocide, wags her finger 
at reluctant witnesses. Seeing a crime, she 
counsels, is not the same as committing it. 
Still, nobody speaks up. Changing tack, 
she reads from the gacaca statute: “The law 
punishes those who do not tell the truth.” 
Silence, again. At a meeting a week later, a 
man, who lives only 50 metres from the 
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mass grave, is questioned closely, but he 
says that he never noticed it, as he is not 
the curious type. 

About 85% of Rwandans are Hutus, 
who generally feel that the justice system 
is rigged against them. Gacaca courts are 
not allowed to try cases where Hutus were 
killed by the invading Tutsi army that 
stopped the genocide, and whose leaders 
now run the country. Such accusations are 
often raised at gacaca meetings, but offi- 
cials insist that they can only be handled 
by normal courts. They rarely are, com- 
plain human-rights activists. 

Gacaca hearings are often delayed 
when not enough people show up. This is 
hardly surprising. Most Rwandans are sub- 
sistence farmers. They typically spend one 
day a week at the market, another at 
church and perhaps a third doing compul- 
sory community work. They could not 
spare a whole day each week to sit around 
talking, even if they wanted to, which they 
generally do not. It is only because Rwan- 
dans have such a long tradition of obeying 
orders that any gacaca sessions take place 
at all (a tradition that also helps to explain 
the genocide itself). 

On January ist, Rwanda’s president, 
Paul Kagame, undermined the gacaca sys- 
tem by announcing the release on bail of 
40,000 prisoners who had confessed to 
crimes related to the genocide. Most of 
these were either elderly or very young, or 
had already served time appropriate to 
their alleged crimes, but many survivors 
were furious to see them walk free. 

What was Mr Kagame’s motive in free- 
ing the 40,000? Money, perhaps. The cost 
of keeping genocide suspects in jail is a 
crushing financial burden for the govern- 
ment, even though prisoners are fed by 
their families or the Red Cross. Electoral 
politics may also have been a factor. Some 
time this year, Rwanda is to hold its first 
election since the genocide. Mr Kagame’s 
party will contest it-and prisoners have 
families who vote. m 
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France’s pension reforms 





The unions say no. But might the 
government outmanoeuvre them? 


PARIS 


Huge protests tie up the country. We’ll go ahead, says the government 


66r THE street can give its views, but the 

street doesn’t govern,” said the 
prime minister, Jean-Pierre Raffarin, just 
before huge demonstrations on May 13th 
against his plans for pension reform 
brought France almost to a halt. Is he right? 
Or will the protests fatally undermine his 
government, as happened to his party col- 
league, Alain Juppé, an earlier prime min- 
ister who attempted fundamental re- 
forms? For all the scale of the demos (the 
trade unions claim 2m people took part, 
the police guess is 1m), the odds must fa- 
vour Mr Raffarin. 

One reason is that Mr Juppé’s downfall 
came when President Jacques Chirac 
rashly called early elections in 1997, letting 
those millions of voters who had taken to 
the streets in 1995 have their say at the bal- 
lot box too. He will not make the same mis- 
take twice; the next general election will 
not be until 2007. Second, unlike the intel- 
lectually arrogant Mr Juppé, Mr Raffarin is 
rumpled and friendly; he can talk of 
“srassroots France” without seeming to 
despise it. Third, even his most dogged op- 
ponents recognise that as people live lon- 
ger, some pensions reform is a necessity. 

Mr Juppé’s attempt at it, prepared in se- 
cret, came as a bombshell to public opin- 
ion. Mr Raffarin has spent months consult- 
ing just about everyone. Add a huge 
centre-right majority in parliament and an 


opposition in disarray, and he may well 
seem safe enough. 

Yet the security is relative, especially as 
some strikes continued beyond the one 
day originally planned. As Libération, a 
leading paper of the left, pointed out on 
May 14th: “It’s not the street that governs, 
but it’s the street that gives a government a 
slap in the face—and since yesterday Raffa- 
rin’s cheeks are red.” And public opinion is 
in two minds: pollsters find a majority 
agreeing that the pensions system must be 
reformed, but 48% are against Mr Raffarin’s 
proposals and only 42% for them—with 
two-thirds supporting the demonstrators. 

That is no great surprise. One essential 
element of the reform is that public-sector 
workers, who can now retire on full pen- 
sion after just 3712 years of contributions, 
will by 2008 have to work the same 40 
years as their counterparts in the private 
sector; and a quarter of France’ssworkforce 
is in the public sector, while half of all 
households have at least one family mem- 
ber there. Another proposal is that, as life- 
expectancy increases, so should contribu- 
tion periods; for example, to 41 years by 
2012 and to 42 by 2020. Many young peo- 
ple feel they’re being condemned to work 
for ever. 

Nor is the economy supplying any 
countervailing feel-good factor. Unem- 
ployment in March was 9.3% of the work- 
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force, up from 8.9% a year earlier; and in- 
vestment, household spending and 
consumer confidence are all weakening. 
Moreover, the European Commission and 
France’s EU partners are telling France to 
slim its public-sector deficit from this 
year’s likely 3.7% of GDP and its public 
debt, some 61% of GDP, as against the EU 
limits of 3% and 60% respectively. 

Mr Raffarin’s response has been to talk 
tough—but not too tough. He has told min- 
isters that the state “must not spend a sin- 
gle euro more” next year than this, while 
rejecting “a France of rigour, because rig- 
our means more taxes and higher 
charges.” Similarly, he has told the unions 
he will be tough on those who want to 
block reform but will listen to “construc- 
tive suggestions”. Even before meeting the 
unions on May 14th, the social-affairs min- 
ister, Francois Fillon, said there was room 
to negotiate on several issues: a rise in the 
minimum pension for the low-paid, for in- 
stance, or over penalties on those who re- 
tire after paying too few contributions. 


Crossed fingers 

Whether this makes financial sense is 
doubtful. Short of an unexpected and sus- 
tained burst of economic growth, most 
pundits reckon that even unmodified the 
reform package will not be enough to pay 
for pensions over the next 40 years. But it 
makes good political sense. Mr Raffarin 
has to juggle Mr Chirac’s insistence on cut- 
ting taxes, his commitment to pensions re- 
form and the European Commission’s in- 
sistence on balanced books. The effort 
looks likely to fail; but as the unions pre- 
pare yet more strikes in the run-up to next 
month’s parliamentary debate on the re- 
form, at least Mr Raffarin can hope to es- 
cape the fate of Mr Juppé. m 


44 Europe 
German foreign policy 


We’re not children! 


BERLIN 


Germans are still rethinking their relations with America and the world 


VEN before the Iraq war began, Ger- 

many was feverishly trying to repair 
what its chancellor described last week as 
its “vital friendship” with the United 
States. In the past few weeks, there have 
been signs of a thaw. Noises on each side 
have become gentler. Visits between top 
people have resumed. Colin Powell, Amer- 
ica’s secretary of state, is to visit Berlin on 
May 16th to talk to his German counter- 
part, Joschka Fischer, and to Chancellor 
Gerhard Schröder. At the end of this 


Germany's finance minister 


Under the gun 


BERLIN 


month or early next, it is conceivable that 
the chancellor and President Bush, who 
have not spoken to one another since last 
November but are due to meet first in St 
Petersburg and then at the G8 summit in 
Evian, in France, may again clasp hands. 
So talk of “normalisation” is in the air. 
But can relations between Germany and 
America ever return to what they were be- 
fore all the bitterness and mud-slinging of 
the past nine months? Or has there been a 
tectonic shift in Germany’s foreign policy, 


Hans Eichel, once so solid, is looking more vulnerable than ever 


C6 TRON Hans”, they used to call him. It 
was Mr Eichel who achieved Ger- 
many’s biggest tax cuts in half a century, 
preached a fierce austerity, and stuck rig- 
idly to a policy of squeezing the budget. 
For two years after taking over as finance 
minister in 1999 from the left-wing, fis- 
cally extravagant Oskar Lafontaine, Mr 
Eichel was the government's star. De- 
spite his penchant for spending cuts, he 
was widely admired for his integrity, 
courage, and unwavering loyalty to 
Chancellor Gerhard Schröder. 

But as Germany’s economy has con- 
tinued to flop, Mr Eichel has fallen from 
grace. Since growing by a respectable 3% 
in 2000, the economy has ground virtu- 
ally to a halt. Last year it grew by only 
0.2%; so far this year it has actually 
shrunk. Unemployment has climbed 
since the end of 2000, reaching a season- 
ally adjusted figure of 4.5m last month, 
the highest April figure since Germany’s 
two parts were reunited a decade ago. 
The unadjusted figure used by most Ger- 
mans could even top 5m this autumn. 
Bankruptcies are soaring. Spending on 
welfare is heading for a record. 

Mr Eichel admitted for the first time 
this week that, after last year’s deficit of 
3.6% of GDP, Germany would fail to 
keep within the euro zone’s 3% limit this 
year too. It would also miss its goal of 
balancing the budget by 2006. The coun- 
try, it seems, is trapped in a vicious circle 
of slowing growth, dwindling tax reve- 
nues, and higher unemployment and 
welfare spending. Mr Eichel confessed 





Iron or rust? 


that this year’s budget, endorsed by par- 
liament less than two months ago and 
based on growth of 1% and a deficit of 
2.7%, was already out of date. An extra 
budget would be needed. 

The conservative opposition are bay- 
ing for Mr Eichel’s blood. They say he 
lied to voters before last September’s 
election about how dire the economy 
really was. His policies, they claim, have 
failed dismally. Once Europe’s power- 
house, Germany is now its sick man. 
They say Mr Eichel has no credibility. 
Time for him to go. 

Decent, plodding and bland, Mr Ei- 
chel is an easy scapegoat. But he still has 
Mr Schréder’s trust and the support of 
most MPS in the ruling coalition of So- 
cial Democrats and Greens. As long as 
that lasts, he has no intention of step- 
ping down. Besides, there is no obvious 
replacement. But these days Iron Hans 
looks pretty limp. 
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leading to a permanent loosening of ties 
with America in favour of an even closer 
attachment to France, whose hostility to 
American hegemony is traditional? No 
one, Mr Schröder said last week, should 
try to force Germany into a “senseless 
choice” between its two key allies. But Ger- 
many is surely looking at itself and its role 
in the world in a new way that is bound to 
trouble some of its allies, particularly the 
Americans. 

In fact, this process began when Ger- 
many regained its full sovereignty after 
reunification at the end of the cold war. At 
first cautious, it has gradually begun to 
play a bigger part on the world stage. There 
was some unease when Mr Schröder de- 
clared, on taking office in 1998, that Ger- 
many had “come of age” and now in- 
tended to pursue its own national interests 
“without a complex”, like any other coun- 
try. But most leaders elsewhere, particu- 
larly in America, applauded the Germans 
as they began to break historic taboos, for 
instance by sending troops into combat 
zones for the first time since the second 
world war, first in Kosovo, then in Afghani- 
stan. Germany now has more troops in- 
volved in peacekeeping missions than any 
other country, bar America and Britain. 

German diplomats used quietly to 
boast that, though America’s closest rela- 
tionship was with Britain, its most impor- 
tant one was with Germany, the world’s 
third biggest economic power, placed stra- 
tegically at the heart of Europe. So why, 
ask American diplomats, did Mr Schröder 
risk Germany’s relegation to the interna- 
tional sidelines? A senior American as- 
serted in January that the chancellor’s stri- 
dent opposition to a war against Iraq had 
undone in six months all that had been 
achieved in the previous 50 years. “Ger- 
many has no international voice any 
more; it has sunk into insignificance.” 

Most Germans, naturally, do not see 
things quite that way. While many, par- 
ticularly diplomats, were appalled by the 
style and tone of Mr Schréder’s diplomacy 
over Iraq, most of them nevertheless be- 
lieve he was right to stand up to the Ameri- 
cans on this score. Yes, of course, say Mr 
Schröder and his compatriots, they are 
pleased that a cruel dictator has been top- 
pled. But, no, they still believe that war in 
this case was unjustified. The chancellor 
still denies that his early opposition, even 
to a war with a specific UN mandate, was 
prompted by electoral calculation. It was, 
he maintains, a matter of principle. 

It was also, he has said more recently, 
part of Germany’s “coming of age”, its 
“emancipation”. Since the second world 
war, Germany had done and said pretty 
much what the Americans had wanted. 
Now, for the first time, it has dared oppose 
the world’s sole superpower on a truly big 
issue. Mr Schröders use of the word 
emancipation, intended to apply to the »» 
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> whole of Europe and not just to Germany, 
has added salt to an already open wound. 
The Americans have protested that the 
word implies liberation from slavery. Was 
that how Germans viewed their relations, 
after all America had done to free them 
from the Nazis, protect them through the 
cold war, and support their reunification? 
The e-word, Mr Schröder hastened to as- 
sure them, meant emancipation “for one- 
self”, not as an act against anybody. 

A former American ambassador to Ber- 
lin describes Germany’s dispute with 
America over Iraq as “the opening shot of 
a new, disloyal, confused and weak Ger- 
many. This is not a grown-up but a teen- 
ager screaming defiance at the father.” Not 
so, says Joschka Fischer, Germany’s for- 
eign minister. “The transatlantic relation- 
ship is indispensable...The power of the 
United States is a totally decisive factor for 
peace and stability in the world. I don’t be- 
lieve Europe will ever be militarily strong 
enough to look after its security alone. But 
a world order in which the national inter- 
ests of the strongest power is the criterion 
for military action simply cannot work.” 
Amen to that, Mr Schröder would say. m 


Iceland’s election 


Cod’s own 
country 


REYKJAVIK 
Iceland’s record-breaking prime 
minister looks likely to hang on 


FTER narrowly winning Iceland’s gen- 
eral election on May 10th, David 
Oddsson, already Europe’s longest-serv- 
ing prime minister after 12 years in the job, 
may yet beat the record held by Helmut 
Kohl, Germany’s chancellor for 16 years 
until 1998, as western Europe’s longest- 
serving head of government since 1945. 
Whatis the secret of his success? 

The main reason is Iceland’s remark- 
able economy. Until last year it had grown 
by an average of 4.5% a year for five years— 
nearly twice the European Union average. 
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Oddsson on fora bull’s-eye 
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Plonked in the Atlantic with no resources 
but fish, geothermal power and its popula- 
tion of 288,000, Iceland has nonetheless 
managed to make itself the sixth richest 
country per capita in the world, measured 
in purchasing-power terms. Though its 
economy marked time last year, it looks set 
to expand again this year. Unemployment 
peaked at just over 3%. 

Fish still account for more than half of 
exports. The government has handled its 
marine resources cannily, avoiding the 
worst excesses of overfishing. In the past 
decade it has also encouraged diversifica- 
tion. Tourism has grown fast. So has the 
metals industry, with investors attracted 
by the country’s huge untapped reserves 
of hydroelectric and geothermal power. A 
new aluminium smelter to be built in the 
eastern fjords should give a further boost. 
Privatisation and a new entrepreneurial 
climate have also pepped things up. Ice- 
landic business has expanded abroad, ac- 
quiring—among other things—a big Rus- 
sian brewery, a Swedish bank, stakes in 
some of Britain’s big high-street retailers, 
and a minor British football club. 

Iceland has managed its human re- 
sources well too. Some 8,000 young Ice- 
landers study abroad every year, with 
America the most popular destination; 
amazingly, given the bleak climate and 
long dark winters, some 90% return, This 
helps keep the country dynamic and open 
to new ideas. Icelanders are among the 
world’s most active internet users, and 
publish more books per head than in any 
other country. 

Mr Oddsson, 55, a former actor, jour- 
nalist and comic playwright, is not with- 
out critics—and his conservative Indepen- 
dence Party, now with 22 of parliament’s 
63 seats, lost electoral ground, dropping 
from 41% to 34% of votes cast. He must cut 
another coalition deal with the economi- 
cally liberal Progressives, who held on to 
their 12 seats. The left-leaning Social 
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Democratic Alliance, led by Ingibjorg Sol- 
run Gisladottir, bidding to be Iceland’s first 
female prime minister, went up to 31% and 
20 seats—and could yet oust Mr Oddsson’s 
lot by going in with the Progressives. Quite 
a few Icelanders think the spoils of wealth, 
be they fishing quotas or social benefits, 
are not being evenly enough spread. 

Mr Oddsson, who can be abrasive and 
sharp-tongued, also faces challenges on 
the foreign front. He and most Icelanders 
remain firmly against joining the EU so 
long as they can enjoy economic ties to the 
continent as members of the European 
Economic Area, which gives them most of 
the EU’s trade privileges (except for fish 
and food) without letting them have a say 
in decisions. The country has also been a 
keen member of NATO, though it has no 
armed forces of its own; but some Iceland- 
ers fear that the Americans will scale 
down their base outside Reykjavik, while 
others want them to leave. 

Even if he keeps his job, will Mr Odds- 
son break Mr Kohl’s record? Some say he 
will return to his writing before finishing a 
full term. After all, Iceland has more stat- 
ues to poets than to politicians. = 


Cyprus 
Loosening up? 


ANKARA AND NICOSIA 
Is there still a chance for a settlementin 
Cyprus? 


HREE weeks after Rauf Denktash, the 

Turkish-Cypriot leader, unexpectedly 
threw open the borders of his statelet in 
northern Cyprus, queues of cars still 
stretch for several kilometres in each direc- 
tion. By May 15th, as many as 250,000 
Greek-Cypriots and 70,000 Turkish-Cypri- 
ots—about 40% of the island’s combined 
population—had visited what each com- 
munity calls “the other side”. The enthusi- 
asm of both sorts of Cypriot for getting re- 
acquainted after 29 years of official 
hostility has shocked the politicians and 
offered a new glimmer of hope that an is- 
land-wide settlement may be agreed be- 
fore Cyprus—in practice, the southern 
(Greek-Cypriot) side—joins the European 
Union in May next year. 

Greek-Cypriots are filling the cafés and 
restaurants of Kyrenia, a picturesque port 
on the north side that is known to Turks as 
Girne, and are gambling in northern casi- 
nos that would be banned in the south. 
They pile trolleys high at supermarkets, 
where prices are a third of those at home. 
Meanwhile Turkish-Cypriots visiting the 
south comb Nicosia’s boutiques for luxury 
brands unavailable in the north and sip 


caffe lattes in trendy bars. Tearful reunions >> 
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[P] Land to be handed back 
from Turks to Greeks 
under UN scheme 






BB British sovereign territory 


> of elderly neighbours from villages where 
Greek and Turkish populations once lived 
together are being shown on television on 
both sides of the island, with grandchil- 
dren fraternising cheerfully in English. 

Most first-time trippers say the main 
reason for crossing the border is to find out 
what happened to their old homes. “It’s a 
miracle,” says Ozdogan Advinli, a 46-year- 
old Turkish-Cypriot car mechanic, as he 
tramps across the “dead zone”, supervised 
by UN peacekeepers, that separates the 
Turkish- and Greek-controlled bits of Nico- 
sia, the capital. “I shall finally see Paphos 
again, the place I was born.” 

About 180,000 Greek-Cypriots fled 
south when Turkish soldiers landed on the 
beaches outside Kyrenia in 1974 to prevent 
a union of Cyprus with Greece following a 
coup plotted in Athens. Some 40,000 Turk- 
ish-Cypriots moved north. Questions 
about handing back property or paying 
compensation will loom large in negotiat- 
ing details of a settlement. Thousands of 
mainland Turkish settlers have moved 
into homes owned by Greek-Cypriots. 

Mr Denktash opened the border a 
week after Tassos Papadopoulos, the new- 
Greek-Cypriot president, signed Cyprus’s 
treaty of accession to the Eu on behalf of 
the whole island. Kofi Annan, the UN’s 
secretary-general, had blamed Mr Denk- 
tash publicly for the collapse in March, 
after decades of long and weary on-off ne- 
gotiations, of the latest UN effort to reunite 
the island. It offered wide autonomy for 
the two communities in their separate 
zones; it also required the Turkish-Cypri- 
ots—about 18% of the total population be- 
fore 1974, but now holding 37% of the is- 
land’s territory—to hand over 8%. 

Mr Denktash still says the Turkish-Cyp- 
riots will not enter the EU on May 1st 2004, 
when the new treaty to enlarge the Union 
takes effect. But public opinion in the north 
now overwhelmingly favours joining the 
European club. President Papadopoulos 
has called for the UN-sponsored reunifica- 
tion talks to restart as soon as possible, 
based on the plan Mr Denktash rejected in 
March. But there is a danger he may make 
things harder for Mr Denktash by demand- 
ing changes to the UN plan for a rotating 
all-island presidency, to give the Greek- 
Cypriots the upper hand in a loose federa- 





The Turkish-Cypriots’ leader 
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Rauf Denktash at bay 


LEFKOSE 


Could anew Turkish-Cypriot leader emerge in time to make a deal? 


AUF DENKTASH, the embattled Turk- 

ish-Cypriot leader, pours cold water 
on suggestions that “people power” has 
changed the equation. He insists that the 
status quo is working fine; all that is 
needed, he implies, is international rec- 
ognition of the Turkish-Cypriots’ north- 
ern statelet. He says he is delighted that 
the Greek-Cypriots need to show their 
passports and get visas to cross over to 
the Turkish side of the wire. He has even 
offered to let Greek-Cypriots file claims 
for property in Turkish-Cypriot courts. 

But resentment against Mr Denktash 
among Turkish-Cypriots, not least 
poorer ones who think they will become 
a lot richer if the UN plan is imple- 
mented, is growing. Public opinion in 
the north has swung heavily in favour of 
doing a deal that would let the whole is- 
land join the European Union. On their 
recent trips south, many Turkish-Cypri- - 
ots stop at a government office to apply 
for a Cyprus passport to let them travel 
and work in the Ev. “We’re fed up with 
being isolated,” says Ozdil Nami, an up- 

' and-coming businessman. “We want to 
join Europe.” 

That was one reason why mainland 
Turkey’s new reformist prime minister, 
Tayyip Erdogan, campaigned bravely 
last year in favour of the UN plan. But 
more recently he seems to have been 
persuaded by Turkey’s ever-influential 
generals, who see northern Cyprus as a 
strategic asset, to back Mr Denktash and 
his policies once again. It is not clear, 
however, that he will continue to do so. 

A growing number of Turkish-Cypri- 
ots are starting loudly to question the 
need for some 30,000 Turkish troops on 
the island. Many accuse their govern- 
ment of corruption. In February a huge 


tion. The federal government would run 
Cyprus’s relationship with the EU and 
oversee its judiciary and banking. 

Mr Annan wants to be sure that both 
sides, in particular Mr Denktash, agree to 
the outlines of a deal before starting, once 
again, to negotiate the final details. Both 
sides would also have to agree to hold ref- 
erendums to endorse a settlement plan. 
And the UN wants Mr Denktash to accept a 
timetable. 

The rapprochement should consoli- 
date over the next few months as the 
Greek- and Turkish-Cypriot governments 
adopt measures to help the two econo- 
mies converge. Greek-Cypriot hoteliers 
and builders are looking to Turkish-Cypri- 


demonstration—at one guess, 70,000 
people, a third of the Turkish-Cypriot 
population, including prominent busi- 
nessmen and trade-unionists—marched 
through northern Nicosia shouting slo- 
gans against Mr Denktash, with placards 
that read, “Yes to peace, Yes to the Ev.” 

Mr Denktash, now 79, looks haggard. 
He had a major heart operation in Octo- 
ber. His legendary charm and pugnacity 
are fading. The demonstrators, he says, 
were “on the pay list of foreign powers”. 
Most Turkish-Cypriots, he insists, are be- 
hind him. But it is unlikely that he be- 
lieves his own words. And he may be 
running out of time. A general election is 
due in his self-styled “republic” in De- 
cember, and opposition parties may 
well get a majority in its parliament. A 
new Turkish-Cypriot government could 
then press Mr Denktash to resign and 
would appoint a new negotiator readier 
to see the merits of the UN plan. 





His time is running out 


ots to fill a worsening labour shortage in 
the faster-growing and by now very much 
richer south. Turkish-Cypriot wholesalers 
are keen to sell their fruit and vegetables in 
the south. 

Nationalist politicians warier of cross- 
community amity warn that just a few 
violent incidents caused by the settling of 
old scores could ruin this budding Greek- 
Turkish friendship and close the border 
crossing points again. But back at the Nico- 
sia checkpoint, Mr Advinli, the car me- 
chanic, confidently declares that in the end 
“people power” will prevail. “Turkey, 
Denktash, the UN: we won't listen to them 
any more,” he says. “We shall reunite our 
island ourselves.” m 
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| Comparative corruption 


Different standards of probity across the continent pose a problem for the European Union 
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HEY must rank as the most expensive nappies in history. The 

diapers, chocolate and scent that Mona Sahlin charged to her 
government credit card in Sweden in 1995 cost €70 ($80)—and a 
promising political career. Tipped as a future prime minister, Ms 
Sahlin’s fortunes never recovered from the nappy affair and a 
subsequent revelation that she had failed to pay parking tickets. 

It takes a lot more to end a political career in France or Italy. 
Silvio Berlusconi, Italy’s prime minister, is on trial in Milan ac- 
cused of trying to bribe a judge back in the 1980s. It is just one of 
a string of criminal cases Mr Berlusconi has had to fight off, with 
charges ranging from false accounting to bribery, while keeping 
his political career and business empire in shape. Having failed 
to get his most recent case transferred to a supposedly more sym- 
pathetic jurisdiction, Mr Berlusconi is now hoping to push 
through a law to grant immunity from criminal prosecution to 
Italians with “high state roles”. A similar immunity rule helped 
Jacques Chirac, France’s president, avoid facing charges of finan- 
cial crimes allegedly committed during his long stint as mayor of 
Paris. When Mr Chirac ran for re-election as president last year, 
opponents produced a fake election poster with the slogan “Vote 
for me or I go to jail!” 

While Mr Chirac is exempt from prosecution, the trial of for- 
mer executives of the French oil company, Elf-Aquitaine (as it 
was formerly called), now under way in Paris, is yielding some 
startling insights into other corners of the French establishment. 
Elf, it seems, operated for many years as the unofficial slush fund 
of the French state, paying for everything from the suborning of 
African dictators to the election campaigns of the main right- 
and left-wing parties and lavish homes for selected executives. 
When Loik Le Floch-Prigent, the former chief executive, was 
questioned about the use of Elf money to buy him a Paris house 
for €9m, he admitted apologetically that “things did get a bit out 
of hand”. As for the use of a further €4.5m of company money to 
fund his divorce, the former CEO suggested that this had been 
done at the direct suggestion of Francois Mitterrand, then 
France’s president, who had been keen to ensure that Mr Le 
Floch-Prigent’s estranged wife did not reveal any embarrassing 
secrets about Elf. 

At least the French and Italian cases have come to trial. Not so 
the scandals surrounding Helmut Kohl, who used to be chancel- 


lor of Germany, and the illegal campaign contributions he mar- 
shalled for his Christian Democratic Union. There have long 
been allegations that some of his party’s cash pile came from Elf, 
as a political favour from Mitterrand. But the former chancellor 
isn’t telling. Though he has admitted that he ran a network of se- 
cret accounts stuffed with illegal campaign contributions, Mr 
Kohl says that honour prevents him from revealing the donors’ 
names. His staff conveniently destroyed many potentially rele- 
vant computer files in the days before he left office. 

In years gone by, revelations of corruption could be treated 
by people in other countries as good, dirty fun—and often as a 
welcome chance to confirm national stereotypes and scoff at 
neighbours. But in these days of deepening European political 
integration, different ideas about what constitutes corruption 
pose a real problem. 

In July, Italy will start presiding over the European Union for 
six months—and Mr Berlusconi will become the Union’s public 
face. The fact that he will be simultaneously on trial for corrup- 
tion, even if no verdict is handed down during the Italian presi- 
dency, is causing a few winces. Even if he is innocent, the 
implications for the Eu are not entirely reassuring, since his de- 
fence is based partly on the argument that Italy’s judicial system 
is utterly politicised and unreliable. Hardly a reassuring portrait 
of a country with the fourth-biggest economy in the Ev. 

Asense of mistrust between EU countries is not an abstract or 
occasional problem. It affects their day-to-day dealings. Con- 
sider the past week’s goings-on in Brussels. The Union’s finance 
ministers were in town, trying to nail down a deal on a pan-Euro- 
pean savings tax to combat tax evasion. But Italy is refusing to 
sign on the dotted line until it gets a deal on an utterly unrelated 
issue: it wants to spread out a fine on Italian farmers who ex- 
ceeded their permitted milk-production quotas. As one exasper- 
ated Eurocrat put it: “The Italians are delaying one anti-fraud 
measure because they have been caught out under another.” 

These problems of mutual mistrust will increase if the EU’s 
plans for much deeper judicial and criminal integration proceed 
apace. In the wake of September 11th the Union approved plans 
for a pan-European arrest warrant which will short-circuit tradi- 
tional and lengthy extradition procedures. But such a measure 
requires complete faith in the judiciaries of all 25 countries that 
will join the Union by the middle of next year, including several 
that have only recently emerged from the former Soviet block. 
Mr Berlusconi is clearly worried. He warned his colleagues, in 
vain, that the European arrest warrant might lead politically mo- 
tivated prosecutors to pursue their quarries across frontiers. 


A matter of standards 

A new European constitution being drawn up in Brussels at a 
convention on the Evu’s future is likely to integrate Europe’s crim- 
inal-justice systems even more tightly. A draft document pro- 
duced by the convention’s presidium (as its steering committee 
grandly calls itself) aspires to create a “European criminal-justice 
policy” replete with a European public prosecutor responsible 
for “investigating, prosecuting and bringing to judgment perpe- 
trators of serious crimes affecting several member states”. A list 
of possible crimes is drawn up elsewhere in the constitution’s 
draft. It includes terrorism, drugs-trafficking, racism and xeno- 
phobia, and corruption. But which definition of corruption will 
apply? The one applied to Ms Sahlin? Or the looser one preferred 
elsewhere in the Union? m 





The pound 





Why the falling pound brings gloom 


Sterling’s weakness spells an end to the feel-good economy 


OMETHING extraordinary happened 

in the run-up to Labour’s landslide vic- 
tory six years ago: the City’s currency deal- 
ers drove the pound higher rather than 
lower. For a party haunted by previous de- 
valuations—Harold Wilson railed against 
the “gnomes of Zurich”—this was a seal of 
approval to savour. 

Slung out of the ERM in 1992, sterling 
had sand kicked in its face until mid-1996. 
Then it started to do the kicking. By Janu- 
ary 1999, when the euro was launched, the 
pound’s trade-weighted value (the broad- 
est measure of its worth) had risen by 20%. 
Over the next year and a half sterling 
gained still further, particularly against the 
euro, rising as high as €1.75 in 2000. 

There were three main reasons why the 
pound started to punch its weight. First, 
Britain restored credibility to its monetary 
policy so that currency dealers ceased to 
worry about a return to the bad old ways 
of high inflation eroding the value of the 
pound. Second, the economy, and espe- 
cially the City of London, did well in the 
1990s, and this encouraged investment in- 
flows of foreign money. Third, currencies 
overshoot: dealers marked the pound 
down too far in the mid-1990s and marked 
it up too much at the end of the decade. 

The strong pound turned a healthy ex- 
pansion into a feel-good economy. Output 
increased steadily but scarcely boomed, 
averaging 2.6% in the six years to 2002. By 


contrast, consumer spending undoubt- 
edly boomed, growing at an average rate 
of 4.2%—well above its post-war trend rate 
of 2.7%. This was partly because consum- 
ers saved less but also because household 
spending power was boosted by the 
strong pound which kept inflation low. 

While consumers flocked into shops to 
buy cheap imports and on to planes for 
cut-price foreign holidays, export-reliant 
manufacturers flip-flopped in and out of 
recession. A rising deficit on net trade—ex- 
ports less imports—partially offset the 
stimulus from the consumer boom, acting 
as a drag on economic growth for each of 
the past seven years, a record. 

But now the pound has fallen back to 
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earth. So far this year its trade-weighted 
value has fallen by 6%. The decline since 
October has been the biggest since the 
pound left the ERM. The fall has been espe- 
cially marked against the euro: sterling has 
dropped to its rate at the launch of the euro 
in 1999. 

Probably the main reason for the fall is 
simply that the pound had previously 
overshot. But the markets have also started 
to question the underlying health of the 
British economy even though it has coped 
with the global slowdown more success- 
fully than the euro area. In the late 1990s, 
Britain’s prospects were buoyed by the 
City of London’s strengths when demand 
for global financial services was booming. 
Now there are fears that there will be a 
long winter in international capital mar- 
kets. That has made dealers worry more 
about the ability of Britain’s manufactur- 
ers to take up the slack. Trade figures issued 
this week underlined the recent weakness 
of goods exports. 

The pound’s decline will act as a tonic 
for the trading sector of the economy. It 
will allow businesses to step up produc- >> 


‘increase onyeareartier — 
MEGOP 8 Consumer spending 


eee hae RIEIA -FORECAST 


© SS BO ROS aS 





> tion for overseas markets and enable them 
to compete more effectively in Britain with 
imports. That in turn should help to boost 
overall growth. The National Institute of 
Economic and Social Research estimates 
that a fall of 6% in the trade-weighted value 
of the pound will boost growth next year 
by half a percentage point. In its quarterly 
Inflation Report, the Bank of England re- 
vealed this week that it is expecting the 
economy to grow more rapidly next year 
than it had forecast in February. 

But an export-led recovery will be a 
feel-bad economy. Households will no 
longer be able to benefit from cheap im- 
ports. Nor will they be able to count on fur- 
ther declines in interest rates. The Bank 
also said this week that it had raised its 
forecast for inflation because of the recent 
fall in the pound. This makes it more likely 
that interest rates will rise later this year. 
All this comes at a time when rising taxes 
were in any case due to eat into the growth 
of disposable incomes. 

Gordon Brown will also feel the pinch. 
The Treasury piggy-backed on the con- 
sumer boom of the late 1990s, raking in 
lots of indirect-tax revenues like VAT. Ex- 
port-led growth is less remunerative for 
the chancellor. So even if the economy 
does grow as rapidly next year as the chan- 
cellor hopes, it will not necessarily help 
him meet his forecasts for the public fi- 
nances. Worries about looming future tax 
increases to deal with budget deficits 
would then add to the feel-bad climate. 


Easing the way to euro entry? Hold on 
On the face of it, the fall in the pound re- 
moves a major obstacle to joining the euro: 
it has now reached a level where there are 
fewer worries about over-valuation. But 
sterling’s decline also argues for delay 
since the British economy now needs to 
adjust to a lower exchange-rate. The euro 
area also needs to adjust to its appreciation 
against both the pound and the dollar. 

In Britain, the response is likely to be 
higher interest rates whereas in the euro 
area it needs to be lower interest rates. So 
the current gap between Britain’s base rate 
of 3.75% and the euro area’s rate of 2.5% is 
likely to widen. That will make Britain less 
rather than more aligned with the euro 
area—underlining Gordon Brown’s view 
that Britain has not yet achieved the objec- 
tive of “sustainable and durable” conver- 
gence set outin the Treasury’s five tests. 

At the same time, the strong euro will 
hit growth in Europe while the weak 
pound will reinforce Britain’s recovery— 
hardly a promising backdrop for an early 
referendum on joining the euro. The euro 
zone will look less attractive than ever. 
And, as voters get gloomier, the govern- 
ment will need to focus on keeping them 
happy by improving public services— 
which is what it promised to do at the last 
election. m 


Northern Ireland 


Truth, lies and 
Stakeknives 


BELFAST 
Was the army’s top double agent head 
of the IRA’s internal security? 


ELFAST, origin of many of Britain’s od- 

der stories, this week produced its 
weirdest one for some time. As so often 
with tales about the Troubles, it was hard 
to know what to believe. 

The “Stakeknife” story apparently 
emerged as an unlikely consequence of 
the pensions crisis. It looks as though two 
low-level military intelligence agents, dis- 
gruntled by the government’s failure to 
look after them in their retirement, may be 
largely responsible for the story that a 
small-time Belfast builder, Freddie Scap- 
paticci, was both the 1ra’s head of internal 
security and an agent for the British army. 

Neither the army nor the IRA has de- 
nied the claim, although Sinn Fein, the 
IRA’s political wing, has described it as 
“black propaganda”. It was assumed that 
Mr Scappaticci had disappeared into the 
arms of Stakeknife’s former handlers, but 
he turned up in his solicitor’s office to tell 
the BBC that although he had been been 
involved with the Republican movement 
in the past, he had had nothing to do with 
it for 13 years, he denied the accusations 
and was mystified by the whole business. 

The allegations against Mr Scappaticci 
imply that the agent of one arm of the se- 
curity forces—the army—was murdering 
agents of the other bits. The rrRA’s internal 
security wing, which Mr Scappaticci is 
said to have run, was cheerfully known as 
the “nutting squad”. “Nutting” is killing in 
IRA slang. Some of those despatched by 
the nutting squad are thought to have been 
working for M15 and the police. 

It has long been rumoured that the 
army had a top-level agent known as 
“Stakeknife”. Mr Scappaticci is said to have 
offered his services in 1978, after he was 
beaten up by a senior IRA man, and to 
have been paid £80,000 ($130,000) a year. 

The details of Mr Scappaticci’s career 
that were reported this week are heavy on 
colour but light on provenance. He is said 
to have been involved in the deaths of 40 
people. The story most damaging to the se- 
curity forces, if true, is that when loyalist 
paramilitaries targeted Mr Scappaticci as a 
top IRA man, army intelligence agents 
tricked them instead into going after some- 
body else with an Italian name. Francisco 
Notarantonio, an elderly man who had 
not been involved with the IRA since the 
1940s, was murdered in 1987. 

What Stakeknife might have done for 
the security forces is unclear. According to 
one story, he warned them of a planned 
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attack on Gibraltar, which allowed the 
army to intercept the terrorists and shoot 
dead the “Gibraltar Three” in 1988. But the 
only known investigation of his activities 
has been carried out by Sir John Stevens, 
London’s police chief, who is currently 
looking into charges of collusion between 
the security forces and loyalist paramilitar- 
ies. Sir John has so far found no evidence to 
tie Stakeknife to either the Gibraltar bomb- 
ings or the Notarantonio murder, butis un- 
derstandably keen to talk to him. m 


Britons in Saudi Arabia 


The case weakens 


Do the Saudi Arabian bombings bring 
hope for British prisoners? 


OR some Britons, horror at this week’s 

bombings in Saudi Arabia will have 
been mixed with a sense of vindication. 
The attacks—which bear all the hallmarks 
of an al-Qaeda operation—seem like fur- 
ther confirmation that the Saudi Arabian 
government made a mistake two years 
ago, when it convicted five Britons on 
charges of planting car bombs. Their sen- 
tences have not been revealed, but are be- 
lieved to be between 18 years and death. 

The case against the Britons seemed 
weak to begin with, and has weakened 
over time. Suggestions that the men were 
caught up in a turf war over the alcohol 
trade seem unlikely; although some were 
involved with illicit bars with names like 
Celtic Corner, they seem to have had no 
reason for pursuing a vendetta against the 
victims. It seems rather more likely that the p» 


50 Britain 


> Saudi authorities were trying to cover up 
the existence of home-grown terrorist 
cells. Confessions were almost certainly 
coerced, perhaps with the use of torture. 

Now that the extent of terrorist activi- 
tiesin Saudi Arabia has been laid bare, will 
the prisoners be released? Not necessarily. 
The Saudi judicial system moves in a mys- 
terious, not to say capricious manner. As 
Kate Allen, Amnesty International’s UK di- 
rector, says: “Given that the system is al- 
most completely shrouded in secrecy, it is 
well-nigh impossible to tell whether the 
bombings in Riyadh are going to have any 
effect on the cases of those held for ‘alco- 
hol turf wars’.” 

Pressure from overseas might help clear 
the blockage. Jack Straw, the foreign secre- 
tary, who has adopted a softly-softly ap- 
proach to the case, has lately been making 
more optimistic noises about securing 
their release. But the recent bombings may 
have worsened, not improved, his negoti- 
ating position. For a besieged Saudi re- 
gime, the most acceptable explanation for 
the latest attacks is that they stem from an- 
ger over the Iraq war. m 


Rap music 


Thug lite 


It isn’t just political pressure that is 
turning rap from guns to peace 


T’S hard to know what is more ludicrous: 

a rapper in pursuit of respectability or a 
politician trying to connect with urban 
youth. Yet both are much in evidence at the 
moment. The nation’s street poets have 
moved beyond their usual subject matter 
(flashy cars, loose women, the joys of mar- 
ijuana) to grapple with the weighty issue 
of gun violence. In this, they have been 
abetted by the deeply square home secre- 
tary, David Blunkett, who allocated 
£70,000 to support a series of gigs in Lon- 
don last month. More are planned. 

Rappers have long been associated 
with violence, though usually in a bad 
way. Earlier this year, Mr Blunkett and Kim 
Howells, the culture minister, accused 
them of glorifying the thug life and turning 
guns into fashion accessories. It wasn’t 
clear whether the ministers were referring 
to American rappers or the milder British 
version. But the media lens soon focused 
on So Solid Crew, a popular British garage 
group whose members have shown a 
practical as well as a lyrical fondness for 
sidearms. 

The artists initially defended them- 
selves, arguing that their aggressive per- 
sonae did not cause violent behaviour in 
others. Then, under continued pressure, 


they pulled an abrupt U-turn and began to 
preach against guns. Prominent among the 
new pacifists is Asher D, who was jailed 
last year for firearms possession, and Lisa 
Maffia, who hit the headlines last month 
following a shooting at a club at which she 
was due to appear. 

Of course, if violent music does not 
cause violence, itis hard to see how concil- 
iatory words might increase the peace. So 
what are the gangstas up to? As shrewd 
business folk, they may simply be trying to 
protect their product. Record sales have 
fallen steeply in the last year or so, in part 
because the music has turned rougher. Ja- 
son Sweetman, manager of Uptown Re- 
cords in Soho, says that in his shop British 
garage singles used to sell 100 copies 
apiece; he now expects to move only ten or 
20. At the same time, clubs and legitimate 
radio stations have become increasingly 
leery of a musical form that—however un- 
fairly—has become associated with gang- 
land killings. 

This is a particular problem for main- 
stream groups such as So Solid Crew, 
which have achieved chart success in the 
past. As concert promoter Rob Hallett says, 
“If So Solid Crew hadn’t been blighted 
with the gun thing, they’d be the new 
Spice Girls.” So it is hardly surprising that 
the group has been in the forefront of anti- 
violence initiatives. 

Metaphorically speaking, though, they 
might have been better off sticking to their 
guns. The problem with taking a strong 
anti-violence line is that it can seem like 
pandering, and politically correct rappers 
are often left in the dust by less delicate 
souls. America furnishes a good example 
of what can go wrong. New York’s rappers 
took a firm anti-violence stance in the late 
1980s, but were soon overtaken—in sales 
and street cred—by the gun-toting lyricists 
of Los Angeles. m 





Lisa Maffia changes her tune 
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Foreign nurses 


Our country 
needs you 


JOHANNESBURG 
Britain’s working-holidays plan will 
encourage nurses to leave South Africa 


ALKS in South Africa this week be- 

tween Jack Straw, the foreign secretary, 
and Thabo Mbeki, the South African presi- 
dent, were dominated by Zimbabwe, ter- 
rorism and tourism. But on top of these, Mr 
Straw’s officials were keen to promote a 
new plan to make it easier for South Afri- 
cans, especially skilled black ones, to visit 
Britain on working holidays. “We want to 
increase the numbers overall and broaden 
it: 98% of those who come are white,” said 
a British spokesman. 

That sounds fair as well as politically 
correct but for one awkward fact: Alan Mil- 
burn, the health secretary, gave a pledge 
last year to the Royal College of Nurses 
that the National Health Service “would 
not actively recruit from developing coun- 
tries”. The drain of clever, well-educated 
people from developing countries does 
more harm than aid money does good. 

Making it easier to get working-holiday 
visas will both increase the flow of skilled 
South Africans to Britain and boost the 
numbers who stay. Although there is no 
official recruitment campaign in South Af- 
rica, it supplied around 1,500 of the 13,000 
foreign-trained nurses who registered in 
Britain in the year to April. An influx of for- 
eign nurses is the main reason why the 
government has already been able to sur- 
pass its target to boost the number of 
nurses working in the NHs. The number of 
foreign nurses working in Britain has dou- 
bled in the past three years, according to 
the Royal College of Nursing. 

The flow of nurses from South Africa 
has risen eight-fold since 1991, says South 
Africa’s nursing council, which verifies 
qualifications of emigrants. Well over half 
leave for Britain. South African nurses 
leave behind a huge public-health pro- 
blem. The country is suffering from the 
world’s worst epidemic of Arps: about 
11% of the population, 4.7m people, are in- 
fected with Hv. Tens of thousands of dy- 
ing South Africans receive little more than 
home care by untrained relatives. 

This week Manto Tshabalala Msimang, 
South Africa’s health minister, said she 
would spend an extra 500m-1 billion rand 
(€£42m-85m) a year to keep nurses in their 
jobs, especially in rural areas. That might 
stem the flow a little, and a plan in Britain 
to introduce mandatory HIV tests for for- 
eign nurses might also deter some South 
Africans from seeking work. Still, more 
money for Britain’s health service means 
fewer nurses for South Africa. m 
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With Clare Short’s departure, Tony Blair’s big tent looks a bit smaller 
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pamela often endows politicians with a potency they 
never had in the job. In a single speech, Geoffrey Howe, Mar- 
garet Thatcher’s foreign secretary, metamorphosed from Denis 
Healey’s “dead sheep” to the parliamentary executioner of one 
of Britain’s most powerful prime ministers. Norman Lamont 
was not a distinguished chancellor, but his withering descrip- 
tion of John Major’s government as being “in office, but not in 
power” still stands as a memorable epitaph for Tory decline. 
When Robin Cook resigned as leader of the House of Commons 
over the war with Iraq, he found a dignity that few had sus- 
pected him of possessing. Nothing so became them in office as 
the leaving of it. 

Not so Clare Short. In office, Ms Short was a thoroughly good 
thing. During her six years in the job, she managed to make the 
Department for International Development a model for other 
rich countries. Against the trend elsewhere, she fought with pas- 
sion and success for a doubling in Britain’s overseas aid budget 
(for which her main ally, Gordon Brown, the chancellor of the 
exchequer, also deserves credit). In making it her priority to help 
the poorest people in the poorest countries, she stood up to both 
bad governments and commercial interests. Although still a left- 
winger in most ways, she risked the ire of ideological fellow-trav- 
ellers by zealously advocating trade liberalisation as the best 
way of combating poverty. 

However, as a resigner, she has established a standard for 
cack-handedness that others will struggle to match. Ms Short, it 
will be recalled, first announced her intention to leave the gov- 
ernment in an emotional radio interview after it had become 
clear that, “second resolution” or not, Tony Blair was going to 
war. But in spite of condemning the prime minister as “extraor- 
dinarily reckless”, Ms Short stayed on. With a swelling rebellion 
among his ps, it suited Mr Blair’s purposes to keep her. By flat- 
tering her something rotten—the wretched of Iraq were depend- 
ing on her—and promising that the UN would have a vital role in 
the country’s post-war reconstruction, he persuaded Ms Short to 
remain at her post. 

To many people, the decision to follow the path of duty must 
have seemed admirable, but among the rough types at Westmin- 
ster, Ms Short made herself a laughing stock. Her old leftie 


chums accused her of betrayal, while loyalist ps and govern- 
ment colleagues sneered at her “self-indulgence”. Everyone as- 
sumed that at a moment of Mr Blair’s choosing Ms Short would 
be dumped. A cabinet reshuffle in June, following hard on the 
heels of the euro announcement, has been widely expected. 

Under the circumstances, the last few weeks of ministerial 
half-life must have been purgatory for Ms Short. Last week, 
when she failed to turn up at Westminster in time for a key vote 
on health-service reform and then played hooky from cabinet 
the next day, she appeared to be signalling that she had had 
enough. Reportedly, Mr Blair had suggested to cabinet col- 
leagues that poor Clare had gone a little loopy. After all this, her 
resignation on Monday was about as shocking as a rainy start to 
the cricket season. 

But even at the second attempt, Ms Short didn’t get her res- 
ignation right. In the first place, although she must have felt she 
was jumping before being pushed, she was also saving Mr Blair 
the considerable embarrassment of sacking her. If she had 
played into his hands then by carrying on, she was surely doing 
the same by quitting now. 

Still worse was the muddled account she gave of her reasons. 
Her complaint that she had not been adequately consulted over 
the draft UN resolution for the running of post-war Iraq was a lit- 
tle too self-regarding, while her compendium rant against the 
prime minister for his “presidential” style and centralisation of 
power was well over the top. Robin Cook, until his own resigna- 
tion an enthusiastic Commons reformer, observed that he had 
never found Mr Blair to be anything other than accessible and 
properly respectful of his accountability to Parliament. That it is 
Mr Brown rather than Mr Blair who has the final say over the 
euro hardly suggests over-weening prime ministerial power. 

Which is not to say that the uneasiness on the Labour 
benches about the war, its increasingly messy aftermath and Mr 
Blair’s relationship with President Bush is lessening. But unlike 
the clever and disciplined Mr Cook, Ms Short is simply too guile- 
less to cause Number 10 much concern. 


Presidential? Moi? 

A more difficult question for Mr Blair is how far he now wants to 
go in excluding from his government those, like Ms Short, who 
are not wholehearted believers in the next stage of his “project”. 
Big tents are all very well, but long-serving prime ministers want 
cabinets that will do their bidding. It is a reflection not only of 
their own growing confidence, but also by the sense that time is 
limited and that too little has been achieved. 

When Margaret Thatcher formed her first cabinet, “Thatche- 
rites” were in the minority. Six years later, the point Mr Blair has 
now reached in his premiership, what ministers most feared was 
to be branded “not one of us”. Mrs Thatcher declared that she 
wanted people who would bring her solutions, not problems. A 
single-minded cabinet might, as she no doubt thought, have 
helped her get things done, but it also helped bring her down: by 
suppressing dissent, she forced underground the objections to 
the folly of the poll tax and growing tensions over Europe until 
they finally exploded. 

With this government, everything comes down to the rela- 
tionship between Mr Blair and Mr Brown. Mr Blair may be dri- 
ven crazy by the incessant need to negotiate with Mr Brown, but 
he can console himself with the thought that the alternative 
might be more dangerous. W 





Imitating property is theft 


BEIJING, LONDON AND NEW YORK 


Counterfeiting is on the increase. Companies ignore it at their peril 


j e week, the American government 
unveiled a new $20 bill. Designed to 
stay one step ahead of counterfeiters, its 
most notable feature is its colour: the 
stately green and black of the old bills has 
been joined by sprightly peach and blue. 
Alone, this might pose little deterrent to 
America’s digital forgers. Armed with Pcs, 
scanners and laser printers, they account 
for roughly 40% of all counterfeit currency 
confiscated in America. Other features, 
however, will make copying far more diffi- 
cult than it was: the new bill has enhanced 
security devices—including a watermark, 
security thread and special inks. 

Thomas Ferguson, director of the Trea- 
sury’s bureau of engraving and printing, 
says that keeping counterfeits at bay has as 
much to do with strict law enforcement 
and public co-operation as it does with 
high technology. In any case, it is a com- 
bination that seems to be working: fewer 
than 0.02% of all dollar bills turn out to be 
fake. Such quality control is something 
that other industries that are newly at the 
sharp end of the forgers’ skill can only 
dream of. 

To most people, counterfeiting means 


forged currency first and foremost. But 
counterfeiters are copying an ever widen- 
ing range of products. For some time they 
have been churning out imitation designer 
fashion, software and cps. Now they are 
copying medicines, mobile phones, food 
and drink, car parts and even tobacco. 

New technology has broadened the 
range of goods that are vulnerable to copy- 
ing. It has dramatically improved their 
quality, as well as lowering their cost of 
production. Where once counterfeits were 
cheap and shoddy imitations of the real 
thing, today their packaging and contents 
(especially for digital products such as soft- 
ware, music CDs and film pvDs) often ren- 
der them almost indistinguishable from 
the genuine article. 


The globalisation of deceit 

A counterfeit, on a strict definition, is 
something that is forged, copied or imi- 
tated without the perpetrator having the 
right to do it, and with the purpose of de- 


“Counterfeiting Exposed: How to Protect Your Brand 
and Market Share, by David M. Hopkins, Lewis T. 
Kontnik and Mark Turnage. John Wiley and Sons, New 
Jersey, 2003 





ceiving or defrauding. Such rights are le- 
gally enshrined in patents (linked with in- 


ventions), copyright (which covers 
literary, musical and artistic works, and 
software), trademarks (which include 
words, pictures and symbols), industrial 
designs and other forms of intellectual- 
property protection. 

Counterfeits come in many shapes and 
sizes. Mark Turnage, co-author of a new 
book* on counterfeiting, groups them into 
four broad categories, according to the 
quality of the product and the level of de- 
ception. They range from the cheap look- 
alike Rolex, bought knowingly by a happy 
customer, to the counterfeit, sub-standard 
brakes on an unsuspecting driver’s car. 

The international capital of counterfeit- 
ing is undoubtedly China. At least $16 bil- 
lion-worth of goods sold each year inside 
the country are counterfeit, according to 
one conservative estimate. Procter & Gam- 
ble reckons that 10-15% of its revenues in 
China are lost each year to counterfeit pro- 
ducts. The International Intellectual Prop- 
erty Alliance claims that 90% of musical re- 
cordings sold in the country are pirated. 

Most of China’s counterfeit bounty 
Stays inside the country, but rising quanti- 
ties are now destined for foreign mar- 
kets—as recent customs seizures in Amer- 
ica show (see chart 1 on next page). This 
international trade depends on sophisti- 
cated distribution networks. Increasingly 
run by organised-crime syndicates, these 
use many of the same routes that have 
been established for trade in narcotics. 

China is by no means the only big ex- » 





> porter of counterfeits. In its annual “Spe- 
cial 301” review, published earlier this 
month, the office of the us trade represen- 
tative (UsTR) fingered more than 30 coun- 
tries as counterfeiting and piracy hotspots. 
Ukraine, for example, is awash in bootleg 
optical discs; Russia is running on counter- 
feit software; while Paraguay is rolling in 
imitation cigarettes. The USTR reckons that 
American industries lose $200 billion-250 
billion a year to counterfeiting. 

Nor is such activity restricted to poor 
places. Milan is a leading producer of 
counterfeit luxury goods and Florida is an 
international haven for fake aircraft parts. 
The Counterfeiting Intelligence Bureau 
(cB), part of the International Chamber 
of Commerce, estimates that 7-9% of all 
world trade is in counterfeits, their path 
smoothed by the opening up of markets. 
Given the clandestine nature of the busi- 
ness, such estimates can be no more than 
educated guesses. But there is no doubt 
that counterfeiting, like manufacturing, 
has gone global. 


Fast-moving fakes 

Counterfeiting is an age-old pursuit. From 
ancient times people have palmed off fake 
valuables as the real thing. In the 17th cen- 
tury, Domingo Navarette, a Spanish priest, 
complained that “the Chinese are very in- 
genious at imitation. They have imitated to 
perfection whatsoever they have seen 
brought out of Europe.” 

The past quarter of a century has, how- 
ever, witnessed a remarkable rise in the 
counterfeiting of consumer products. Ian 
Lancaster of Reconnaissance Interna- 
tional, an anti-counterfeiting research 
group, points to several forces behind this. 
Since the 1970s, technological advances 
have taken much of the skill out of manu- 
facturing. This has allowed big business to 
move its manufacturing base to poor 
countries to take advantage of low labour 
costs. Unfortunately, many of these busi- 
nesses paid insufficient attention to the 
sort of intellectual-property rights (IPR) on 
offer in such places. Now they are paying 
the price. 

This migration coincided with the 
growing popularity (and rocketing value) 
of brands. Through ingenious marketing, a 
simple designer label can turn a comfy $10 
T-shirt into a $100 object of aspiration. So 
much of a product’s worth is now tied up 
in its brand and intellectual property, 
rather than its material constituents, that it 
becomes easy prey for counterfeiters who 
can exploit consumers’ expectations of 
quality and service without the cost of 
having to fulfil them (see chart 2). 

Although multinational firms are the 
loudest complainers about counterfeiting, 
they are not the only ones to suffer. Be- 
cause counterfeiters copy popular brands, 
local firms in counterfeiting hotspots can 
also be losers. In Thailand, domestic firms 


i The fattest copycats 


Source country of counterfeits seized in the US 
2002*, $m 


China 
Taiwan 
Hong Kong 
Pakistan 
South Korea 


Indonesia 


Source: US Customs *Year ending September 


such as GMM Grammy, which produces 
movies and music, and Jim Thompson, an 
upmarket silk producer, have seen their 
Thai sales falter because of counterfeiting. 
The state tobacco monopoly has launched 
a vigorous campaign to stop counterfeit 
versions of its Krongthip cigarettes flood- 
ing in from abroad. 

Counterfeiting is as diverse as any legal 
business, ranging from back-street sweat- 
shops to full-scale factories. Counterfeiters 
often get their goods by bribing employees 
in a company with a valuable brand to 
hand over manufacturing moulds or mas- 
ter discs for them to copy. One of the most 
infuriating problems for brand owners is 
when their licensed suppliers and manu- 
facturers “over-run” production lines 
without permission and then sell the extra 
goods on the side. 

Distribution networks can be as simple 
as a Stall in the street, or a shop on the other 
side of the world. The internet has been a 
boon to counterfeiters, giving them de- 
tailed information about which goods to 
copy and allowing them to link consumers 
and suppliers with ease and relative anon- 
ymity. Peter Lowe, head of the cis, reck- 
ons that some $25 billion-worth of coun- 
terfeit goods are traded each year over the 
internet. 

The complex distribution network re- 
quired by the larger counterfeiters has at- 
tracted organised crime. Interpol is well 
aware of the connection; last year it estab- 
lished a special working group to improve 
co-ordination of international action 
against counterfeiters. Of growing concern 
to authorities, however, is evidence that 


i Brand repetition 


Counterfeit goods confiscated in the EU 
by number of seizures, 2001 


0 100 200 300 400 
Nintendo 

Nike 

Adidas 

Nokia 

Louis Vuitton 


Source: European Commission 





terrorists too are in on the act. The 1993 
bombing of the World Trade Centre was fi- 
nanced, in part, by sales of counterfeit T- 
shirts in New York; and the Cris maintains 
that the rrA has funded some of its activi- 
ties in recent years through video piracy. 
The World Customs Organisation is now 
working on new ways of monitoring and 
controlling international supply chains. Its 
explicit aim is to clamp down on smug- 
gling by terrorists; but a happy side-effect 
may be to cut back on counterfeits too. 


The cost of turning a blind eye 
Counterfeiting is not a victimless crime. 
For a start, legitimate businesses lose sales 
because of competition from counterfeit- 
ers. If their brand loses value (because it is 
seen as less exclusive or is confused with 
shoddy imitations), this poses a long-term 
threat to profitability. In addition, firms 
have to bear the cost of anti-counterfeiting 
measures. Procter & Gamble reckons thatit 
spends $3m a year fighting the copycats. 

Another headache is the prospect of le- 
gal liability. Last year, Serono, a Swiss bio- 
technology company, settled a case with 
two American customers who had sued 
the firm (and assorted distributors) after 
taking a fake version of its body-boosting 
drug Serostim. The plaintiffs claimed that 
the company should have foreseen the 
possibility of counterfeits entering the dis- 
tribution chain and should have taken 
suitable precautions. 

A study in 2000 by the Centre for Eco- 
nomics and Business Research estimated 
that the counterfeiting of clothing, cosmet- 
ics, toys, sports equipment and pharma- 
ceuticals within the European Union cost 
the region 17,120 jobs, and reduced GDP by 
€8 billion ($7.4 billion) a year. As counter- 
feiters rarely pay duties or taxes, govern- 
ments lose further revenue. And countries 
with endemic counterfeiting may sacrifice 
foreign investment too. Sony, for example, 
has toned down its music operations in 
Hungary because of counterfeiting. There 
is, however, little sign that multinationals 
are avoiding China: quite the opposite. 

Given the costs, big business is keen 
that consumers should feel as strongly 
about counterfeiting as it does. But most 
customers, in the developed world at any 
rate, are relatively unconcerned. Some ar- 
gue that counterfeiting benefits consum- 
ers, particularly in developing countries, 
by giving them access to lower-price 
goods, such as software, that they might 
not otherwise be able to afford. And they 
claim that counterfeits occasionally push 
brand-holders into innovating in their cus- 
tomers’ interests. Yamaha, for example, 
has decided to beat China’s counterfeiters 
at their own game by introducing a new 
model of motorcycle at roughly the same 
price as the fake Yamahas on the streets. 

Nevertheless, the costs of counterfeit- 


ing far outweigh the benefits. The World » 


> Health Organisation reckons that 5-7% of 
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pharmaceuticals worldwide may be coun- 
terfeit—with too few active ingredients, too 
many contaminants, fake labels or recy- 
cled packaging that covers up expiry dates. 
The problem is most acute in developing 
countries. Three years ago, a survey of 
shops selling artesunate, an anti-malarial 
drug, in Cambodia, Laos and Thailand, 
found that more than a third of the sam- 
ples analysed had no artesunate in them at 
all. Even in America, counterfeit medicines 
are not unknown. Last year, the Food and 
Drug Administration (FDA) launched 
some 30 investigations into cases of 
pharmaceutical counterfeiting, involving 
such popular brands as Combivir (against 
HIV) and Procrit (for anaemia). 

At least as hazardous is the trade in 
counterfeit car parts, which may account 
for as much as 10% of the spare parts sold 
in the EU, according to a 1999 study. Even 
more worrying is the thriving trade in re- 
conditioned aircraft components, passed 
off as genuine parts along with fake certifi- 
cates of authentication. Last year, police 
raided three aviation-parts manufacturers 
in Rome, seizing more than $2m-worth of 
used parts—modified and repackaged to 
look as good as new. 

Dodgy aircraft parts kill. In 1989, a 
plane belonging to Partnair, a Norwegian 
charter airline, crashed when its tail as- 
sembly fell off because of substandard 
counterfeit bolts holding it to the rest of the 
body. The crs believes that the November 
2001 crash of an American Airlines flight 
over New York may have been caused by 
the failure of counterfeit parts. 


How not to mistake a fake 
Few big companies are unaffected by 
counterfeiting somewhere in the world. As 
Tony Gurka, managing director of Com- 
mercial Trademark Services in Hong Kong, 
notes, “you get corporations saying they 
don’t have problems. Well if they don’t, ei- 
ther they have a lousy product or it’s being 
copied so well they don’t know aboutit.” 
One tack that companies increasingly 
take is to load their vulnerable products 
with anti-counterfeiting features. Some of 
these, borrowed from pioneering security 
devices developed for use on dollar bills 
and the like, are clearly visible and are in- 
tended to help consumers distinguish 
fakes from genuine goods. One approach, 
used by Telesense in Beijing, is to label 
each item on sale with a unique 16- to 21- 
digit number. Consumers can confirm that 
the item is genuine by calling the com- 
pany. Telesense reckons it has 8 billion 
numbers in its database and on products 
throughout China. But such overt anti- 
counterfeiting features depend on con- 
sumers caring enough to make a call. 
Other devices, such as holograms, are 
themselves prone to counterfeiting. 
Companies also use covert features, 
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primarily to help them trace their products 
through the supply chain and to distin- 
guish genuine articles from fakes, espe- 
cially should they need to take the copy- 
cats to court. Molecular tags (such as DNA) 
are being used in products or on packaging 
to mark them in such a way that special as- 
Says can distinguish the real thing. And 
there is a raft of encryption methods to 
stall, if not stymie, would-be software and 
digital media pirates. 

A number of firms have sprung up to 
provide authenticating technologies. Pira 
International, a trade organisation, reck- 
ons that the markets for these technologies 
will be growing by more than 10% a year 
by 2005. But many companies still balk at 
the cost of some of the more effective tech- 
nologies, especially in today’s economic 
climate. 

Bill Thompson, the Shanghai-based 





Bags of tricks 


managing director of Pinkertons, a private 
investigation firm, claims that the key to 
fighting counterfeiting is the four “Es”: en- 
forcement, education, external pressure, 
and economic growth. Once firms get a 
hint that counterfeits are circulating in a 
particular market—from, say, unexpected 
fluctuations in sales or angry consumers— 
many employ the likes of Mr Thompson to 
watch the market, collect samples, and co- 
ordinate raids with the local police. 

But enforcement in many countries is 
uneven. To begin with, police or customs 
officers are often more interested in fight- 
ing what they consider to be more serious 
offences, such as homicide or drug smug- 
gling. There is also a problem of job protec- 
tion: in many poor places, counterfeiting is 
the biggest business in town, and local po- 
lice would rather not be responsible for 
putting local people, and even their own 
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relatives, out of work. 

Two years ago, Russell Lerner, who 
works for Pinkertons in Bangkok, went on 
a raid in Photharam district in central Thai- 
land to clear out counterfeiters making 
stuffed knock-offs of Mickey Mouse and 
other famous characters. Over 1,000 peo- 
ple turned out to block the raid. It eventu- 
ally took government intervention to con- 
fiscate the furry contraband and shut 
down the sweatshops. Today, however, 
Photharam is back in business, “as if noth- 
ing ever happened”, says Mr Lerner. 


Home-grown remedies 

Besides such problems of enforcement, 
laws on IPR in many countries are still not 
up to scratch. By 2006, all members of the 
World Trade Organisation, save the poor- 
est, are supposed to have implemented 
TRIPS, an international treaty on IPR that 
lays down basic rules for protection and 
enforcement. Some countries, notably 
China, have tidied up their legal codes so 
that companies can, at least on paper, pro- 
tect their intellectual-property assets. But, 
in practice, cases are often hard to bring to 
trial, and courts are reluctant to prosecute 
and impose criminal penalties. In Amer- 
ica, convicted counterfeiters face fines of 
up to $2m and 10 years in prison for a first 
offence. In China, counterfeiters can still 
get away with a $1,000 fine, which even 
there provides little deterrence. 

In Europe, the European Commission is 
working on new regulations to beef up 
customs action against counterfeits. It has 
proposed new rules to harmonise mem- 
ber states’ legislation on IPR enforcement. 
This is particularly important as the EU 
prepares to embrace new members, such 
as Poland, where counterfeiting is a seri- 
ous problem. 

Increasingly, companies are joining to- 
gether in industry or regional coalitions to 
deal with the issue. One of the busiest 
groups is called the Quality Brands Protec- 
tion Committee. In China, it collects data 
on the scale of counterfeiting, and lobbies 
the government for better protection. It 
also educates police and customs officers 
on effective enforcement. 

In the end, though, growth and home- 
grown invention are the most effective 
remedies to counterfeiting. In the 1960s, Ja- 
pan was a hotspot for copying; in the 
1970s, that dubious distinction passed to 
Hong Kong; in the 1980s, it was Taiwan’s 
and South Korea’s turn in the spotlight; 
and today it is China’s. As each of the pio- 
neer countries has developed its own in- 
dustry, it has introduced laws and penal- 
ties to clamp down on counterfeiting. 
China will, at some point, follow the same 
route. But no amount of effort will ever 
completely eradicate the copycats. For as 
long as there is consumer demand, compa- 
nies will find that imitation is the severest 
form of flattery. = 
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Retailing 
Trouble in store 


The scandal at Ahold is helping to uncover some of retailing’s dodgier practices 


HEN accounting fraud at Ahold was 

revealed in February, the world’s 
third-biggest retailer, based in the Nether- 
lands, was swiftly dubbed “Europe’s En- 
ron”. As with Enron, it seems that the more 
facts come to light, the worse the problems 
look—and not just within the firm. 

On May 8th, Ahold revealed the results 
of a forensic audit into Us Foodservice, an 
American food-distribution subsidiary 
that it bought in 2000. They were awful. 
The fraud was far worse than originally 
announced. Ahold now says some $880m 
was falsely declared as pre-tax profits dur- 
ing 2000-02. The fraud followed a classic 
pattern, beginning relatively modestly 
with $110m in 2000, but escalating to 
$510m by last year, when the unit reported 
$850m of pre-tax profits to its parent. 

Two managers in us Foodservice’s 
marketing and purchasing team have been 
fired. But the pressure on Ahold has inten- 
sified. Its credit rating was cut on May 8th. 
Angry shareholders attended its annual 
meeting on May 13th to lambast manage- 
ment. With apparent reluctance, Ahold ac- 
cepted the resignation of James Miller, 
chief executive of us Foodservice since 
1997. Two other executives followed. 
Ahold says they were not implicated in the 
fraud. Allin all, an interesting start for An- 
ders Moberg, formerly of Ikea and Home 
Depot, who was appointed Ahold’s new 
chief executive on May 2nd. 


Few specific details have emerged 
about how the fraud was committed. Ini- 
tially, Ahold said that there had been 
manipulation of “supplier rebates”. On 
May 8th it went further, attributing $700m 
of the fraud to “accrued vendor receiv- 
ables” that had never actually existed and 
would therefore now have to be written 
off. At the annual meeting, Henny de Rui- 
ter, chairman of Ahold’s supervisory 
board, said that “promotional allowances” 
had been at the heart of the fraud. 

None of this is likely to make much 
sense to anyone unfamiliar with the 
strange practices used by the world’s big 
retailers to cut the prices they pay to their 
suppliers. Retailers and their suppliers are 
none too keen to discuss these practices, ei- 
ther. None of a group of big retailers and 
manufacturers approached by The Econo- 
mist was willing to talk about the subject. 

That is not wholly surprising. An offi- 
cial report on competition in British food 
and grocery retailing, published in 2000, 
noted a “general climate of apprehension” 
among suppliers terrified that, if they 
talked, their goods might no longer be 
wanted by angry buyers. Britain’s compe- 
tition authority is making a new inquiry 
into the retailers to examine whether the 
sale of the Safeway chain will hurt compe- 
tition. A central element of the inquiry is 
whether the demise of a competitor will 
increase the buying power of Britain’s big- 
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gest retailers to unacceptable levels. 

The fraud at us Foodservice is not an 
isolated incident. Last year Fleming, an 
American grocery chain, got into trouble 
after it first inflated the amounts it received 
from suppliers and then misled its audi- 
tors. Nash Finch, a wholesaler based in 
Minneapolis, is also under investigation 
for its use of promotional allowances. 
These practices are widespread in Amer- 
ica, but also in Europe, and there is plenty 
of scope for mischief—and, thus, for more 
fraud to come to light, especially now that 
the authorities have been alerted. 


Brought to book 

Supplier rebates work as follows. The cus- 
tomer, usually a grocery chain, places an 
order for, say, washing powder, but negoti- 
ates a discount based on the amount or- 
dered or on the time it takes to sell so many 
packets. When sales are totted up, the sup- 
plier can find itself returning cash to the re- 
tailer. Because accounts are often drawn 
up before cash actually changes hands, re- 
tailers sometimes book these sums in ad- 
vance. If an expected level of sales fails to 
materialise, no rebate is due; the retailer’s 
profits will have been falsely inflated. 

In Britain, several big chains have an al- 
ternative tactic to squeeze money from 
suppliers. They use so-called “over-riders” 
to extract cash based on the annual 
amount of business they do with individ- 
ual suppliers. At the start of the year they 
negotiate with the supplier to reach a con- 
tract. If they hit an agreed target of activity 
together, then the supplier has to give back 
a percentage of the money involved. 

This is often done on asliding scale, but 
fixed sums of up to 4% of sales can be ex- 
tracted by some retailers. The gain to the re- 
tailer is booked in the next financial year, 
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* invoice sent by the supplier at the start of 
the year. Some retailers inflate the amount 
they deduct and then press the supplier to 
meet them in the middle. As one insider 
says, “there is often a bit of bouncing of 
suppliers towards the year end.” 

The 2000 British report noted that uni- 
lateral deductions by retailers from money 
due hurt even the subsidiaries of large 
multinational manufacturers. Some retail- 
ers were brazen enough to demand ad hoc 
cash payments. Suppliers often felt power- 
less to resist. Small wonder that these prac- 
tices are controversial. 

They are not universal, either. In 
France, legislation was introduced in 1996 
specifically to outlaw such tricks. French 
suppliers have to show any refunds di- 
rectly on their bills and are protected from 
year-end haggling. In America, accounting 
guidelines introduced in January mean 
that it will be harder in future for retailers 
to give a false sense of their profits by 
manipulating payments from suppliers. 

Industry observers say that rebates and 
discounts are just part of a bigger struggle 
in retailing. Paolo Venturi of A.T. Kearney, 
a consultancy, says that a range of dis- 
counts and incentive payments can be col- 
lectively defined as “trade spend’—the 
costs incurred by manufacturers in doing 
business with the retailers. He reckons 
such spending has risen sharply in recent 
years, its growth often outstripping the un- 
derlying revenue growth of the manufac- 
turers. That suggests that the big retailers 
have more clout than before and can ex- 
tract a greater share of the available profits. 

Lack of transparency makes it difficult 
to say how much money changes hands, 
but the sums are huge. Mr Venturi reckons 
that a big manufacturing conglomerate 
might spend the equivalent of up to 25% of 
gross sales on “trade promotions” of one 
form or another. Measured from the other 
perspective, a typical big European retailer 
might extract the equivalent of 10% of its 
total revenues via trade spending. For an 
individual retailer that often means a sum 
measured in hundreds of millions. At an 
industry level billions are at stake. 

This might explain both why Ahold’s 
subsidiary was able to conduct fraud on 
such a large scale and why it took head of- 
fice so long to rumble the scheme. Most re- 
tailers do what they can to exploit the re- 
bate and discount systems without 
committing fraud. But Ahold’s embarrass- 
ment shows how vulnerable global retail- 
ers are to dodgy dealings. Might there be 
other frauds that have so far gone unde- 
tected? Ahold is continuing to investigate 
its own operations in search of further pro- 
blems, Others might be wondering 
whether they too have trouble in store. = 
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Award Frances Cairncross, our management editor, has 
won the Institute of Internal Auditors’ annual award: 
for business and management journalism. 


Media ownership rules 


Too little, too late 


NEW YORK 


New media-ownership rules in America may be too timid for the courts 


HEN a train carrying ammonia fertil- 

iser derailed in Minot, North Dakota, 
last year, the police tried to get a local radio 
station to broadcast a warning about a 
toxic white cloud spilling from the wreck- 
age. The station’s failure to put out that 
warning, in a town in which all six radio 
outlets belong to one company (called 
Clear Channel), is now trumpeted as evi- 
dence of the perils of clearing America’s 
thicket of rules that restrict the concentra- 
tion of media ownership. Having relaxed 





the radio rules in 1996, say opponents, the 
government is about to repeat its mistake 
in newspaper and TV. Horribly, it was not 
just media diversity that suffered in Minot, 
critics imply. The ammonia cloud put hun-- 
dreds of people in hospital. One died. 

As the Federal Communications Com- 
mission (FCC), the industry’s regulator, 
put a draft of the new rules before its five 
commissioners this week, opponents 
stepped up the fight. The Fcc’s two Demo- 


cratic commissioners joined politicians of » 
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Nothing to do with Clear Channel? 


all hues to demand that the commission 
delay its vote, scheduled for June 2nd. Lib- 
eral media professors gave warning of the 
coming domination of the country’s air- 
waves by giant, repressive conglomerates. 
Right-wing pundits forecast the further 
spread of the liberal-media conspiracy to 
poison American politics. All of which is 
rather puzzling, for the FCC’s proposed 
changes seem mild to a fault. 

It is unlikely that the Fcc would have 
taken on its thankless task without persis- 
tent prodding from the courts, which have 
consistently ruled against the commis- 
sion’s ageing and seemingly arbitrary col- 
lection of rules in recent years. A rule pre- 
venting one firm from owning TV stations 
that serve over 35% of American house- 
holds has been on the books since 1941, as 
have restrictions governing how many ra- 
dio stations a firm can own in a single, lo- 
cal market. Other rules stop firms owning 
a newspaper and a radio or TV station in 
the same market (1975), a merger between 
any of the big four Tv networks (1946), or 
one firm owning more than two TV sta- 
tions in a single market (1964). 

Michael Powell, the Fcc’s chairman, 
wants to relax these ownership caps a bit. 
The rule capping national Tv ownership at 
35% of households will rise to 45%, for in- 
stance. Some firms in some local markets 
will be able to own three Tv stations in- 
stead of two. In most markets, firms will be 
allowed to own both a newspaper and a 
TV station, subject to certain restrictions. 
Mr Powell also wants to give these new 
rules some legal foundation. The judg- 
ments it makes on whether to allow merg- 
ers in local markets, for instance, will be 
built, in part, on readings the Fcc takes 
from anew “diversity index”. 

Whether the courts will be mollified by 
these efforts is, however, an open ques- 
tion. The Fcc’s own work points to a huge 


Beer in China 
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Masks off, down the hatch 


HONG KONG 


SARS or no SARS, the Chinese love beer and foreigners want to sell it to them 


OME economists are increasingly 

worried that the spread of SARs in 
China will scare off foreign investors. 
But for Interbrew, a big Belgian brewer, 
it is almost business as usual. Yes, SARS 
is giving him “sleepless nights”, says Wai 
Kee Tan, its boss in China, but the Chi- 
nese still drink an awful lot of beer— 
about twice as much as the Germans. In- 
terbrew wants to share the fun. It is 
buying 70% of K.K. Brewery, the leading 
beer maker in Zhejiang Province, in 
China’s Yangtze delta. 

Interbrew already controls the big- 
gest-selling brewery in the Pearl River 
delta. Other western brewers are getting 
in too. Anheuser-Busch, the world’s larg- 
est, makes Budweiser in its own brewery 
in Wuhan, an inland city, and last year 
took a stake in Tsingtao, China’s largest 
brewer. SABMiller, the world’s second- 
largest brewer, has a joint venture with a 
Chinese firm. 

All are thirsting for the second-largest 
market in the world (after America’s) by 
volume. Because the average bottle of 
beer retails for about 1 yuan—barely a 
dime—the market is now worth only 
about $6 billion. But it is growing by a 
striking 6% a year. 

However, it has problems. Some 400 
domestic breweries are slugging it out in 
vicious price wars, and many are losing 
money. This is a legacy of the mid-1990s, 
when it became a matter of prestige for 
local party officials to have their own, lo- 
cal, brewery. At one point China had 
over 800 of them. The government is 
now encouraging consolidation, but 
even so, the top ten brands control less 
than 40% of the market. Mostly, local 
brands dominate in their area. 

For foreigners, the current push is a 


increase in the numbers of both media 
outlets and owners in America in recent 
decades, making a case for still bolder 
changes. Its study of ten local markets 
(from New York to Myrtle Beach, South 
Carolina) found that, between 1960 and 
2000, the number of media outlets grew, 
on average, by nearly 200%. The number 
of owners, meanwhile, grew by 139%. The 
rapid spread of electronic media over the 
internet seems further to undermine the 
notion that the government ought to be in 
the business of ensuring media diversity. 
Should there be new demand for a particu- 
lar sort of news, the astonishingly abun- 
dant supply of outlets and owners in 
America will surely rise to meet it. 


second attempt. During the 1990s “beer 
bubble”, several of them, including Bass 
(now part of Interbrew), Fosters and 
Carlsberg, failed to break into the mar- 
ket. The chairman of the Swire Group, a 
conglomerate with roots in Hong Kong 
that knows China well, describes its 
venture into the Chinese beer market as 
its biggest recent embarrassment. 

During that first investment binge, 
some westerners tried to go it alone and 
found that they could not compete 
against the locals’ distribution networks. 
Others tried prematurely to push their 
premium brands into a market still 
dominated by cheap swill for poor folk. 
Interbrew, which calls itself “the world’s 
local brewer”, is trying to do it differ- 
ently this time. It will first push the suc- 
cessful Chinese brands it has just bought 
and then gradually introduce its luxury 
brands, such as Stella Artois and Beck’s. 
Mr Tan worries at night that sars might 
keep the Chinese away from crowded 
bars for a while. But he is sure they will 
return eventually. 





A cure for many ills | 


Mr Powell’s most recent efforts at de- 
regulation ended in embarrassing failure, 
when a fellow Republican commissioner 
voted against his planned telecoms rules. 
This time, Mr Powell seems to have a solid 
Republican majority, and may resist calls 
for delay. That may not provide much 
comfort to Clear Channel (which has also 
been accused of—and denies—organising 
pro-war rallies). Its investigation of the Mi- 
not incident found that the ammonia 
warning failed to get on the air not because 
the company’s evil capitalists had gutted 
local staff and facilities, but because the 
police had not adjusted to a new, federally 
mandated warning system. Diversity, it 
seems, is no guarantor of the truth. m 
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Money is still flowing the wrong way through Softbank’s broadband pipeline 


IKE many a haiku, Softbank’s woes put a 
Japanese twist on a universal theme: 
The bandwidth broadens, 

Users sign up in millions; 

Where are the profits? 

Softbank’s boss, Masayoshi Son, has 
been hearing such sentiments a lot lately. 
On May 9th his collection of internet-re- 
lated businesses posted a net loss of ¥100 
billion ($820m) for the latest fiscal year, on 
top of a ¥89 billion loss the year before. In- 
vestors are especially worried by the huge 
cost of winning new subscribers to Soft- 
bank’s broadband internet service. As Mr 
Son continues to unwind his battered in- 
ternet empire, they can see more clearly 
just how far he is from profit. 

When he cobbled most of Softbank to- 
gether in the 1990s, Mr Son could not seem 
to make up his mind whether he was a 
venture capitalist, a deal-maker, or the 
head of a high-tech business group. Some 
observers likened Softbank and its affili- 
ates to an internet-related keiretsu: a mod- 
ern version of the loosely knit industrial 
groups that for decades drove Japan’s 
rapid growth. Alas for Mr Son, Japan’s in- 
ternet boom did not last nearly as long as 
its industrial one. Its dotcom bubble burst, 
as others did, in 2000 and Mr Son has since 
been selling assets to repay bondholders 
and finance his broadband expansion. 

Softbank’s 49% stake in Aozora Bank 
(which it bought in 2000 after Japan’s gov- 
ernment nationalised the failed lender), 
will bring in ¥100 billion or so, if a pro- 
posed sale to Cerberus Partners, an Ameri- 
can private-equity fund, goes through. Mr 
Son has also been gradually unloading his 
shares in Yahoo!, a big American internet 
portal. Softbank’s remaining 4% stake in 
Yahoo! would fetch around ¥83 billion at 
the current share price. A 20% stake in UT- 
Starcom, an American telecoms outfit that 
does much of its business in China, may be 
worth another ¥44 billion. 

Although Softbank is carrying ¥341 bil- 
lion of debt, much of that consists of bank 
loans, which tend to be rolled over in Ja- 
pan. So by selling his remaining big equity 
stakes, Mr Son can raise more than enough 
cash to repay the ¥44 billion of bonds that 
mature in the next year, with plenty left 
Over to pour into broadband expansion. 
Yet Softbank still seems worried about 
cash. It is toying with a plan to securitise 
the modems that it distributes to broad- 
band customers. In effect, Softbank would 
sell future revenues from the modems to 


investors in exchange for cash now. 

Why does Mr Son need so much 
money? Because it costs Softbank around 
¥37,000 to sign up each new subscriber, 
including sales incentives and free installa- 
tion. That compares with average annual 
revenue per user of only ¥4,000. But at 
least the huge outflow has quickly bought 
2.6m broadband users. Now, NTT, Japan’s 
main fixed-line carrier, is to try harder to 
expand its own broadband business, 
which will slow Softbank’s broadband 
growth. Mr Son says he does not mind. He 
still expects 4m subscribers by March. 

Besides, says Mr Son, anything that 
boosts broadband use in Japan will raise 
demand for online internet services. Soft- 


Mining in South Africa 
Heavy pressure 
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bank owns a ¥522 billion stake in Yahoo Ja- 
pan, an internet portal, which would wel- 
come more high-speed internet users. 
Although Softbank owns only 42% of Ya- 
hoo Japan, that stake is the only really valu- 
able remaining piece of Mr Son’s business 
empire. The question is: if his costly broad- 
band rollout puffs up his Yahoo Japan 
shares, and he sells them to pay his debts, 
what exactly will Mr Son have left? m 


From a royalties bill, the strong rand and lawsuits 


c6 INING is a big, hairy, risky busi- 

ness,” says Barry Davidson, boss 
of Anglo Platinum, the world’s biggest 
platinum miner. The South African is fond 
of risk. His office is in crime-ridden central 
Johannesburg; in his spare time he hunts 
bears, boars, deer, pheasant and wolves. 
And his firm is spending 20 billion-30 bil- 
lion rand ($2.7 billion-4 billion) expanding 
production in South Africa. 

Platinum prices have boomed for years 
and are likely stay high, partly because 
only two countries, South Africa and Rus- 
sia, supply almost all the metal. The main 
risk in this investment comes from the gov- 
ernment, which does not please Mr David- 
son at all. “We need certainty in mining, to 
know that this is still an attractive destina- 
tion to invest in. There are unknown costs 
in South Africa, imposed by the black em- 
powerment charter or by the imposition 
of too high royalties.” His worries are ech- 
oed across the mining industry, as gold- 
miners, coalminers and others address 
three related pressures: new laws, a strong 
currency and lawsuits. Are South African 
mining firms under unbearable strain? 

The first is causing most debate and is 
shaking up the industry. New regulations 
for miners (and other firms) aim to create 


greater black ownership in a white-domin- 
ated business, and more revenue for the 
government’s coffers. A mining charter re- 
quires that a minimum stake of 15% in all 
mining firms must be owned by black in- 
vestors within five years, rising to 26% 
within a decade. Now companies are 
scrambling to meet these targets. Earlier 
this month, Harmony Gold Mining and 
black-owned African Rainbow Minerals 
said that they would merge to form the 
world’s fifth-largest producer, HARMony, 
a company worth 20 billion rand. Observ- 
ers say Harmony may have paid above 
market rates to acquire ARM’s shares due 
to pressure for greater black involvement. 
Last year’s mining law in effect expro- 
priated ownership of land from private 
miners. Now the government is introduc- 
ing another bill to claim royalties from 
minerals dug out of that land. No mining 
company disputes the government's right 
to do this. But they warn that the extra tax— 
likely to take 2-8% of revenues, depending 
on the mineral—will discourage invest- 
ment and may force closures and job 
losses. Earlier this month Harmony said 
that it might shed 10,000 jobsif conditions 
worsen. Some 500,000 people work in 
South Africa’s mines. AngloGold’s boss »» 





hats 


worries that South African mines are be- 
coming less competitive. 

No doubt much of this is just bleating 
by unhappy mining executives as they ne- 
gotiate with the government to lower the 
royalty rates. Mr Davidson, who is also 
president of the Chamber of Mines, says 
that talks with the Treasury about those 
rates are going well. Ironically, the compa- 
nies likely to be worst hit by the new royal- 
ties are small, black-run mines that are 
barely profitable. 

Matters have been made worse by the 
rand, which has strengthened from nearly 
14 to the dollar 17 months ago to under 
eight to the dollar this week. All exporters 
are grumbling, but miners, despite efforts 
to hedge against currency swings, seem es- 
pecially pained. This month Harmony re- 
ported a 49% drop in profits in the first 
three months of 2003; AngloGold says it 
expects earnings for the first half of this 
year to be sharply down too. Coal export- 
ers are downcast, as they also face low 
global prices for the black stuff. 

Mining share prices have tumbled. 
Along with manufacturers, miners want 
the central bank to cut interest rates fast, in 
an effort to weaken the rand. 

A third threat is out of government 
hands. Mining firms, in particular, face 
several lawsuits, which South Africa’s 
president, Thabo Mbeki, says he does not 
support. On May 19th, 60 firms face a first 
hearing in a case brought in New York by 
Edward Fagan, a lawyer noted for collect- 
ing big pay-outs from firms, who is suing 
for $100 billion for victims of apartheid. 

The firms are accused of doing busi- 
ness with, and supporting, the white-mi- 
nority South African government even 
after a United Nations ruling that apart- 
heid was a crime against humanity. Anglo- 
American and de Beers are being sued by 
Mr Fagan for $6.1 billion for exploiting 
workers during the apartheid years. Mr Fa- 
gan is also suing Gold Fields, another gold 
producer, for $7 billion. It allegedly ex- 
posed workers to uranium contamination. 
A big, hairy, risky business indeed. = 





Energy 
Twin powers 


ESSEN AND NIEDERAUSSEM 
Will the new bosses of German energy 
giants, RWE and E.ON, change strategy? 


OSES may be seriously out of joint at 

E.ON, a Dusseldorf-based utility. Its 
local rival RWE, based a mere 40km away 
in Essen, will soon finish testing its giant 
coal-fired electricity plant at Niederaus- 
sem, near Cologne. The state-of-the-art 
€1.2 billion ($1.4 billion) plant boasts the 
world’s biggest boiler, which will combine 
with the biggest-ever generator to produce 
up to 1,000MW of electricity, enough for 
4.7m people—at the same time raising the 
efficiency of extracting energy from lignite 
to 43%, cutting carbon emissions from the 
dirty fuel by almost one-third. 

E.ON’s response? Until recently it 
would have made a big effort to trump 
RWE'’s technical feats. Under Ulrich Hart- 
mann, its former boss, E.ON played tit-for- 
tat with RWE, whose boss, Dietmar Kuhnt, 
was not shy of a fight. Last year was typi- 
cal, as the firms vied to launch the biggest 
eurobond issue, to announce the biggest 
new credit facility, and so on. Bankers 
were as amused by the jockeying as they 
were delighted by the fees it generated. 

Corporate one-upmanship rarely bene- 
fits investors. Yet rivalry has pushed RWE 
and E.ON to the vanguard of European en- 
ergy and, in RWE’s case, to third in the 
global water industry, after Vivendi Envi- 
ronnement and Suez of France. In electric- 
ity only France’s EdF is bigger than the Ger- 
man firms, with Enel of Italy further back. 

Starting in the late 1990s, both firms 
have fundamentally reshaped them- 
selves, thanks to a whirl of acquisitions 
and disposals that often seemed to owe 
more to mutual jealousy than to business 
logic. No sooner had RWE finalised its $4.6 
billion purchase of American Water in Jan- 
uary than E.ON closed an €11.2 billion ac- 
quisition of Ruhrgas, Germany’s domi- 
nant gas supplier. Since 2000, E.ON has 
spent €38.7 billion on acquisitions, while 
raising €44.4 billion from disposals. 

RWE has not been far behind. Since 
1999 it has transformed itself from a con- 
glomerate into a utility group, with elec- 
tricity and gas assets across Europe, as well 
as America’s biggest water business. It 
boasts that half its 138,000 staff are located 
outside Germany and that roughly half its 
profits come from abroad. That has helped 
to protect it from the ravages of domestic 
competition: since the German electricity 
market was liberalised in 1998, wholesale 
prices there have fallen by more than half. 

The uncanny parallels continue. Both 
firms have new chief executives, whose 
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first task after reporting first quarter results 
this week will be to rethink strategies that 
have run out of steam. Curiously, both 
men are veterans of the oil industry, with 
years of service at Shell. Wulf Bernotat, 
E.ON’s boss since May 1st, has announced 
a strategic review. Harry Roels became 
RWE’s boss on March 1st, after a board- 
room battle in which inside candidates 
lost out. He is likely to unveil a new strat- 
egy within a few months. 

Each firm is likely to remain a “multi- 
utility”—offering customers a range of ser- 
vices from electricity to waste manage- 
ment. But the exact nature of the portfolio 
of businesses may alter, given the unhap- 
piness of investors at the failure to exploit 
hoped-for “natural synergies” between, 
say, providing electricity and water. 

“Synergies are not the raison d’étre of 
the portfolio,” says Klaus Sturany, chief fi- 
nancial officer of RWE, reflecting the 
change of approach. Yes, there are some 
synergies between electricity and gas ata 
local level—delivering dual packages to 
consumers, for example—but not between 
energy and water. Yet water’s better 
growth prospects arguably make it a good 
addition to the firm’s more mature energy 
activities. Still, expect RWE’s gas business, 
now a separate division, to be folded into 
the broader power division to try to eke 
out what synergies there are. 

More strikingly, RWE and E.ON are un- 
likely to make further big acquisitions in 
the next year. RWE has debts of €24 bil- 
lion, affordable given its strong cashflow 
but large enough to preclude anything 
other than small deals to round out exist- 
ing businesses. E.ON has a stronger bal- 
ance sheet, but needs to make its existing 
assets perform better. 

Finally, both firms must prepare a strat- 
egy to deal with the full liberalisation of 
Europe’s energy market, due in 2007. Their 
strong market share in Germany—they 
control roughly half the electricity market, 
and E.ON has a virtual monopoly of 
gas—is a springboard from which they 
hope to compete head on with their big- 
ger, state-owned rival, EdF. 

They have already had a taste of how 
tough that battle may be. EnBw,a German 
electricity producer in which EdF owns a 
stake, led the collapse in electricity prices 
(and consequent fall in profits) that 
marked the first phase of market opening 
in Germany. Competitors say that was no 
coincidence. Yet arguably the only justifi- 
cation for allowing E.ON to buy Ruhrgas 
was the political one of establishing a ro- 
bust German firm capable of standing up 
to Gaz de France, which is also state- 
owned and in which edF has a stake. 
Rather than continuing to fight each other, 
E.ON and RWE are as likely in future to 
seek common purpose in battling the 
French, both at home and in France itself. 
Never let it be said that utilities are dull. = 
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Just when you think something is impossible, 
we uncover a new approach. innovation is important to every 
business. At Cargill, we think it is particularly important to the food and nutrition business. 
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Nourishing ideas helps our partners prosper and has made us a world leader in nourishing 


people. If you are searching for better solutions, we should talk. Cargill has ideas to share. 
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Face value | The Cain and Abel problem 


Galen Weston is proof that family squabbles are not always fatal for family businesses 





IKE royals, family businesses have a special mystique. Galen 


Weston, a Canadian retailing billionaire whose bid for Self- 


ridges, a posh London department-store group, was accepted 
this week (though others may still try to top it), is no Prince 
Charles. But he played polo with the prince in his youth, went to 
the Queen Mother’s 100th birthday party and owns a grand 
gated community in Florida called (what else?) Windsor. Suc- 
cessful family businesses have a strength that ordinary quoted 
companies often lack. But success—for family businesses, as for 
monarchies—means getting on with your relatives, or at any rate 
reaching an accommodation with them. Rows can destroy not 
just the family, but the business as well. 

The Weston family has succeeded mainly through skilful use 
of geography. Its founding father, George Weston, was the son of 
a cockney who settled in Canada. George’s son, Garfield, col- 
lected companies like stamps and created a multinational food 
business, with outposts in Britain, America and Australia. After a 
feud in 1972, two of Garfield’s sons, Garry and Galen, decided to 
split the empire on geographical lines: a brilliantly pragmatic sol- 
ution, from which other squabbling families might learn. 

Garry, who died last year, took over Associated British Foods, 
a firm that produces such delights of British gastronomy as Sun- 
blest sliced bread and Wagon Wheels biscuits. A modest man 
with an accountant’s mentality, he also owned Fortnum & Ma- 
son, the swankiest food shop in London. Meanwhile Galen ran 
the family’s businesses in Ireland (where he met his wife, a for- 
midable lady who did a stint as lieutenant-governor of Ontario). 
He also reorganised Weston, the family business in Canada, and 
Loblaws, a lacklustre retailer, and expanded in America by ac- 
quiring Bestfoods Baking. Although he sits on Fortnum & Ma- 
son’s board, his bid for Selfridges is his first big foray into Britain. 

The Weston family empire is more typical of business orga- 
nisations around the world than are, say, General Electric or BP. 
In spite of the vast number of news pages devoted to publicly 
quoted firms in which families play no part, most of the world’s 
businesses are either family-owned or family-dominated. One 
study in the mid-1990s estimated that more than 90% of all en- 
terprises in America were family-owned; to some degree, about 
one-third of Fortune 500 companies are family firms. 


Such businesses work marvellously if the family gets along, 
or if it finds ways to defuse rows early. John Davis, head of Har- 
vard’s Families in Business programme, is writing a book on suc- 
cessful dynasties. He has come across a small Dutch distillery, 
De Kuyper, that is run by the tenth generation of the family that 
founded it in 1695. The Rothschilds, a banking dynasty for two 
centuries, have sometimes demonstrated that family rows can 
be as creative as family harmony: in the 1980s Jacob Rothschild 
broke away from the family empire and created a clutch of suc- 
cessful financial companies of his own. 

But, on the whole, nothing is as destructive as a family busi- 
ness bust-up. In a classic article on the subject in the Harvard 
Business Review in 1971, Harry Levinson noted: 


“The most successful executives are often men who have built their 
own companies. Ironically, their very success frequently brings to 
them and members of their families personal problems of an inten- 
sity rarely encountered by professional managers. And these pro- 
blems make family businesses possibly the most difficult to operate.” 


Few rows are as lethal as that at Gucci, a fashion business, 
where Patrizia Reggiani was jailed in 1998 for murdering her ex- 
husband, Gucci’s former chief executive, Maurizio Gucci. But 
Asia, a bastion of family empires, has some terrifying examples 
of the destructive power of a family feud. Hyundai, a South Ko- 
rean carmaker, was torn apart when the founder died and two 
sons quarrelled. Y.C. Wang, patriarch of Formosa Plastics, kicked 
his son, Winston, out of the family firm after he had a highly 
publicised extra-marital affair, and turned to professional man- 
agers instead. 

Some of Canada’s other corporate families are hot on hate. 
Samuel Bronfman’s drinks business passed to one of his grand- 
sons, Edgar, who bought Universal Studios, merged the business 
with Vivendi and sold off Sam’s empire. The loss of most of the 
family fortune has infuriated the founder’s other children and 
grandchildren. The McCain brothers of New Brunswick, owners 
of the world’s largest frozen potato-chip business, no longer 
speak to each other, even though their neighbouring houses 
overlook a potato-processing plant on the St John River. 


My brother’s shareholder 

Some family rows are about corporate strategy; many are about 
the reluctance of a founder to make way for an heir. An increas- 
ingly common problem, says Tony Bogod, head of family busi- 
ness at BDO Stoy Hayward, an accounting firm, is tension 
between the minority of family members who work in the firm 
and the larger number that own its shares. The shareholders 
grumble that their dividends are measly and their shares unmar- 
ketable, large though their wealth looks on paper. 

A classic version of this row is now playing in Chicago, where 
the Pritzker family, owners of Hyatt Hotels for four generations, 
is feuding magnificently. Liesel Pritzker, once a child film star and 
now an angry 18-year-old, is suing her father, uncle, cousins and 
half-siblings for money she says they stripped from her family 
trust funds. Other family members have also been demanding 
more money from the business. 

The answer, says Mr Bogod, is to draw up a family charter or 
constitution—a document in which the family agrees the princi- 
ples on which the business will be run. A good idea if you can’t 
get geography to keep your relatives out of your hair, as the Wes- 
tons seem so successfully to have done. m 
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Deflation 





Hear that hissing sound? 


If inflation falls much further, central bankers will need to delve deeper into their 


monetary tool-kits 


OR three decades central bankers have 

struggled to push inflation lower, but 
some are now starting to wonder whether 
falling prices might be the bigger threat to- 
day. Last week America’s Federal Reserve 
said that a further fallin inflation would be 
unwelcome. Meanwhile, the European 
Central Bank (EcB) lifted the floor of its in- 
flation target. In other words, both central 
banks were admitting that inflation can be 
too low. 

Japan has been suffering from deflation 
(a fall in the general price level) since the 
mid-1990s, but now there are fears that the 
disease could spread to America and Eu- 
rope. America’s core rate of consumer- 
price inflation (excluding food and energy) 
has fallen from 2.8% in late 2001 to 1.7% in 
March, its lowest since 1966. The euro 
area’s core inflation rate has fallen from 
2.6% to 1.7% in the past 12 months. 

Thanks to overinvestment during the 
bubble years of the late 1990s and to cur- 
rent sluggish demand, the world is awash 
with excess capacity in industries from te- 
lecoms and airlines to banking and cars, 
putting downward pressure on prices. 
Even if a recession is avoided, economic 
growth looks likely to remain below trend 
this year almost everywhere; so output 
gaps (the difference between countries’ ac- 
tual and potential GDP) will widen. The 
euro area’s feeble start to the year (the 


Gpps of both Germany and Italy shrank in 
the first quarter) suggests that the single- 
currency zone will see an even bigger in- 
crease in its output gap than America has. 
Even if growth returns to trend next year, 
the gaps will remain large. 

Historically there has been a close rela- 
tionship between the size of the output 
gap and the direction of change in inflation 
(see chart). When the output gap is nega- 
tive (actual outputis below potential), as at 
present, inflation usually falls. With infla- 
tion already low, a further two years of de- 
cline could easily end in deflation. Econo- 
mists at Dresdner Kleinwort Wasserstein 
forecast a core inflation rate of just above 
1% in America at the end of next year, and 
of only 0.2% in the euro area. They expect 
that by then consumer prices will be fall- 
ing in both Germany and France. 

The fact that neither the Fed nor the 
ECB Cut interest rates at their policy meet- 
ings last week suggests that they are more 
sanguine about the risk of deflation. Wim 
Duisenberg, the EcB’s president, said that 
he did not expect headline inflation to fall 
below 2% until the end of this year. Yet sev- 
eral private-sector forecasters reckon that 
the stronger euro and higher unemploy- 
ment could reduce inflation to close to 1% 
by early next year. That would be well be- 
low the EcB’s newly clarified inflation goal 
of less than, but close to, 2%. The ECB’s pre- 
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vious target was “less than 2%”, but its new 
goal is still too low. Most central banks 
have targets with mid-points of 2.5%. 

Deflation is not always bad. If caused 
by rapid productivity growth, as in the late 
19th century, it can go hand in hand with 
robust growth. But if prices are falling be- 
cause of a slump in demand, deflation can 
be dangerous. Today the world exhibits 
both sorts of deflation, but the vast 
amount of excess capacity suggest that 
most of it is the bad sort. 

Deflation is particularly harmful when 
an economy has lots of debt, because fall- 
ing prices swell the real debt burden. This 
can lead to a vicious circle: as heavily in- 
debted firms are forced to reduce costs, 
jobs and spending are cut across the econ- 
omy, pushing prices lower still. In both 
America and the euro area, total private- 
sector debt today is larger as a share of 
GDP than it was when deflation last 
haunted the world in the 1930s—though 
not as high asin Japan a decade ago. 

The biggest economic danger is that, 
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> below zero, deflation makes negative real 
interest rates unattainable. But then these 
may be needed to drag an economy out of 
recession. Last year a study by economists 
at the Fed of Japan’s slide into deflation 
concluded that monetary policy was not 
too tight in the early 1990s, given the out- 
look at the time for growth and inflation. 
But those forecasts proved too optimistic, 
and by then it was too late to act. The les- 
son is that as interest rates and inflation 
move closer to zero, central banks need to 
cut interest rates more forcefully than 
would normally be called for by forecasts 
of growth and inflation. This justifies the 
Fed’s aggressive easing over the past two 
years. The EcB’s recent behaviour suggests 
that it has not read the Fed study. 


Germany in a bind 

American interest rates (1.25%) are lower 
than the euro area’s (2.5%), which might 
suggest the Fed is running out of ammuni- 
tion. But the weaker dollar will help to 
fend off deflation. Indeed, Germany looks 
more susceptible to deflation than Amer- 
ica. Germany cannot cut interest rates 
(which are set by the EcB) or loosen fiscal 
policy (which is constrained by the euro 
area’s stability and growth pact); the euro 
is rising; its banks are in much worse shape 
than America’s are; and German house- 
holds and companies have even bigger 
combined debts than do their American 
counterparts. 

Both the Fed and the EcB need to cut in- 
terest rates further if they are to be sure of 
avoiding deflation. But what if deflation 
takes hold and interest rates hit zero? Late 
last year, Ben Bernanke, a governor of the 
Fed, flagged a range of alternative mea- 
sures that could be used: 

e A central bank can reduce long-term in- 
terest rates. One way would be to an- 
nounce that it will hold short-term rates at 
zero for an extended period. Long-term 
rates, which depend upon expected future 
short-term rates, would then fall. 

e A more effective way to reduce long-term 
rates is for the central bank to buy govern- 
ment bonds. This is Mr Bernanke’s pre- 
ferred cure, butit has not stopped deflation 
in Japan, where long-term bond yields are 
0.6%. Mr Bernanke blames Japan’s defec- 
tive banking system and a lack of deter- 
mination by policymakers to fight defla- 
tion. There is some truth in this, but 
another reason why the policy has failed 
to boost spending is that overindebted 
households and firms prefer to save and 
repay debt. Given the huge excesses left 
after America’s bubble, the same might 
happen in the United States. 

e As well as government bonds, a central 
bank could buy private securities to pump 
in more liquidity. This might require a 
change in the law in some countries. 

e Foreign-exchange intervention, to push 
down a currency, could help to boost out- 


put and raise import prices. The most strik- 
ing example of this was the devaluation of 
the dollar in 1933-34, which helped to end 
deflation. This would work for a single 
country, but it is not an answer to global 
deflation: not every country can devalue. 
A falling dollar will reduce the risk of defla- 
tion in America, but push inflation lower 
in the euro area and Japan. 

e Last but not least, a central bank can print 
money to finance tax cuts or higher public 
spending. This is the surest method of halt- 
ing deflation, but it is not foolproof. Tax 
cuts might be saved, not spent, by debt-rid- 
den consumers, so an increase in public 
spending could be more effective. But, as in 
Japan, there is then a risk that money is 
channelled into politically favoured pro- 
jects with low returns. 

In a serious bout of deflation, a central 
bank acting alone may fail to halt defla- 
tion, butif a central bank and government 
act jointly they will surely succeed. How- 
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ever, a money-financed fiscal stimulus re- 
quires co-ordination between the govern- 
ment and the central bank—something 
that newly independent central banks find 
hard to do. This has been a big stumbling- 
block in Japan; such co-ordination would 
be even harder to achieve in the euro area, 
where there is the extra complication of 
the stability and growth pact. 

Mr Bernanke believes that, if a central 
bank injects enough money, it can always 
reverse deflation. Implicit in this is the 
view that Japan’s persistent deflation re- 
flects the Bank of Japan’s incompetence, 
and that the Fed would do a better job. Is 
this right? Policy errors are partly to blame 
for Japan’s plight, but the awkward fact is 
that post-bubble economies tend to be 
prone to deflation. The Fed may find it 
harder than it thinks to escape the defla- 
tion monster. As for the ECB, its recent be- 
haviour gives little cause for confidence 
that it would act swiftly. m 





Trade 


The GM gamble 


The United States challenges Europe’s block on genetically modified food 


MERICA has made no secret of its 
growing annoyance with the Euro- 
pean Union’s attitude to genetically modi- 
fied (GM) crops. With many European con- 
sumers revolted by the thought of 
“Frankenstein foods”, the EU has refused 
to approve any GM products since 1998. 
The Americans consider this moratorium 
illegal under the rules of the World Trade 
Organisation (wTo); for months they 
have been threatening to bring a formal 
WTO complaint. Even so, the launch of 
such a complaint on May 13th came as a 
surprise, not least because of the risks it 
creates for already fragile world trade talks. 
The wTo’s rules allow countries to reg- 
ulate imports of crops and foods on health 
or environmental grounds. However, any 
restraints must be based on “sufficient sci- 
entific evidence”, and there must be no 
“undue delay”. America contends that Eu- 
rope’s go-slow does not meet these condi- 
tions. Indeed, its trade wallahs point out 
that EU officials have themselves called 
the moratorium “illegal and unjustified”. 
The Ev’s inaction is costing American 
farmers, the world’s biggest planters of 
GM crops, several hundred million dollars’ 
worth of potential exports to Europe a 
year. The Americans also worry that the 
anti-GM stance is contagious. Last year, de- 
spite widespread starvation, several 
southern African countries refused Ameri- 
can food aid for fear that GM crops would 


infiltrate their own crops and jeopardise 
exports to Europe. China also invokes Eu- 
rope’s attitude to justify its go-slow on 
commercialising new GM crops. 

Nor is America alone. Canada, Argen- 
tina and Egypt have joined the wTo com- 
plaint, and nine other countries have regis- 
tered their support. Some of these 


countries, probably not coincidentally, are >> 





Not for sale in Europe 





> keen to negotiate bilateral trade agree- 
ments with the United States. 

The timing of the complaint is still curi- 
ous. There are signs that Europe is at last 
shifting. New rules on how to label and 
trace GM products are making their way 
through the European Parliament. Once 
they are in force, European officials claim, 
the moratorium will be lifted. The Ameri- 
cans, having heard such promises before, 
are sceptical. But the WTO case may make 
the politics of lifting the ban harder. 

More surprising still, the Americans 
have launched their complaint only a 
month before big decisions are due on the 
reform of the EU’s common agricultural 
Policy (CAP). The European Commission 
is pushing for far-reaching changes, includ- 
ing a separation of the financial support 
farmers receive from the amount they pro- 
duce. This is essential to Europe’s ability to 
liberalise its farm trade, which in turn is a 
prerequisite for keeping the Doha round of 
trade talks alive. Yet reform is being fiercely 
resisted by some EU countries, notably 
France, a staunch opponent of GM food. 
Infuriating the French over GM food will 
hardly help CAP reform. Given America’s 
oft-proclaimed commitment to the Doha 
round, what has prompted it to launch its 
complaint now? 

Domestic political pressure, for one 
thing. Farm-belt politicians have been 
shouting that the administration must take 
the Eu to task. For some in the administra- 
tion, a post-Iraq desire to annoy the French 
may also play a role. On top of this, there 
may be a desire to hit back at Europe’s be- 
haviour in other trade disputes. Last week, 
the Europeans upped the ante in a row 
over America’s foreign-sales corporation 
tax,in which the wTO has already ruled in 
Europe’s favour. The EU announced a list 
of products on which it might slap tariffs if 
the Americans do not fix their wro-illegal 
practices. The Europeans set a deadline of 
January ist 2004, by when they want 
America’s tax code to be put right. 

The Americans may also be gambling 
that the complaint will strengthen their 
hand in the Doha talks. According to Gary 
Hufbauer, of the Institute for International 
Economics, a Washington think-tank, the 
Bush administration may be keen to get a 
WTO ruling in its favour on GM food, so 
that the issue can be taken into the Doha 
negotiations. Against that, there is a more 
alarming possibility: that America has 
given up hope of CAP reform this year, and 
hence (at least for now) of any progress in 
the Doha round. Had the Americans 
thought there was a serious chance of 
meaningful farm reform in Europe, thinks 
Mr Hufbauer, they would have delayed 
their GM complaint. 

The risks stretch further than the Doha 
round. The GM case threatens to overload 
the wTo’s legal framework. Although the 
Americans are convinced that they have a 


clear-cut case, European officials are ada- 
mant that the EU has acted within the 
rules. Independent experts say that the 
case could go either way. The wTo’s rules 
are too woolly and subject to competing 
interpretations to deal with scientifically 
complicated and politically explosive is- 
sues. Even if America wins, the EU might 
ignore the ruling if ordinary Europeans 
maintain their rejection of GM food. If 
America loses, domestic opponents of the 
country’s WTO membership may gain in 
strength. The wTo’s credibility, and its 
rules-based system, would lose either 
way. That, more than anything else, is why 
America’s decision to launch the case is a 
high-stakes gamble. m 


Hedge funds 
An invitation from 
the SEC 


Will America’s regulator tighten the 
rules for hedge funds? 


$ Follow the money 
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OT since the near-collapse of Long- 
Term Capital Management in 1998 
has America’s Securities and Exchange 
Commission (SEC) taken such a keen inter- 
est in hedge funds. The financial regulator 
began examining these largely unregu- 
lated investment pools a year ago, when 
Harvey Pitt was its chairman. When Wil- 
liam Donaldson succeeded Mr Pitt at the 
beginning of this year, he promised to take 
a “long, hard look” at hedge funds. On May 
14th-15th, the sec held talks in Washington 
with fund managers, lawyers and others— 
without, it said, “preconceived no- 
tions”—to explore whether and how to reg- 
ulate hedge funds. 
Hedge-fund managers believe that the 


sEC—in particular Paul Roye, head of its in- 


vestment-management division—dislikes 
their industry. They believe the regulator 
has already made up its mind to tighten 
the rules. “These hearings are just win- 
dow-dressing,” says Joe Nesler of Gardner, 
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Carton & Douglas, a law firm in Chicago, 
who advises hedge funds. 

Why have hedge funds caught the 
SEC’s attention? One reason is the indus- 
try’s growth: the sum under management 
has ballooned from about $50 billion in 
1990 to $600 billion today. Then there are 
high-profile scandals. Last year the SEC 
brought 12 cases of fraud against hedge 
funds, more than twice as many as in each 
of the previous four years. Third, hedge- 
fund managers are increasingly selling 
their wares in a broader market, through 
funds of funds and other new retail pro- 
ducts, rather than sticking to their tradi- 
tional clientele of rich individuals. The 
SEC is worried that middle-market inves- 
tors may not realise what they are buying. 

At present, only “accredited investors” 
who have more than $1m to play with, or 
an annual income of at least $200,000, 
and “qualified purchasers” (individuals 
with at least $5m in liquid assets) may in- 
vest directly in hedge funds. These thresh- 
olds, originally set in the Investment Advi- 
sors Act (IAA) of 1940, have not been 
updated for years. The sec is concerned 
that some investors who qualify for hedge- 
fund investment today do not understand 
the risks involved. “They will probably 
bump up the accredited-investor stan- 
dard,” says Mr Nesler. 

Hedge-fund managers are also exempt 
from the IAA requirement to register as in- 
vestment advisers with the SEC. Registra- 
tion means, among other things, regular 
audits. Jedd Wider of Orrick, Harrington & 
Sutcliffe, a law firm in New York, thinks 
that this rule is likely to be amended and 
that registration with the sec will become 
mandatory. Arthur Levitt, a former chair- 
man of the sEc, called for mandatory reg- 
istration in a speech on May 7th. 

Although the hedge-fund industry 
would find these changes irksome, it is 
raising few objections. Fund managers’ 
real worry is that they will have to be more 
transparent about their trading activities. 
In particular, short-sellers, who try to 
make money by selling shares they do not 
own in the hope of buying them back at a 
lower price, do not want to reveal their po- 
sitions. They argue that investors who 
want detailed information about what is 
being done with their money already have 
the option of investing in hedge funds that 
are willing to lay open their portfolios. 

Mr Donaldson looks unlikely to go too 
far on transparency. He said last month 
that investors should have the right to in- 
vest in riskier vehicles if they wished and 
the government should not stop them. If 
the SEC were to demand that hedge funds 
reveal all of their trading activities, it 
would reduce them to glorified mutual 
funds, duller and much less risky. Al- 
though the sec may have little sympathy 
for hedge funds, neutering them does not 
seem to be Mr Donaldson’s plan. m 
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New lease on life 


NEW YORK 


The secondary market in life-insurance policies is good for consumers 


FTER savings accounts and govern- 
ment bonds, life insurance may be the 
most respectable of investments. It was 
not always so. Until the British parliament 
passed the Gambling Act in 1774, which 
banned policyholders from insuring the 
lives of people with whom they had no 
documented connection, many life poli- 
cies were straight bets on whether some- 
body—a member of the royal family, say— 
would live or die. 

Now, in a faint echo of those times, a 
secondary market in life-insurance poli- 
cies is growing rapidly in the United States. 
Firms buy policies, mainly from older peo- 
ple, at discounts to their face value. They 
pay all subsequent premiums and collect 
the proceeds on the death of the insured or 
the maturity of the policy. Such “life-settle- 
ment” firms bought $2 billion-worth of 
policies (by face value) last year, ten times 
as much as they acquired in 1998. The in- 
dustry’s potential—Americans aged over 
65 have life cover worth perhaps $500 bil- 
lion—has attracted such investors as Gen- 
eral Re, a subsidiary of Warren Buffett's 
Berkshire Hathaway. 

Hitherto, elderly Americans with poli- 
cies they do not need or cannot afford to 
keep up have had little option but to let the 
policies lapse or sell them back to their 
insurers. Plenty seem glad to have an alter- 
native buyer. No wonder, when on aver- 


Reaping a profit 





age they can get three times as much from 
life-settlement firms as they can from their 
original insurers. 

However, the life-settlement business 
still has to overcome several obstacles. 
One problem is that its reputation is 
tainted by association with the viatical in- 
dustry, which bought the life-insurance 
policies of the terminally ill, usually with 
AIDS, and in which fraud was common. 

In addition, some life insurers see the 
life-settlement business as a direct threat. 
Should the secondary market expand, the 
proportion of policies that lapse—and on 
which insurers pay no claims—would 
drop. Insurers would then have to pay 
more out. Their profits would fall and pre- 
miums would probably rise. So a handful 
of life-insurance firms are trying to ham- 


Seismic stockmarkets 


Quaking 


Anew aid to investment: the Richter scale 


ES only predictable thing about 
stockmarkets nowadays seems to be 
their tendency for violent swings. Recent 
months have seen daily price rises and 
falls of 1-2%. Such tremors leave journal- 
ists reaching for the odd volcanic or 
earthquake metaphor. 

That might be appropriate, says a 
team of four researchers led by Xavier 
Gabaix, an economist at the Massachu- 
setts Institute of Technology (mit). The 
team has published an article in the May 
15th issue of Nature which provides evi- 
dence that stockmarkets before a crash 
behave rather like the earth before a big 
earthquake. Have the anoraks’ insights 
trumped those of their peers in the fi- 
nance faculty? 

At first glance, perhaps. The authors 
demonstrate a well-known mathemati- 
cal pattern in stockmarkets called a 
“power law”. Stockmarkets obey a type 
of power law when the number of daily 
price-swings of 1% is, say, eight times the 
number of days seeing a 2% move, 
which is in turn eight times the number 
of 4% days. Power-law patterns are simi- 
lar to the statistical distributions of seis- 
mic activity, which inspires hope of 
predicting both types of calamity. But 
these patterns in stockmarkets, say the 
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per the life-settlement firms’ growth by 
prohibiting their insurance agents from 
discussing them with clients and by mak- 
ing policies non-transferable. 

The legality of such moves is not clear. 
It is not certain, says Rick Cortese of Na- 
tional Regulatory Services, a consulting 
firm, that insurance agents have a fidu- 
ciary duty to their clients, as brokers sell- 
ing securities do—or, if they have such a 
duty, whether it obliges them to discuss 
life settlements. New rules being drafted 
by state insurance regulators would expli- 
citly allow agents to talk to clients about 
life settlements, but would not insist on it. 
On the transferability question, some 
states permit insurers to write policies that 
cannot be sold on. Others, such as North 
Carolina, Florida and Louisiana, do not. 

The economic argument, however, is 
plain. Before the life-settlement industry 
grew, life-insurance companies were the 
sole buyers of unwanted policies. Now 
consumers have a choice, and the chance 
to get more if they cash their policies in. 
And so what if the life-settlement firms 
profit from their death? Unlike their 18th- 
century forebears, the policies’ buyers 
have atleast asked permission. m 


authors, explain more than just price 
movements. They also describe two 
other big factors in markets: trading vol- 
ume and the size of mutual funds. 

Indeed, their key finding is that many 
market moves, seemingly unrelated to 
news about profits or the economy, are 
caused by big mutual funds trading un- 
der time pressure. Another lesson is that 
analysts tend to neglect the possibility of 
very rare, but very bad, outcomes. 

This is not the first time that scientists 
have trained their prowess on financial 
markets. A few years ago, chaos theory 
was set to revolutionise trading. Models 
of ecosystems developed by biologists 
have been tried too. Sadly, few attempts 
have yielded much profit. But the ideas 
keep coming. Astrophysicists have re- 
cently pointed to similarities between 
solar winds and the Dow Jones Indus- 
trial Average. In the 19th century, W.S. 
Jevons, an English economist, linked 
sunspots and harvests. 

Can the earthquake approach see off 
another crash? Do not get your hopes 
up. The authors say a lot of “friction” 
(taxes or other trading curbs) would be 
needed to frustrate the market. Market 
crashes are rooted not in the stars, nor in 
the earth, but in traders themselves. 
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Marconi’s tortuous workout is not a blueprint for others 


HE shares and bonds of a reborn Mar- 

coni, a British manufacturer of tele- 
coms equipment, are due to begin trading 
on May i9th. This marks the end of a 
messy debt workout that started 18 
months ago. It nearly foundered several 
times on the arrogance, opportunism and 
brinkmanship of the negotiating parties. 

Marconi’s case is a good example of the 
growing complexity of corporate work- 
outs. No longer is it only company execu- 
tives and their bankers that sit round a ta- 
ble rescheduling loans. Others also have 
seats, including investors who bought 
loans and bonds at a discount, and those 
who have bought credit-default swaps—in- 
surance against a company’s going bust. 

The old, straightforward clash between 
a company and its creditors has been re- 
placed by a mish-mash of interests. For ex- 
ample, an investor who bought debt yes- 
terday at 20% of face value might be happy 
to be repaid tomorrow at 25%, whereas an- 
other—an insurance company, say, that 
paid the full price for the bonds as a long- 
term investor—might prefer to recover 75% 
in three years’ time. The holder of a credit- 
default swap might prefer the company to 
go into bankruptcy. More complicated 
still, some around the table may be trading 
in and out of their positions each day, with 
their motives changing accordingly. 

The protagonists in the Marconi case 
learned about such dynamics the hard 
way. Marconi’s forerunner, GEC, used to 
enjoy a AAA credit rating, the highest pos- 
sible. But after the company changed its 
name and went on an acquisition binge, it 
fell victim to the bursting of the telecoms 
bubble. It issued a profit warning in July 
2001. By September the price of its shares 
had fallen by 80% and that of its bonds by 


65% (see chart). Ithad about £4 billion ($6.4 
billion) in debt, half in bank loans and half 
in bonds. 

Under a new chief executive, it began 
to renegotiate its bank loans. Meanwhile, it 
decided, rather cheekily, to buy some of its 
bonds back at half price—without consult- 
ing the banks. If the banks were cross then, 
they were furious in March 2002: on the 
brink of signing a deal, Marconi decided to 
ditch their plan and try to restructure all its 
debt, including the bonds. One reason for 
the banks’ rage was the failure of their plan 
to make their rescheduled loans senior to 
Marconi’s bonds. Because Marconi had 
been a AAA credit, they had not bothered 
to put in covenants that would have done 
this, never imagining a restructuring in 
which seniority of credit would matter. 

Enter, at this point, an “ad hoc” com- 
mittee of bondholders led by Bingham 
McCutchen, an American law firm, and 
Greenhill, an investment bank, both spe- 
cialists in corporate workouts. The crew in- 
cluded some big American insurers and 
opportunist funds (also known as vulture 
funds), such as Appaloosa Partners, Cer- 
berus Partners and Angelo, Gordon. Ini- 
tially, the banks could hardly bring them- 
selves to talk to these interlopers. 

The complexity increased. Bondhold- 
ers left and rejoined the committee, de- 
pending on whether they wanted inside 
information or the freedom to trade (com- 
mittee members are often barred from 
trading when market-sensitive informa- 
tion is disclosed). A few banks did like- 
wise. Those leading the restructuring 
could only speculate about the motives of 
some people at the table. There was great 
uncertainty over whether credit-default 
swaps had been triggered (in fact, they 
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never were). Some banks seemed keen for 
Marconi to die, which suggested that they 
had credit insurance. 

Creditors are not obliged to disclose 
their interests, or changes in them, al- 
though INSOL, an international associa- 
tion of insolvency experts, recommends 
early disclosure of such trading positions 
“wherever practical” in workouts involv- 
ing many creditors. Regulators, such as 
Britain’s Financial Services Authority, 
seem content to let the market set its own 
disclosure standards. Bankers, on the other 
hand, suggest that trading restrictions on 
creditors that have been privy to sensitive 
information should be tougher in future. 

Marconi’s liabilities were further com- 
plicated by an ill-conceived attempt to 
hedge its employee share-ownership pro- 
gramme (ESOP). Marconi had bought an 
equity swap in 2000 to cap the price of its 
own shares, which it would need to pro- 
vide to its employees under the ESOP. But 
the swap had no protection against a fall in 
the share price (presumably it was unthin- 
kable). That left Marconi with a liability of 
up to £337m with three banks. It took until 
March this year to resolve this particular 
conundrum. 

All the while, Marconi managed to 
honour its obligations to suppliers and 
other trade creditors, although some pay- 
ments were stretched. It also had a pile of 
ready cash, raised by selling off affiliate 
holdings. So it was not a pushover for its 
creditors, even though its bond buyback 
seemed “tantamount to enemy action”, re- 
calls one banker. 

On May 19th a new Marconi is ex- 
pected to issue a billion new shares, new 
warrants for 50m shares and $1.2 billion of 
dollar and sterling notes. There is no guar- 
antee that the company will live happily 
ever after. Meanwhile, workouts are get- 
ting no easier. Only this week a Swiss com- 
pany was taken to the brink of bankruptcy 
by maverick bank behaviour: credit deriv- 
atives were the suspected cause. All this is 
good for lawyers, good for insolvency ex- 
perts, and good for vulture funds. And as 
one participant notes: “Vultures and hye- 
nas do keep the bush clean.” m 
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Should the new Iraq honour the financial obligations of the old regime? 





ONTEMPLATING the victorious allies at the Versailles peace 

conference in 1919, Keynes observed that “reparation was 
their main excursion into the economic field, and they settled it 
as a problem of theology, of politics, of electoral chicane, from 
every point of view except that of the economic future of the 
states whose destiny they were handling.” He rightly foresaw 
that this neglect would have disastrous consequences, notably 
in Germany. As the United Nations Security Council now con- 
siders how to rebuild Iraq, is history destined to repeat itself? 

The precise text of any resolution on Iraq the UN will pass re- 
mained uncertain as The Economist went to press. But the draft 
tabled by America and Britain on May 9th would have pleased 
Keynes. It does not impose new reparations from Iraq to cover 
the cost of the recent war. But it does propose a way to manage 
revenues from the sale of Iraq’s oil, which is practically the coun- 
try’s only significant asset. The plan could greatly reduce the 
pain of the financial burden bequeathed by Saddam Hussein. 

By some calculations, the dictator left his country in hock to 
the tune of $350 billion, a crippling burden given that a “normal” 
country with the sort of Gpp that seems plausible for Iraq in the 
medium term could probably comfortably service debts of only 
around $80 billion, according to Edwin Truman of the Institute 
for International Economics. Of these potential obligations, over 
$200 billion is war reparations, mostly arising from the invasion 
of Kuwait in 1990. Under the existing UN oil-for-food pro- 
gramme, some 25% of the revenues from sales of Iraqi oil go to a 
reparations compensation fund. 

Under the proposed UN resolution, this slice of revenues 
would fall to 5%. Clearly, the dollar amount this represents will 
depend on the amount of revenue. Although Iraqi oil produc- 
tion seems unlikely to recover quickly, in the medium term reve- 
nues should be far higher than under the oil-for-food 
programme. But, although a 5% share of revenues is not full for- 
giveness of war reparations, it ought not to be unmanageable so 
long as the rest of Iraq’s debt burden is reduced and it can bor- 
row fresh capital from abroad. 

Here, a second part of the draft resolution tabled by America 
and Britain is intriguing. All revenues from sales of Iraqi oil, ac- 
cording to the proposal, “shall be immune from judicial, admin- 


istrative, arbitration or any other proceedings” relating to claims 
“of whatever kind and whenever accrued” against Iraq or its 
agents. According to Patrick Bolton, an economist at Princeton, 
laying legal claim to Iraqi oil revenues had seemed the likeliest 
way for creditors to get some money back. At the very least, this 
wording would give Iraq a strong hand in any formal Paris and 
London Club debt renegotiations. It might even allow it to re- 
pudiate its old debt and still raise fresh capital, says Mr Bolton. 

Some American officials have made no secret of their prefer- 
ence for Iraq’s debts to be written off, to let its new regime start 
life with a clean slate. Critics of this idea make two main points: 
that to pursue it would be bad politics; and that it would be bad 
for the international debt market and Iraq’s place in it. 

The political risks are obvious. Iraq owes America little 
money. Its two biggest creditors by far are France and Russia, 
countries which opposed the war against Saddam and can veto 
any UN resolution. It would come as no surprise were they to 
veto immunity for oil revenues, or require it to be temporary. 

The case for debt forgiveness has been well-rehearsed in re- 
cent years, not least in the debate over the H1Pc plans for reliev- 
ing the debts of the poorest countries. Strikingly, two of the main 
arguments against forgiveness hardly apply to Iraq. There is no 
obvious “moral hazard”: forgiveness would not reward any bad 
behaviour of a new Iraqi government, nor—given the unique cir- 
cumstances—would it generate expectations that similar gen- 
erosity would be forthcoming in future. Likewise, because anew 
government would be clearly unconnected to the Saddam re- 
gime, refusing to repay all its debts might not hinder the govern- 
ment from borrowing fresh capital—though it is certainly 
plausible that creditors might look more kindly on Iraq, and thus 
charge it a lower rate of interest, if it continued to pay existing 
creditors something, after a formal rescheduling, as evidence of 
its good intentions over new borrowing. 


Owed by the odious 

Some economists, such as Michael Kremer of Harvard Univer- 
sity, argue that, after a change of regime, a country’s new govern- 
ment should have no legal obligation to service the “odious 
debt” of an illegitimate predecessor, an idea dating back to the 
Spanish-American war of 1898. In theory, establishing the right 
of a country to write off odious debt would have potentially 
huge benefits, not least by discouraging banks from lending to 
nasty governments that might one day be overthrown. Indeed, 
says Mr Kremer, setting out precise rules for what counts as an 
“odious regime”, and thereby making it harder for such regimes 
to borrow, may be a better form of economic sanction than the 
traditional approach of obstructing trade. Restrictions on trade 
hurt ordinary people, whereas making it harder to borrow hurts 
the baddies in charge more directly. 

If applying the odious-debt doctrine to future debt can make 
good sense, applying it retrospectively to debt already incurred, 
as in Iraq, is less straightforward. As Harold James, another 
Princeton economist, has argued, this could destabilise the 
global credit markets by making creditors fearful that other 
countries might one day describe their debt as odious. It is not 
hard to imagine circumstances in which, say, a newly demo- 
cratic China might try to shed the external debt—$170 billion at 
the end of 2001—of the “odious” undemocratic regime it re- 
placed. He has a point: although, given the needs of Iraq, Keynes 
might well have dismissed it as unhelpful theology. m 
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Miniature fuel cells 


Batteries not included? 


NEW ORLEANS 


Will tiny versions of the fuel cells now being developed for cars soon power laptop 


computers too? 


S VIDEO telephony, broadband inter- 
net links and other high-powered fea- 
tures are added to laptop computers, per- 
sonal digital assistants (PDAs) and mobile 
phones over the next few years, the energy 
demands of these devices will soar. The 
Samsung Advanced Institute of Technol- 
ogy, the research arm of the chaebol of that 
name, estimates that such upgraded porta- 
ble devices will require power sources 
with at least 500 watt-hours per kilogram 
of energy stored in them. Lithium-ion bat- 
teries, today’s best, can manage half that, 
but even the most optimistic estimates 
suggest that only a 30% improvement 
could be squeezed out of such batteries. 
But there may be an alternative. Minia- 
ture fuel cells, which generate electricity 
by reacting hydrogen with oxygen, can do 
much better than batteries—at least in a 
laboratory. The question is whether they 
can ever do so in the real world. This was 
the subject of a conference organised last 
week in New Orleans by the Knowledge 
Foundation. 


It’s not a gas 

The key to making fuel cells small is to re- 
place the hydrogen—or, rather, to deliver it 
in a non-gaseous form, since it is hardly 
practical to fit portable electronic devices 
with pressurised cylinders. In the long run, 
there may be ways round this, for instance 
by absorbing the gas in metal hydrides or 
carbon nanotubes. But in the short term 


the solution seems to be to deliver the hy- 
drogen as part of a hydrogen-rich com- 
pound, such as methanol. This is a liquid, 
which means it is easy to handle. Sachets 
of methanol fuel, purchased at newspaper 
kiosks, rather like refills for cigarette light- 
ers, could be inserted with little fuss into 
electronic devices. 

There are two ways to get the hydrogen 
out of methanol in a way that a fuel cell 
can use. One, being pursued by several 
companies, notably Motorola, is called ref- 
ormation. This attempts to replicate in 
miniature the complicated networks of 
piping, heaters, vaporisers, heat exchang- 
ers and insulation that the petrochemical 
industry uses to extract hydrogen in bulk 
from methane, a chemical one oxygen 
atom different from methanol. That is 
hard—doubly so, since reformation works 
best at 200°C. 

There are some variations on the 
theme, but most of those building minia- 
ture methanol reformers use an approach 
not much different from the one used to 
make circuit boards for computers. They 
laser-drill holes into tiny ceramic wafers to 
guide the flow of fluids. Then they stack 
these one on top of another, like layers of a 
sandwich, sinter them together at a tem- 
perature of 800°C, and laminate them. 
Presto, a mini-chemical plant. 

The alternative to reformation is to feed 
the methanol directly into the cell, and rely 
ona catalyst to break it up at the electrodes, 
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where the hydrogen is separated into its 
constituent electrons (which form the cur- 
rent that the cell produces) and protons. 
The trouble with this approach is that pure 
methanol tends to get everywhere, and 
thus wrecks the cell. Diluting it with water 
reduces this problem, but also reduces the 
power output. 

At least one firm, however, thinks it can 
get round this. MTI MicroFuel Cells, based 
in Albany, New York, boasts some top re- 
searchers poached from the Los Alamos 
National Laboratory in New Mexico. One 
of them, Shimson Gottesfeld, told the con- 
ference that the firm has developed a cell 
that can use undiluted methanol. This, he 
claims, allows it to achieve more than 
three times the energy density of lithium- 
ion batteries. 

Dr Gottesfeld was reluctant to go into 
details. But the secret seems to lie in some 
clever internal geometry, which elimi- 
nates the need for pumps. That, in turn, re- 
duces the tendency for methanol to go 
where it is not wanted. However the trick 
is performed, though, MTI has working 
prototypes. It also has a contract. Its cells 
are due to go to market next year as part of 
a hybrid power-pack (that is, one which 
also involves batteries) being built by a 
large equipment firm called Intermec for 
use in handheld computers. 

Better ways of handling methanol are 
not the only possibility, though. Another 
is to find further alternatives to elemental 
hydrogen. That is the route chosen by Me- 
dis Technologies, an Israeli-American firm. 
Its fuel is a mixture of glycerol and sodium 
borohydride. These react in the presence 
of a platinum and cobalt catalyst, generat- 
ing protons and electrons in the same way 
as methanol-—or, indeed, pure hydrogen. 

Although many at the conference were 
sceptical, suggesting for example that the 
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> up, the firm remains bullish. Gennadi Fin- HIV-2 In the decades since Dr Montagnier’s 


kelshtain, Medis’s principal scientist, ac- 
knowledges his device’s sensitivity to its 
orientation, but insists that he has a sol- 
ution in the works. The fact that he has per- 
suaded General Dynamics, a big defence 
contractor, to form a partnership with him 
to supply the American armed forces with 
the new device suggests that the problems 
cannot be too great. Medis showed off a 
prototype recharger for a “ruggedised” 
military PDA that it says it will start manu- 
facturing next year. 

None of this adds up to a revolution in 
portable power, of course, but it is a tanta- 
lising start. As so often with new technol- 
ogies, military applications are important 
drivers. The American army is keen to 
have more energetic and longer-lived 
power sources for such things as climate- 
controlled bodysuits, advanced mobile- 
communications equipment and more so- 
phisticated sensors. But consumers will 
soon be able to purchase lightweight fuel 
cells, too. Even though they are unlikely 
ever to be compact enough for use in mo- 
bile phones, they could act as portable 
chargers for such phones. And in devices 
that are only a bit larger, they could, in- 
deed, end up replacing batteries. m 


More about fuel cells 


Iceland powers up 


REYKJAVIK 


The other AIDS 
epidemic 


Twenty years after the first AIDS virus 
was identified, news about a second 


¢¢ A RETROVIRUS belonging to the fam- 
ily of recently discovered human T- 
cell leukaemia viruses (HTLV), but clearly 
distinct from each previous isolate, has 
been isolated from a Caucasian patient 
with signs and symptoms that often pre- 
cede the acquired immune deficiency syn- 
drome (AIDs).” 
With these words, in a paper published 
20 years ago this week in Science, Luc Mon- 
tagnier of the Pasteur Institute in Paris an- 
nounced that he had isolated the virus that 
causes AIDS. He called it LAv (lymphade- 
nopathy-associated virus). Now, after a 
priority dispute with Robert Gallo, an 
American researcher who claimed to have 
discovered it independently, and who 
called it HTLV-3, ithas become more famil- 
iar under its compromise moniker, the hu- 
man immunodeficiency virus, HIV. 


You can now buy hydrogen from a garage in Iceland 


IKE a kettle near boiling point, the 

countryside outside Iceland’s capital 
is perforated with vents and geysers let- 
ting off steam from the volcanic caul- 
dron simmering just below the island’s 
surface. This steam, together with hydro- 
electricity, provides 72% of Iceland’s en- 
ergy. But that is only the start. In a bid to 
become the world’s first “hydrogen econ- 
omy”, the government hopes to raise the 
figure to 100%. 

This explains the excitement felt 
when a new pump was added recently 
to aservice station just outside Reykja- 
vik. Instead of petrol or diesel, it pumps 
hydrogen. Although this is not the 
world’s first hydrogen filling-station, it is 
the first to be open to the general public. 
It is designed for vehicles that are 
powered by fuel cells, which react hydro- 
gen with oxygen from the atmosphere to 
produce electricity. The other first is that 
the hydrogen itself is produced by the 
electrolysis of water—the electricity in 
question coming from all that environ- 
mentally friendly energy. 

The only fly in the ointment is that 
there are, for the moment, no customers. 
But that will change when the country’s 
bus fleet starts to convert to fuel-cell- 





The raw material 


powered vehicles in a few months’ time. 
Eventually, the government hopes that 
private drivers will follow suit. In retro- 
spect, Leif Eriksson, the Viking explorer 
who sailed from Iceland and discovered 
Greenland, got the names backwards. It 
is Iceland which is bidding to become 
the world’s greenest country. 


paper, HIV has run riot. The latest report 
on the epidemic, issued on May 13th by the 
Global Hrv Prevention Working Group, a 
committee of the great and good, reit- 
erated how bad things are. If nothing 
changes, the world faces 45m new infec- 
tions between now and 2010. And what 
needs to change, naturally, is that more 
money must be spent on prevention. The 
group thinks that tripling global spending 
to $5.7 billion by 2005 would be enough to 
do the job. 

That would certainly be wise. But in all 
the brouhaha, it is easy to forget that the 
fullname of the virus is HIV-1. Forin 1986 a 
second AIDS-causing agent, now known 
as HIV-2, was isolated by Dr Montagnier’s 
laboratory. And an important aspect of 
this virus’s spread has just been elucidated 
in a paper in the Proceedings of the National 
Academy of Sciences. 

HIV-2 has not rampaged to the same ex- 
tent as HIV-1. It is more or less confined to 
West Africa, and it is believed to infect 
“only” about 1m people (HiIv-1 infects 
more than 40m). Unlike HIv-1, which 
seems to be a chimpanzee virus that leapt 
the species barrier to infect people, HIV-2 
came from a monkey called the sooty 
mangabey. When that happened, and ex- 
actly how the virus subsequently got its 
grip, have remained unclear. Until, that is, 
Anne-Mieke Vandamme, of the University 
of Leuven, Belgium, and her colleagues, 
examined the virus’s genetic material. 
Now, they think they know. 

HIV-2 seems to have leapt the species 
barrier twice, once in 1940, and again in 
1945. These dates, though hedged within 
generous margins of error, can be esti- 
mated by looking at infected tissue sam- 
ples taken at various times since, seeing 
how the virus’s genetic sequence has 
changed over the years, and extrapolating 
backwards. 

This explains a paradox about HIv-2’s 
origin and spread. The evidence on the 
ground suggests that it started in Guinea- 
Bissau, in the 1960s, when that country 
was a Portuguese colony. But sooty man- 
gabeys were extinct in the area by then. In 
the 1940s, though, they still thrived. 

What seems to have happened, accord- 
ing to the genetic sequences, is that the vi- 
rus was rare until the 1960s, and then 
started to spread rapidly. Its spread coin- 
cided with Guinea-Bissau’s war of inde- 
pendence from Portugal, which began in 
1963 and went on until 1974. War, with its 
attendant movement of armies of sexu- 
ally active young men, provides an ideal 
climate for the spread of a virus such as 
HIV-2. Before the war started, it was con- 
fined to the colony. Afterwards, it spread 
not only around Guinea-Bissau, but to 
many of the country’s neighbours as well. 
When sorrows come, they come notas sin- 
gle spies, butin battalions. m 





Ocean’s eleventh 
hour? 


Fish stocks are dropping rapidly. 
Predators are falling fastest 


WE prehistoric man arrived in new 
parts of the world, something 
strange happened to the large animals. 
Mammoths, mastodons, massive ground 
sloths, woolly rhinoceros, cave bears and 
large flightless birds suddenly became ex- 
tinct. Smaller species survived. The large, 
slow-growing animals were easy game, 
and were quickly hunted to extinction. 
Now something similar could be happen- 
ing in the oceans. 

That the seas are being overfished has 
been known for years. What Ransom My- 
ers and Boris Worm of Dalhousie Univer- 
sity in Halifax, Nova Scotia, have shown is 
just how fast things are changing. They 
have looked at half a century of data from 
fisheries around the world. Their methods 
do not attempt to estimate the actual bio- 
mass (the amount of living biological mat- 
ter) of fish species in particular parts of the 
ocean, but rather changes in that biomass 
over time. According to their paper in the 
latest issue of Nature, the biomass of large 
predators (generally the most valuable 
species) in a new fishery is reduced on av- 
erage by 80% within 15 years of the start of 
exploitation. In some long-fished areas, it 
has halved again since then. 

The researchers’ data came from two 
sources. Those for fisheries on the conti- 
nental shelves were derived from standar- 
dised research surveys of large bottom- 
dwelling fish such as cod, flatfish, skates 
and rays. Those for fish in the open ocean, 
such as tuna, billfish and swordfish, were 
estimated from figures collected by Japan’s 
longline fishing fleet (composed of vessels 
that trail fishing lines with baited hooks at 
intervals along their lengths). In this case, 
changes in biomass were estimated by 
comparing the number of fish caught for 
every 100 hooks now and in the past. 

Dr Worm acknowledges that the fig- 
ures are “only a first order approximation” 
but says thatif anything they are conserva- 
tive. One reason for this is that fishing tech- 
nology has improved, so the comparison 
is not genuinely like-for-like. Today’s ves- 
sels can find their prey using satellites and 
sonar, which were not available 50 years 
ago. That means a higher proportion of 
what is in the sea is being caught, so the 
real difference between present and past is 
likely to be worse than the one recorded by 
changes in catch sizes. In the early days, 
too, longlines would have been more satu- 
rated with fish. Some individuals would 
therefore not have been caught, since no 


baited hooks would have been available 
to trap them, leading to an underestimate 
of fish stocks in the past. Furthermore, in 
the early days of longline fishing, a lot of 
fish were lost to sharks after they had been 
hooked. That is no longer a problem, be- 
cause there are fewer sharks around now. 

This sort of result does not, of course, 
convince everyone. The Inter-American 
Tropical Tuna Commission, an inter-gov- 
ernmental body that manages tuna fisher- 
ies in the eastern Pacific, has a different 
view of the status of tuna stocks. Robin Al- 
len, its director, says longlines only catch 
older tuna, and the data the authors are us- 
ing therefore comprise only part of the ac- 
tual stock. Other studies are necessary, he 
says, to work out the relationship between 
reductions in catch rates and actual remov- 
als from stock. 

Dr Myers and Dr Worm, however, 
stand by their conclusions. They argue that 
their work gives a correct baseline, which 
future management efforts must take into 
account. They believe the data support an 
idea current among marine biologists, that 
of the “shifting baseline”. The notion is 
that people have failed to detect the mas- 
sive changes which have happened in the 
ocean because they have been looking 
back only a relatively short time into the 
past. As Jeremy Jackson of the Scripps In- 
stitution of Oceanography, in La Jolla, 
California, puts it: “We had oceans full of 
heroic fish. Hemingway’s ‘Old Man and 
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the Sea’ was for real.” That matters because 
theory suggests that the maximum sus- 
tainable yield that can be cropped from a 
fishery comes when the biomass of a tar- 
get species is about 50% of its original lev- 
els. Most fisheries are well below that, 
which is a bad way to do business. m 





Electronic displays 


A new type of electronic display will be demonstrated by E Ink Corporation, based in 
Cambridge, Massachusetts, and the Dutch multinational Philips at a meeting next week 
in Baltimore. The prototype has a resolution of 160 pixels per inch, paper-like 
readability and low power consumption, though it cannot handle moving pictures yet. 
Both companies say they are on target to commercialise this kind of display by 2004. 
Black and white pixels, the individual elements of the picture, are produced by 
electronics that move electrically charged white chips to either the front or the rear of 
capsules of black ink that cover the surface of the display. E Ink hopes that this is a step 
on the road to flexible electronic paper. Earlier this month, the firm published a paper 
showing how such a flexible display might be built. 
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The Supreme Court 


First among equals 


Just how do the justices wield influence on the Supreme Court? Two new books 


come to a surprising conclusion 


HE nine justices of America’s Supreme 

Court like to present a unified image of 
rectitude, prudence and wisdom. But such 
powerful positions have invariably at- 
tracted a wide variety of people, from the 
rabidly ambitious to the fervently public- 
spirited. And among this motley group, it 
is difficult to imagine a starker contrast 
than that between William O. Douglas 
and Sandra Day O’Connor. 

Douglas was a restless and unpredict- 
able maverick, as Bruce Murphy’s excel- 
lent new biography makes clear. Desper- 
ate to succeed as a lawyer and politician in 
Franklin Roosevelt’s New Deal Washing- 
ton, Douglas was also something of a fan- 
tasist. His inveterate womanising and 
heavy drinking were known about, but 
it took Mr Murphy to discover just 
how much of his swashbuckling personal 
history—including service in the first 
world war and triumph over polio—was 
pure invention. 

Appointed to the court in 1939 at only 
40, Douglas was nevertheless bitterly dis- 
appointed not to win a Democratic nomi- 
nation for president or vice-president. He 
consoled himself on the court by becom- 
ing its most left-wing and outspoken mem- 
ber, even on the liberal Warren court of the 
1950s and 1960s. By the time he retired in 
1975, Douglas had become a hero to many 
environmentalists and civil libertarians, 


Wild Bill: The Legend and Life of William 0. 
Douglas. By Bruce Allen Murphy. Random 
House; 736 pages; $35 


The Majesty of the Law: Reflections of a Su- 
preme Court Justice. By Sandra Day 0’Con- 
nor. Random House; 352 pages; $25.95 


the very model of what a visionary on the 
bench could achieve by means of a potent 
intellect and eloquent pen. 

As the first woman ever to sit on the Su- 
preme Court, Ms O’Connor has an even 
greater claim than Douglas to being a legal 
pioneer, but she is rarely trumpeted as 
anyone’s heroine. A legislator and judge in 
Arizona, she was, even by her own ac- 
count, surprised to be plucked from rela- 
tive obscurity by President Ronald Reagan 
in 1981 to sit on the Supreme Court. Her 
new book, given the constraints of discre- 
tion imposed on any sitting justice, is re- 
markably good—a clear-eyed, well-written 
civics lesson aimed at general readers. She 
has managed to knit together personal 
reminiscences, brief historical essays and 
some useful suggestions for potential 
reforms into a stimulating and thoughtful 
description of how America’s court 
system actually operates. 

And yet the book will do little to reverse 
her reputation among many legal observ- 
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ers as an earnest but plodding mediocrity, 
the very opposite of the flamboyant Dou- 
glas. To her critics, Ms O’Connor is mud- 
dled, a judge who lacks not only a colour- 
ful pen but also a clear set of standards by 
which to be guided. Too often she cannot 
make up her mind, they say, and when she 
does she frequently seems to contradict 
her own earlier opinions. 

But history is likely to reverse these con- 
ventional views, and these two books 
make clear why. By Mr Murphy’s well- 
documented account, Douglas was not 
only quick-witted, but impatient, abrasive 
and bored with the whole process of judg- 
ing. His vote on the Warren court was often 
a foregone conclusion, so he exercised lit- 
tle influence over his brother judges, and 
his best-known written opinions and dis- 
sents were often, behind a few glittering 
phrases, dashed off and slipshod in their 
reasoning. They have also exercised little 
influence over the justices that have come 
after him. 

Ms O’Connor, by contrast, takes the 
task of judging extremely seriously, and 
more importantly, she sees it not as a 
chance to impose her own policy choices 
on the nation, but as a careful balancing of 
conflicting claims and rights, a weighing of 
arguments in particular cases. She is also 
acutely aware of the Supreme Court’s 
place in America’s overall political system, 
and of its need, if it is to be effective, to 
tread carefully. In her dislike for absolutes, 
she is more in tune with the spirit of Amer- 
ican democracy and jurisprudence than a 
brilliant polemicist like Douglas. 

In the longer term, Ms O’Connor’s ten- 
ure on the court is likely to be seen, for 
good or ill, as more influential than that of 
any of the other justices with whom she 
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has served, primarily because she has »» 
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> most often been, on a divided court, the 
swing vote. She is a natural conservative, 
and has often voted with the conservative 
majority in controversial 5-4 divisions. But 
she is persuadable, and the two sides in 
closely fought cases have had to aim their 
arguments at her. Even when she has sided 
with the conservatives, she has often 
narrowed and restrained their rulings. 

Speculation is rife about a retirement 
from the court this year, which would give 
President Bush a chance to tilt the balance 
further in a conservative direction. If Wil- 
liam Rehnquist, the chief justice, retires, 
Mr Bush will not get that opportunity, be- 
cause Mr Rehnquist’s vote is already firmly 
in the conservative camp. If Ms O’Connor 
retires, Mr Bush could dramatically change 
the equilibrium of the court with a single 
appointment. 

Is Ms O’Connor, at the age of 73 and 
after 21 demanding years on the court, 
ready to go? Her new book contains an in- 
triguing clue. On the book’s second page 
she describes the relationship between a 
justice and the court as a “marriage” which 
“barring impeachment, lasts until death 
does them part”. It sounds as though the 
swing vote is staying put. W 


The bushmeat trade 


Killing off the ark 


Eating Apes. By Dale Peterson. University of 
California Press; 333 pages; $24.95 and 
£17.95 


The Trade in Wildlife: Regulation for Con- 
servation. Edited by Sara Oldfield. Earthscan; 
232 pages; $29.95 and £17.95 


F EATING people is wrong, then what 

about apes? They are, after all, man’s 
closest siblings in the wild, and they share 
as much as 99% of the human genetic code. 
Such considerations have been insuff- 
cient to stop the trade in bushmeat from 
becoming a huge commercial enterprise in 
western and central Africa, where our 
closest living relatives—the last gorillas, 
chimpanzees and bonobos—are rapidly 
being gobbled up. 

The forest people of middle Africa have 
always lived off game meat. But only in re- 
cent years, with the arrival of significant 
quantities of automatic weapons and the 
opening up of hitherto inaccessible forests 
by European and Asian companies, has 
the African bushmeat trade become un- 
sustainable. At its root is a growing hunger 
not so much for meat but for timber. The 
logging companies, often working on pro- 
jects that are financed for the most laud- 
able of reasons by the European Union 


Ethical living 


Good of the people 


What is Good? The Search for the Best Way 
to Live. ByA.C. Grayling. Weidenfeld & Nic- 
olson; 241 pages; £18.99 


PAIR of quotations from Junichiro 

Tanizaki, a Japanese writer, on the 
loveliness of laquerware almost leads 
one to expect a book on the contempla- 
tion of beauty. Although more is prom- 
ised on aesthetics, it never appears. A.C. 


Grayling, an academic philosopher, has © 


a fiercer subject in view: he wants to 
track men’s arguments about the nature 
and source of morality by expounding 
the evils of religion and lauding the pro- 
gress of science. 

Religion, of course, deserves all it gets 
from him as a means of oppression and 
a cause of war. Darkness descends for 
Mr Grayling, as for most modern philos- 
ophers, around the 5th century, lifting 
only with the Enlightenment. Even after 
this, the struggle against recidivism, su- 
perstition and fundamentalism can 
never be relaxed for a moment. Mr Gray- 
ling emphasises that morality enforced 
by belief in a supernatural policeman is 
no morality at all; it is the result not of 
choice or altruism, but of fear. Once reli- 
gion loses its claim to be a guarantor of 
public morality, there is, as he says, no 
argument for an established church in 
any intelligent democracy. 

The ideal morality, as this book de- 
scribes it, is perfect autonomy of the 
individual, governed by reason and con- 
strained only by natural altruism and so- 


and the World Bank, build forest roads and 
send in their trucks. The hunters follow 
easily, with the result that meat is coming 
out as never before. 

Reaching any sensible conclusion on 
the numbers of animals being killed is not 
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cial norms. It is hard to disagree, though 
the philosophical road to this ideal has 
been a bumpy one; in ancient Greece 
alone, thinkers could choose between 
Aristotle’s appeal to rationality, Dioge- 
nes’s impulse to live by animal instinct 
and Epicurus’s ideal of civilised con- 
versation with friends. In the 18th cen- 
tury, David Hume’s theory that morality 
sprang from feelings was balanced by 
Immanuel Kant’s notion that an inner 
sense of duty produced it. Modern times 
are no clearer: Mr Grayling’s 20th-cen- 
tury section consists entirely of Freud, 
with all his faults. | 

The book’s greatest limitation, 
though, is its failure to grapple intelli- 
gently with the issue of transcendence. 
This is not at all the same as religion, 
though here tarred with the same brush. 
Mr Grayling admits—he has to—that 
some of the greatest and freest thinkers, 
among them Plato, Kant and Voltaire, 
lived comfortably with the notion of a 
deity; he quotes J.S. Mill admitting that 
the poetry of Wordsworth, which glows 
with transcendence, had taught him “the 
perennial source of happiness”. The di- 
vide between this utterly unoppressive 
principle and the Judeo-Christian God- 
as-commander is wide indeed, yet 
hardly as daunting as presented here. By 
disdaining to understand the real effect 
of either idea on human minds, Mr 
Grayling distorts and impoverishes what 
could have been a powerful argument in 
favour of moral freedom. 


easy. The anecdotal evidence, however, is 
there for all to see: even tiny village mar- 
kets in central Africa often sell smoked ape 
meat, particularly in Congo and the former 
Zaire, now the Democratic Republic of 
Congo, where it is regarded as a delicacy. 
Dale Peterson, the author of this dis- 
turbing exposé, is a veteran writer on pri- 
mates. Karl Ammann’s stark photographs 
of severed gorilla heads and orphaned in- 
fant apes, taken over the past few years, are 
a terrible indictment of what he calls “feel- 
good conservation” and its failure to curb 
the trade and stop the collapse of the 
world primate population. The slaughter 
of apes for food is a personal nightmare for 
both men. The killing of a chimpanzee—a 
species that can make tools and is capable 
of laughter—is, they insist, an act of mur- 
der. And yet the western media have 
largely ignored the issue. “This book 
touches subjects that people may prefer 


not to talk or think or read about...It’s p> 
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> about hard choices and serious ethical and 
cultural conflicts.” 

Apes are not the only species in Africa 
to be threatened with extinction by an up- 
surge in the demand for meat. Most of Af- 
rica’s wildlife trade is legal but a significant 
part is not, and keeping tabs on this is be- 
coming ever more of a challenge. The Un- 
ited Nation’s Convention on International 
Trade in Endangered Species—CITES—is 
the regulatory body in charge. While most 
people would agree that conservation is 
impossible without regulation, “The Trade 
in Wildlife” argues that CITEs is having lit- 
tle success in stopping certain species from 
becoming extinct. Moreover, animal con- 
servationists disagree about what needs to 
be done. This book, with its critical assess- 
ment of the wildlife trade, comes not a mo- 
ment too soon and carries an important 
message. In the end, regulations will work 
only when they are accepted by those 
most affected by them—the people who 
deem primates to be more valuable as 
dead meat than live animals. m 


Asia’s criminal underworld 


Love, money and 
revenge 


Blood Brothers: The Criminal Underworld 
of Asia. By Bertil Lintner. Palgrave 
Macmillan; 480 pages; $29.95 


Yakuza: Japan’s Criminal Underworld. By 
David E. Kaplan and Alec Dubro. University of 
California Press; 423 pages; $60 (hardback) 
and $19.95 (paperback). Robert Hale; £25 


RIADS, tongs, yakuza, pirates and 

opium lords, to say nothing of the 
emergent Russian mafiya—the world of 
Asian crime seems incorrigibly glamor- 
ous, except, of course, to those who find 
themselves on the wrong side of these se- 
cret societies. Bertil Lintner, a reporter at 
the Far Eastern Economic Review, has 
put together a useful guide that looks 
beneath the surface of these criminal 
groups, tracing their history back to the 
19th century and speculating on their 
prospects for the future. 

Full of anecdote—from drunken Chi- 
nese pirates singing Ricky Martin songs as 
they are led away to be executed to tips on 
how best to launder money in Vanuatu— 
the book also highlights some important 
themes. One of these is the extent to which 
criminal societies enjoy close links to law- 
enforcement agencies, one example being 
the attitude of the Beijing government 
towards the triad societies of Hong Kong 
at the time of the colony’s reversion to 
Chinese rule in 1997. 

Far from being an evil to be stamped on, 


The colours of crime 


Mr Lintner explains, the triads were re- 
garded as patriotic organisations to be 
treated with respect. Perhaps one should 
not be surprised: both the Chinese Com- 
munist Party and its antithesis, the Kuo- 
mintang, had intimate links with the gangs 
that in effect ruled Shanghai during the 
first half of the last century, as Mr Lintner 
also chronicles. An interesting accessory to 
this history is a list of the 36 oaths of the 
triads, which threaten death by “five thun- 
derbolts” or by a “myriad of swords” for 
those who break them. 

The other thread running through the 
book is the degree to which crime in East 
Asia is now an international phenome- 
non. The Chinese diaspora is one obvious 
factor at work here, but it is not the only 
one. Sydney, for instance, is plagued by a 
particularly vicious Vietnamese gang 
called the 5T, named for the Vietnamese 
words for love, money, prison, crime and 
revenge. 

For more detail on Japan’s criminal un- 
derworld, one may consult David Kaplan’s 
latest version of his 1986 classic, “Yakuza”. 
For five years after it was first published, 
the book was not available in Japan. Mr 
Kaplan was turned down by 18 publishers 
before a small house agreed to bring out a 
Japanese-language edition. Many book- 
shops are still wary of stocking it. The sinis- 
ter and bizarre yakuza, with their full-body 
tattoos and missing fingers, inspire genu- 
ine fear in ordinary Japanese. Yet at the 
same time, they occupy an almost respect- 
able position in society. Every year, 
Japan’s national policy agency publishes 
figures listing the precise number of 
yakuza gangs and gangsters. 

As Mr Kaplan reports, it is only in the 
last few years that the Japanese govern- 
ment has started to get tough with the ya- 
kuza. In 1999 it began allowing the use of 
electronic eavesdropping to combat organ- 
ised crime. But the yakuza were ready. For 
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the past two decades, they have been 
diversifying abroad, into the sex industry, 
drugs and the trafficking of women. As the 
climate has worsened in Japan, they have 
simply moved more of their business off- 
shore: first, following the sex-tourists, to 
the Philippines and the rest of South-East 
Asia, and more recently to Latin America 
and even Europe. They have also moved 
into legitimate businesses. One of the 
largest investors in Japan Airlines is a 
branch of the Yamaguchi-gumi, the most 
infamous of the yakuza gangs. @ 


New fiction 
Dark and stormy 
nights 


Shutter Island. By Dennis Lehane. William 
Morrow; 336 pages; $25.95. Bantam Press; 
£10 


FTER a string of commercially and criti- 
cally successful thrillers, Dennis Le- 
hane hit the big time in 2001 with “Mystic 
River”, which quickly became a bestseller 
and has just been made into a film by Clint 
Eastwood. The movie rights to his latest 
book, “Shutter Island”, have already been 
snapped up by Wolfgang Petersen, who di- 
rected “Das Boot” and “The Perfect Storm”. 
Certainly “Shutter Island” is as salt- 
splashed and tempestuous as either of 
those seafaring epics. Most of the action is 
set in the mid-1950s. Two wisecracking 
federal marshals, Teddy Daniels and the 
felicitously named Chuck Aule, are ferried 
across Boston Harbour to Shutter Island, 
home to Ashecliffe Hospital, a former civil- 
war outpost turned asylum for the crimi- 
nally insane. Their job is to hunt down an 
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escaped patient, Rachel Solando, a beauti- »» 
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ful but dangerously loopy woman (she 
drowned her three children before drying 
them off and arranging them like dolls at 
the breakfast table). Teddy and Chuck are 
convinced that Rachel could not have dis- 
appeared without inside help. And that’s 
not the only thing that doesn’t seem quite 
right. What goes on in the mysterious 
“Ward C” that everybody alludes to so 
darkly? Why do armed guards patrol the 
lighthouse? And who is the 67th patient 
mentioned in the coded note found in Ra- 
chel’s room? There must be more to Ashe- 
cliffe Hospital than meets the eye. 

No sooner have Teddy and Chuck 
started to snoop around than a hurricane 
sweeps in, knocking out the phone lines 
and cutting the island off from the main- 
land. Mr Lehane ups the suspense with 
plenty of creepy details. Teddy is haunted 
by memories of his brutal wartime experi- 
ences and the death of his wife; clues come 
to him in terrible visions as he sleeps; and 
of course the gloomy old hospital is craw- 
ling with sinister headshrinkers, a ghoul- 
ish warden and spooked orderlies. 

Things get really nasty when the inves- 
tigators finally bluff their way into Ward C. 
Not only is the place packed to the rafters 
with suitably Hogarthian lunatics, but 
there is a full-scale riot going on too. All of 
this is done with Mr Lehane’s customary 
panache. What “Shutter Island” lacks in 
originality and depth—the qualities that 
made “Mystic River” stand out—it makes 
up for with lots of enjoyably over-the-top 
gothic melodrama. 


As Neo, Keanu Reeves swirls his coat, ever 
the subversive superman (below); as 
Trinity, Carrie-Anne Moss, shrink-wrapped 
into an oily black catsuit, leaps into the 
air and freezes, a human rocket in black 


La nuit américaine 


It Don’t Worry Me: The Revolutionary Films 
of the Seventies. By Ryan Gilbey. Faber and 
Faber; 256 pages; $24 and £16.99 


YAN GILBEY’S study of the American 

new wave is the first in-depth look at 
the subject that isn’t a glorified gossip 
book. The author also candidly admits in 
the introduction that he was an infant 
when the films he analyses were released. 
His chapters on ten filmmakers of the 
1970s are therefore not based on personal 
memories of the era nor evidently on scru- 
pulous research designed to plug the gaps: 
the book is guilty of the occasional factual 
error. But there is something to be said for 
Mr Gilbey’s detachment. It allows him to 
come at his subject with a fresh eye—and 
with fewer inaccuracies than the factoid- 
happy competition. 

His theme is that directors in the 1970s 
challenged audiences by making them 
self-conscious about how they looked at 
films and what they wanted from them. It 
would be nice if some mention were made 
of the fact that the directors concerned 
were not the first to play perverse games 
with the audience, but Mr Gilbey is quite 
right when he argues that the games 
played by Francis Ford Coppola and his 


vinyl. With all their cybernetics, higher 
mathematics and high-end literary 
references, the Wachowski brothers’s 
Matrix films have launched more than 

a thousand nerdy websites. But for the 
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fellow filmmakers paved the way for the 
independent American cinema—and the 
most interesting television—of the 1980s 
and 1990s. 

In any case, the book is much more 
than its historical argument. In his analysis 
of individual directors and their films, Mr 
Gilbey strips away the encrusted clichés 
by writing paradoxically about undercur- 
rents of existentialism in “American Graf- 
fiti” and the disgust with daily life that per- 
vades Steven Spielberg’s work. “‘Jaws’ is 
actually about the repellent vulnerability 
of people,” he observes. “The shark is only 
a convenient means of exposing that vul- 
nerability.” More obvious subversives are 
also refreshed by the Gilbey treatment, 
which homes in on the anxious silence at 
the heart of Robert Altman’s ceaseless 
chatter and the fear of women portrayed 
in Harvey Keitel’s performances for Martin 
Scorsese, polemically contrasted with the 
flashier machismo of Robert De Niro. Sur- 
prising rapprochements abound: Marco 
Ferreri and Brian De Palma, Luis Bunuel 
and Woody Allen, Pedro Almodovar and 
Jonathan Demme (whose exploitation 
films for Roger Corman are given a long 
overdue reconsideration). 

If someone ever thought to collect in a 
single volume all of Pauline Kael’s contem- 
porary reviews of films by new directors in 
the 1970s, it would have more range and 
cultural depth than this one, but apart 
from that dream work, it is hard to imagine 
amore stimulating book about the subject 
than “It Don’t Worry Me”. 


precociously fashionable, there is nothing 
more important than the styling. Even if 
you need a weapons-grade workout regime 
to achieve it, who wouldn’t kill for a look 
that is so damn cool? 
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Barbara Vernon Bailey 


Barbara Vernon Bailey, artist and nun, died on May 4th, aged 92 


ROBABLY the last thing on Barbara Ver- 

non Bailey’s mind when she was paint- 
ing was money. Her main concern was 
whether the candle in her room would last 
until she had finished her picture. The Eng- 
lish convent where Miss Bailey was a nun 
was not deliberately frugal, butit was care- 
ful. It could not afford electricity and can- 
dles were a luxury. However, outside the 
convent and its commitment to prayer and 
simple living was the world of the market- 
place. Many of the bowls, plates and mugs 
designed for children that featured Miss 
Bailey’s paintings are now much sought by 
collectors throughout the world. A rare 
piece can fetch up to $3,000. 

Although collecting at this level seems 
pretty modest when compared with the 
prices fetched by, say, the Impressionists, 
all collectors have in common the desire to 
find an unconsidered trifle that turns out to 
be a treasure. Who would have thought a 
few years ago that discarded children’s 
items had a value much greater than their 
original cost? The BBC’s “Antiques Road- 
show” and similar programmes in other 
countries have stimulated the market. Bea- 
trix Potter’s “Peter Rabbit” mugs and 
dishes are market leaders. Miss Bailey’s 
pictures were also of a rabbit family. Do 
not be put off by the family’s whimsical 
name, “Bunnykins”. Miss Bailey’s rabbity 


figures done in watercolours have great 
character, especially Father Rabbit, with 
his round spectacles and smoking a pipe, 
said to be modelled on Miss Bailey’s fa- 
ther. They depict a close-knit family life 
that nostalgics say is a thing of the past. 

A piece’s value will partly depend onits 
condition. A dealer’s catalogue reads: “Por- 
ridge bowl, with Mama Bunny; in colour; 
fine English bone china; no chips or cracks; 
signed Barbara Vernon.” To a collector this 
is serious stuff. Children, being natural 
wreckers, are disinclined to abandon a 
dish without leaving a few cracks in it, 
hence the rarity of perfect specimens. 

Not surprisingly, other childish posses- 
sions once destined for the dustbin are 
finding their way into collections. Forget 
Teddy Bears. They fetch silly prices. And if 
you cannot run even to a Barbara Vernon 
Bailey, take heart: the market seems to be 
growing for anything to do with such re- 
cent arrivals as Paddington Bear, Thomas 
the Tank Engine and Postman Pat. 


With the Canonesses 

Barbara Vernon Bailey had a privileged up- 
bringing. She was born in a stately home in 
Shropshire, and was taught by govern- 
esses. As a young woman she trained as a 
nurse and as a teacher. It is unclear when 
she experienced her call to the church, but 
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by her early 20s she had entered a convent 
in Sussex, in southern England, and taken 
the name Sister Mary Barbara. It was run 
by a Roman Catholic order known as the 
Augustinian Canonesses of the Lateran, 
whose communities had existed in Eng- 
land since the 11th century. She taught his- 
tory and French at the school attached to 
the convent. Otherwise she was confined 
to the convent. The Canonesses were an 
“enclosed” order: visitors, even members 
of her family, were allowed to see her only 
through a prison-like grille. Such encoun- 
ters did not encourage easy conversation. 
To pass the time on one of his visits Miss 
Bailey’s father recalled that as a child she 
had shown a prodigious talent sketching 
the animals in the farm attached to their 
Shropshire home. He gave her some paper 
and paints. Why didn’t she do some paint- 
ings that on later visits he could take home 
with him to show to his friends? 

Her father was general manager of 
Doulton, a manufacturer of chinaware. He 
decided that some of his daughter’s paint- 
ings would look good on the firm’s chil- 
dren’s items. They became so popular that 
soon a major part of the firm’s production 
was given over to Bunnykins. The young 
English princesses, Elizabeth and Marga- 
ret, sipped their morning milk from 
Bunnykins mugs. 

The prioress at the convent seems not 
to have been a Bunnykins fan. She was 
concerned that other nuns might find their 
time taken up with “little things” when 
they should be at prayer. She decided that 
the convent should not accept money for 
Miss Bailey’s work, even though it was 
hard up. Miss Bailey herself was not ex- 
cused from devotions. She was only able 
to paint late at night when the rest of the 
community was asleep, or before it awoke 
at five in the morning for the first prayers. 

Eventually, though, exhaustion per- 
suaded Miss Bailey to stop painting. In all, 
she painted around 1,000 pictures, most of 
which have been documented by enthusi- 
asts in Bunnykins clubs that exist in half a 
dozen countries, including the United 
States and Australia. A British club pub- 
lishes the Bunnykins News six times a year. 
The characters’ appeal seems to be grow- 
ing. On June 7th BBC Radio 4 is aiming to 
burrow deep into the rabbity phenome- 
non with a programme entitled “The 
Bunnykins Business”. 

Miss Bailey returned to painting later in 
life. Our pictures show her as a young nun 
in a wimple and in her mature years. Her 
order became less restrictive after changes 
introduced by the Vatican in the 1960s. She 
said she was pleased that her characters 
had provided so much pleasure to chil- 
dren, albeit of a secular kind. One regret 
was that Doulton showed no interest in 
another of her characters: an engaging 
family of ducks. m 
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research based education, since 1994. 

A private Advisor will guide your studies. Internet library. 
Catalog: P.O.Box 61707, King of Prussia, PA. 19406 - USA. 
Fax: 610 205 0960 E-mail: admissions@washint.edu 


MBA/DBA/PHD 


IMS. Oxford style totally custom pogam with one- 
omone mentoring with cur star professers/authors. 
100% relevant. no wasted ne on material you do 
not feed or already know. Researchwriting, ac 
jexams. No B.S. required www.rushmore.edu 


















Tek 1: (206) 903-6688" E 
E-mail: 








SHEAR PIRS 















Durham Business School, 
Because | knew that employers worldwide wanted Durham graduates for top 
positions. | recommend this school to anyone looking to transform their career. 
For further information on the Durham MBA (Full-Time, Part-Time and 


+ 


Distance Learning) or the DBA programme, visit www.durham.ac.uk/udbs or call 


ae 


+44 (0)191 334 5533. And prepare for the career you have always dreamed about. 


feo es 2 T Master Program 
“We don’t want | Gi International Finance 


to be a big name. 


We prefer being 


the name behind 





ters fos a 
ent for a-world-class 





the big names.” 








Uiniversitedt Nyenrode 
located 20 minnies outside 
Amsterdam offers diverse 
international Master Programs. 


UNIVERSIT EIT NYEN RO DE For more information see 







in finance 






Myenrode Program information 
Center, Tel: +3) 346 281 29 
of E-mail: info@nypenrode.nl 


a More informat 
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The International Training Centre of- 
“eti | The International Labour Organization, tune (italy) 


Systems Officer 


Management information Systems Section 


As part of the ILO, we provide training and learning opportunities for 


iLO constituents and partner organisations in social and economic | 


development. The MIS Section provides services to staff in Turin. 


The Role 
1 Analyse customer needs and optimise 


utilisation of software systems within the 
Centre. 


Administer the servers dedicated to the 


e-mail, the intranet, the extranet and the. 


training. Ensure the performance, 
reliability and security of those servers.. 


Study, define and implement the portal 
of the Centre, Analyse and contribute to 
the further development of IT systems, 
inc tuding software, within the Centre. 


Actively participate in the choice of new 
information technology tools. Contribute 
to aspects of architecture, hardware and 
software development. 


Administer and configure the set of 
SOrvers. 


interface with external support 
structures for applications related 
problems and needs. 


Monitor and improve security of 
applications and servers. 


The Person 


University degree in Computer Science, 
Mathematics or other related discipline 
for equivalent experience). 


<4 3 years of professional work in the field 


of information technology. 


Proven expertise in Lotus Domino server: s 


(nduding Lotus Domine cluster), 
Windows 2000 clustered servers 
{including Active Directory}, HS and SQL 
2000 server, open source (Linux) servers, 


in the development of Lotus Domino 


id 


Sd 


applications (LotusScript, hte, 
JavaScript), internevExtranet/ intranet 
technology. Thorough knowledge of IT 
applications within the context of a client 
orientated service. Knowledge of open 
source platform Hike Ganesha or Fle3 
would be an advantage. 

Excelent command of French and good 
working knowledge of English and 
Halian. 

Outstanding interpersonal skills and 
ability to handle multiple tasks. 

Strong analytical and problem solving 
ability. 

Ability to work accurately to tight 
deadlines with minimum supervision. 


Piease send a detailed CV (quoting reterence 4/2003) by 15 June 2003 to: Human Resources 
Services, international Training Centre of the ILO, 10, Viale Maestri dei Lavoro, 10127 TURIN, 


italy - FAX m: + 390116936699 — e-mail: HRS S@iticiio. it. 


For a detailed job-description, contractual conditions and an application form 


website: http v//www.itcilo. t/english/bureauAurin/jobs/index. htm. 





LONDON 


£25k - £32k 
Reporting to the Deputy Director, Price Gonto or the Deputy Director, Access, your key accountabil ities 


controls in Royal Mail's inland letter business and to establish the terms of access for competitors to Royal Mi sits sn 
expected to make a significant contribution to Postcomm’s future strategy in regulating the postal sector to ensurt 


_ please visit Centre's | 





THE ROCKEFELLER FOUNDATION 


SENIOR ADVISOR 
Global Inclusion 
(Two-year term assignment) 
New York, NY 


The Rockefeller Foundation, a knowledge-based. global foundation with a 
commitment to enrich and sustain the lives and livelihoods of the poor andexcluded - 
throughout the world, is seeking a Senior Advisor for its office in New York. The 


Senior Advisor has overall responsibility for the implementation of the work done by $ 


Global Inclusion, the Foundation’s shared program theme, on intellectual property. 

(IP), international trade and science and technology policy issues, and will serve” 
as an advisor to the intellectual property team and other staff working on these | 
issues. More information about this position and the Foundation can be found. 


ar: www.rockfound.org. 


| Key qualifications include: an advanced degree in science, law, economics or related 


field; a minimum of ten years professional experience in the fields mentioned above; 
experience advancing public policy agendas or positions on an international level; a 


| minimum of five years leading teams of knowledge professionals; legal ability to 


work in the United States; and flexibility to travel extensively, both nationally ‘and 
globally. The Foundation provides : a highly competitive salary and benefits package 


commenstirate with experience, 


| To apply, please contact Machlowitz Consultants, Inc., 445 Park Avenue, 9th 


Floor, New York, NY 10022. Applications should be sent by e-mail to 
mm@rmachlowitz.com and should include a cover letter; a detailed 

CV, current salary, salary requirements and the names and- 

contact details { (phone, fax, e-mail) of three or more 

professional referees who may be contacted. 


We thank all applicants for their interest and will 
contact only those candidates whose skills and 
experience best match the requirements of the position. 


| THE ROCKEFELLER FOUNDATION IS AN 
_ EQUAL OPPORTUNITY EMPLOYER. 








daere: may be E EE i o exceptionally nae 







ie You will also b te 
storriers’ ‘best interests, 


You are a strong self-starter able to work effectivel ly in @ flexible team envi ronment, You will: be able to demonstrate the abiity to apply 


economic concepts io analyse com piex. ISSUES and explain your conclusions. in clear. 





and concise language. 


These roles provide a real opportunity for successful candidates to rapidly assume | eai responsibili ity across a raft si policy issues. 


These are two year fi fixed term appointments with the possib 


lity of extension or permanency. 


For an application pack, please contact Maicoim Nisse, HR Department, Postal Services Commission, Hercules moun 6 aces Road, London SEI 708. 
Email: mnisse@psc. gov.uk Please quote reference PSC02/03. Closing date: 6 June 2003. 


For more information on Postcomm visit www.postcomm.gov.uk 


An equal opportunity employer Postcomm. welcomes applications regardless of gender, race, disability or sexuality. 
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f: gency for Reconstruction 





NCY FOR RECONSTRUCTION, with its Headquarters in Thessaloniki and Operational Centres in Belgrade, Pristina, Podgorica and Skopje is gears fur the ti maragen 
& Montenegro (the Republic of Serbia, Kosovo’, the Republic of Montenegro) and the Former Yugoslav Republic of Macedonia. 


won the activities of the Agency, see www-eareu.int, 


a `The Agenc is tuning a Windows 2000 server based network with some 300 Windows 2000 workstations. The Headquarters and its npeanone! centers are currently linked via saretlite, 
4 * under infernational administration in line with UNSCR 1244 of 10 June 1999 


: - ‘We are looking for new staff members (Temporary Agents) to whom we offer an 18-month contract {with the possibility of renewal) and a competitive salary package. 


IT-MANAGER (HEAD OF IT UNIT) 
Grade A5/A4 - Ref No: THE 029/TA 

















E The IT Manager will bein cy's IT Unit, S/he will be based in Thessaloniki and will: 
. © Ensare the. nitibution of leformation and Communications Technologies to the Agency's core activities 
* Plan, des 


nent computer network systems, software and databases including security and backup operations 
ston: anseastructure and web Sela aie projects 


nship of one of the Member States of the European Union 
sity degree in an IT related field 
inimam of 2 years felevant professional ieee of which 5 years in information systems development and delivery including project management and human resource management responsibilities 
experience: in.senior IT management. : 
Sound experience as.a team leader and good communication skills 
bility to motivate the IT teanvin.a multicultural environment. 
depth knowledge afd experience in MS Windows 2000 environments i l 
-Knowledge and experience in Database systems (MS SQL Server and Oracle}, TCPAP networks, Network data security, MS Exchange, programming, Web technologies and electronic archive technologies © 
© Excellent command of spoken and written English, good knowlédge of at least one other official language of the European Union 
a. oe of the EU-environment and ity procedures i is an advantage 






IT EXPERT ENGINEER 
2 Grade A7/A6 - Ref No: THE 030/TA 
gq The it ee engineer will be based m Thessaloniki, working under the supervision of the IT-Manager and will carry out a wide variety of IT tasks, inchading: 
_ * Configuration, maintenance and operation of the Agency's TT. computational and network infrastructure 
_-. « Installation and maintenance of the Agency's functional applications and information systems 


l <> Assistance in the development, of applications for specific needs of the Agency _ 
“= Assistance in organizational issues of the IT Unit. 


Candidates must have: . 

`The citizenship of one of the Member States of the European Union 

University degree in an IT related field 

* Minimum of five years relevant proféssiorial experience” 

» Experience in planning, installing and maintaining of Windows 2000 seiriariwackuisesn environment, 

* Experience in planning, installing. and maintaining the following services: MS TIS 5, MS Exchange 2000, MS ISA 2000 
* Database experience in MS SOL Server and Oracle 
La 








Knowledge of TCPAP network protocols, (Knowledge in CISCO hardware and software will be an advantage) 
Knowledge and experience in analysis and programming in the Windows 2000 environment such as Visual Stadio Net, ASP, VBScript 
Excellent command of spoken and written English, good knowledge of at least one other official language of the European Union 





IT MANAGEMENT SYSTEMS EXPERT 
eae Grade B5/B1 - Ref No: THE 031/TA 


The Management Systems expert will be based in ‘Thessaloniki, working under the supervision of the IT Manager and wil carry out s wide variety of tasks, inchuding: 
-+ Integration of the Agency's financial applications, including Sincom2, BOB and its bridge to ISABEL, and Business Objects 

Support, Maintenance, updating and security management of the above mentioned applications 

Assistance in the development of applications for internal information systems 


upervision. of the Implementation of the European Commission’ s mail registration programme, Adonis and personal management software, SIC 
Other technical tasks of the IT unit. 


| Candidates must have: 

+ The citizenship of one of the Member States of the European Union . 

= Successfully completed an advanced level of secondary education 

: niversity degree in engineering, technology or applied: science would be an asset 

nimum of five years relevant professional experience 

a perience in Oracle databases, SQL. and Powerbuilder 

Experience in Business Objects 

Knowledge of the Windows environment 

> Excellent command of spoken and written English, good knowledge of at least one other official language of the European Union 
Knowledge of the Commission's software BR, Adonis, SIC) is an advantage 

a _ Knowledge of the financial applications BOB and ISABEL is an advantage 































IT CO-ORDINATION ASSISTANT 
Grade B5/B1 - Ref No: THE 032/TA 


i The IT Co-ordination Assistant will be based in Thessaloniki, working under the supervision of the IT Manager and wili carry out a wide variety of tasks, including: 
* Assistance in technical management procedures and in IT Technical Inventory management system. 
« Training of the IT Helpdesk teams in each center and support of IT maimings and workshops. 
* Updating of the management databases of the IT Unit. 
* Proviston of 2nd level Technical support for the user's software environments used in the Agency. 
oo Assistance in the definition of procedures for technical support of IT services and applications. 


{ Candidates must have: 
. > The citizenship of one of the Member States of the European Union 
* Successfully completed an advanced level of secondary education 
© University degree in engineering, technology or applied science. would be an asset 
* At least 5 years experience in installing. configuring and maintaining of PC hardware and software in a MS Windows operating system environment. 
* Ability to work in a ntultinational and multicultural environment and to adapt quickly to new situations. 
* Good knowledge and experience in MS Windows 2000 environments 
_.. * Knowledge and experience supporting MS office 2000, Outlook 2000, TCPAP networking. 
.. * Excellent command of spoken and written English, good Anoia. of at least one other official language of the European Union 
* Kaowledge in CISCO products will be an advantage 









ci Ao apply: ‘Applications should. be submitted by e-mail only to admn@earenint; with: a leiter of interest indicating the job reference number and a detailed CV in English using the ‘European Curriculum Vitae Format’, 
“available on dur website http://www.ear, eu. int/jobs/jobs. him 


The Agency is an equal opportunity employer, and encourages applications from women, Apelicants will be short-listed on the basis of their CVs, and shott-heted candidates will be invited for an Interview 
Deadline forthe submission of applications: 01/06/2003 Candidates who have not been contacted by 30/09/2003 shoutd consider that there will be no follow-up to their application 
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84 Appointments ; eae 


H| Do you want to make a difference? 


Birks Sinclair works in partnership with the leading development 
agencies and national and local governments to reduce poverty 
and sociai exclusion in transition economies. We seek to: 
improve the evidence base; forge policy; design effective 
implementation strategies; support, monitor and evaluate the 
effective implementation and financing of social policy, in 
particular through education, labour market, social protection 
and social welfare interventions. 


We work with dynamic and successful advisers. To address the 
growing challenge, we are looking for colleagues who are able 
to support change, work well with people, are good 
communicators, and have economic and social policy 
experience in the following areas: 


Measuring and analysing the causes of poverty 
Institutionalising and implementing policy responses 
to poverty 

Social mitigation 

Applying geo-referenced social databases 
Decentralisation of service provision 

Programme budgeting 

Livelihoods and partnership approaches to social 
development 

Interdisciplinary solutions 


To take this further, please write to Matthew Roberts at Birks 
Sinclair & Associates: Office@Birks-Sinclair.com or view 
www.Birks-Sinclair.com 





A 

\ Z? PROGRAMME LEADER - HIV/AIDS/STI/TB 

The African Medical and Research Foundation (AMREF) is an independent, nom 
profit, non-governmental organization (NGO) whose mission is ‘to improve the 
health of disadvantaged people in Africa as a means for them to escape poverty and 
improve the quality of their lives”. AMREF has over 500 employees throughout 
Africa, its Headquarters in Nairobi, Kenya, and programmes in Ethiopia, Kenya, 
Mozambique, South Africa, Tanzania, and Uganda, and is in partnership with 12 
National Offices in North America and Europe that build awareness and support 
fundraising for AMREF Africa. AMREF continues to focus on retaining its position as 
a leader in health development in Africa, 


THE POSITION 

Based in Nairobi, the Programme Leader will provide leadership for the development 
and implementation of AMREF’s Africa-wide HIV/AIDS/STI/TB research, interventions 
and advocacy, ensuring that AMREF’s work is cutting edge, relevant and responsive 
to the changing needs of disadvantaged communities in Africa; and leading efforts to 
attract new partners and funding to develop the corporate HIV/AIDS/STYTB 
programme. The Programme Leader will be a member of Senior Management Team 
and will work through the 6 AMREF Country Programmes. 


THE CANDIDATE 

The ideal candidate for this position should have: 
preferably Masters in Public Health: 
at feast 5 years working experience in the area of HIV/AIDS/STITB, with 
international NGOs or UN bodies in Africa; 
demonstrated capacity to manage a National or Regional programme, which is 
integrated with reproductive health and STI/HIV/AIDS/AIDS; 
extensive experience in strategic planning, programme development including 
design and proposal writing; 
superior analytical presentation, communication and reporting skills; 
good interpersonal and people management skills - a team player, builder 
and leader; 
good command of English language. Working knowledge of French, Spanish, 
Portuguese and/or Kiswahili will be an added advantage. 


if you meet the criteria. given above, please send an application letter with a detaited 
| CV indicating your present employer and position, day time telephone number, and 
/ names and addresses of three referees, quoting the reference number PL/03.04. To be 
considered, your application must be received by 31st May 2003. All correspondence 
should be directed to: Corporate Human Resources Manager, AMREF Headquarters, 
Langata Road, PO Box 00506 27691, Nairobi, Kenya. 
E-mail: jobs@amrethg.org. Only shortlisted candidates will be contacted. 
AMREF is an equal opportunity employer and has a non-smoking environment policy. 
To learn more about AMREF please visit our website at www.amref.org 








We. are a leading French consulting engineering 


me SOFRECO ‘company providing advisory services on donor funded 
projects. We are looking for a: 


Team Leader and Economist 
For a 3-year assignment in Syria 
You will be responsible for the preparation and implementation of an 


economic modernisation programme and of the Association Agreement with 
the EU, as well as for the management of a modernisation facility. 


= With a university degree in economics and min. 15-year international 


experience, you have a strong macro-economic and public finance 
background and have experience tn economic policy advice/ management at 
a top level in countries in transition. 

You are an EU national with knowledge of EC procedures and Project Cycle 
Management. Knowledge of Arabic and experience in the region would be 
an asset. 


Candidates with relevant experience should apply under ref. E2882/BLE to: 
SOFRECO, RH@sofreco.com, (web-site: www.sofreco.com) 


Northern ireland Civil Service 
Department of Agriculture and Rural Development 
(DARD) 

Agricultural and Food Economics Division (AFED), 
Agriculture and Food Science Centre 


Agricultural Economist 
Salary: £16,491 - £32,122 (under review) 


Applications are invited to fill the post of Agricultural. Economist 
in Agricultural and Food Economics Division (APED). The post is based 
at the Agriculture and Food Science Centre, Newforge Lane, Belfast and the 
successful applicant may also be required to travel throughout 
Northern Ireland. | 


Applicants must possess, by the closing date for applications: 


1. Atleast a 2.1 honours degree in agricultural economics, economics or an 
equivalent subject; or 


2. At least a 2.1 honours degree in any subject plus a postgraduate degree 
in agricultural economics or economics; and 


3. At least 2 years relevant postgraduate agricultural economics experience 
gained within the last 5 years; 

4. A full current driving licence which enables the holder to drive in 
Northern Ireland and/or access to a form of transport which will permit 
the candidate to meet the requirements of the post in full. 


Applications will also be considered from applicants with relevant formal 
qualifications considered by the Department to be of an equivalent or higher 
standard to those stated. 


For an application form and more detailed information, including the 
duties and responsibilities of the post, as well as the criteria to be used during 
the recruitment and selection process, write to Recruitment Service, Northern 
Ireland Civil Service, Orchard House, 40 Foyle Street, Londonderry, BT48 


| 6AT or visit the Recruitment Service Web-site www.nics.gov.uk/recruitment 


or email recruitment.cpg@dfpnLgovuk | 
All requests must include your name, address and reference number 
$B/26/03. 


Completed application forms must be returned to arrive before 12:00 noon 
(UK. time) on Friday 30th May 2003. 


We are committed to equality of opportunity and welcome applications from 
suitably qualified people irrespective of religious belief, gender, disability, 
race, political opinion, age, marital status, sexual orientation, or whether or 
not they have dependants. As Roman Catholics are currently known to be 
under-represented in this occupation in the NICS, applications from the 
Roman Catholic section of the community would be particularly welcome. 


ALL APPLICATIONS FOR EMPLOYMENT ARE CONSIDERED 


| STRICTLY ON THE BASIS OF MERIT. 
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ART DANISH MINISTRY OF FOREIGN AFFAIRS 


-Bangladesh - Chief Component Adviser for Drinking Water 
and Sanitation Programme 


Bangladesh 


and Sanitation Programme 


Senior Sector Adviser for Drinking Water 


Mercuri Urvai 


For every child 
Health, Education, Equality, Protection 
ADVANCE HUMANITY 


unl icef : 


Make a Lasting Difference for Children 


Extraordinary Editorial (P/L - 4 Level) 
_ Division of Communication, | New York, USA 


i you are & passionate and committed profe 5S ional and want to make ¢ 
lasting difference for children, the world’s leading chidren’s nights organiz Sab 
would ke to hear fram you. 


UNICEF, the world’s leading organization working for the rights of chidren, 


seeks a senior editor who can transform the technical and expert knowledge | 
of the organization into strong, passionate, sleet text. Based in New | 
York, the editor will be I sed ia to manage complex and diverse projects 


from start to finish, including the annual flagship publication, The State of 
the World’s Chiidren. Two of the most important personal qualifications of 


the successful candidate will be a drive to shine light on the lives of children 


and young people and the desire to change the warid on their behalf, 
Ifyou want to make an active and lasting contribution to build a better world 

for chidren and match the profile outined, send a detailed curriculum vitae m 

English, AND preferably complete the United Nations Personal History form dwhich 


can be downloaded from our Web ste at www.unicef.org/employ), quoting | 


VN-03-EDITOR to: Human Resources Officer (RS), UNICEF. 3 United Nations 


Plaza (TA-25B}, New York, N.Y. 10017, USA. E-mail: nyhqcluster@unicef.org | 


Your Profile: + Advanced university degree in lournalsm, social sciences, 
health sciences or related fields preferred, « Minimum of eight years 
professional work experience as writer/editor (with no less than three ina 
supervisory position) and familiarity with all stages of the editorial process. 
Work experience in an international setting desirable, « Knowledge of 


development issues essential. e Competency in use of computer applications. | 


e Ability to work in an international and multicultural environment. * Fluency 
in English. Working knowledge of Franch or Spanish highly desirable 


Remuneration: UNICEF’s salary and benefits package is based on the 


United Nations Common System. For further information on the UN Common | 


System salaries and benefits, please visit the United Nations Web site at 
http://www.un.org/Depts/OHRM/salaries_allowances/index.htmi 


_ Applications from female candidates are especially welcome. Applications 
should be received by 15 June 2003. Acknowledgement will be sent to 
shortlisted candidates only. 


EER Visit us at www.unicef.org 
= The Fconontist May 17th 2003 
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Executive Director 









NEW ZEALAND INSTITUTE Fak tH 


serenade intone ethene eA Naiman etalon E vmtmmmeetgstehy tt E tone Romntahetegaty WRAY ASMP 


OF COMPETITION AND REGULATIO! 
(www.iscr.org.nz) 











The Institute was established in 1996 to conduct and 
disseminate first-class research on organizations and markets 
of relevance to the New Zealand economy. It is funded by — 
subscription from public and private organizations and it 
operates through Victoria University of Wellington. 






The Executive Director has the responsibility of managing 
the day-to-day operation of the Institute, for its research 
performance and for implementing its strategic direction. A 
large fraction of the position entails the conduct and 
management of research. 











The successful appointee will preferably have a higher 
degree in economics and demonstrated research record, to a 
level that enables. a pointment as a professor at Victori: 
University of Wellington: Other candidates with exceptional 
records and promisé may be considered. Demonstrable 
management skills and the ability to communicate with a 
range of audiences are essential. It may be possible for the 
appointee to hold a part time position in a department within 
the university. 











Applications close Friday 20 June 2003. 
Please quote ref FCA 0314. 


For a role description contact Human Resources (FCA), 
tel: +64-4-463 5753, email: FCA-appoint@vuw.ac.nz or apply 
online at wwwazjobs.co.nzionw 


Further information can be obtained from Geoff Summers, 
Human Resource Director, +64-4-463 5813, 
email: Geoff. Summers@ouw.ac.nz Applications should be 
forwarded to Geoff Summers, at Victoria University of 
Wellington, PO Box 600, Wellington, New Zealand or by email. 










Victoria University of 
Wellington is an EEO employer 






_ The | 
Economist | 


WITHIN THE CLASSIFIED 
London 


Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 

ruthfox @economist.com 









New York 


Beth Huber 
Tel: (212) 547-0500 
Fax: {212} 445-0629 
bethhuber @ economist.com 
































Pragiié, “Czech | Republic 


Radio Free Europe/Radio Liberty is a private, international communications service to 
Central. Eastern and Southeastern Europe; the Caucasus: and Central and Southwestern 
Asia funded by the U.S. Congress through the Broadcasting Board of Governors. 


RFE/RL seeks an Assistant Director to oversee the Internet Team, which is responsible for ` 
all stages of development of the company’s 21 (and growing) news websites and the 
Internet. He/she will provide leadership in streamlining processes as well as implementing 
systems to enhance RFE/RL's active web presence. The ideal candidate will have a solid | 
understanding of multimedia and web technologies as well as the ability to analyze — 
statistics, deliver presentations and recommend creative technical solutions to non- | 
technical management. We require significant supervisory and project management | 
- experience with ability to manage staff and to develop and implement innovative solutions | | 
to complex technical challenges, as well as knowledge of state-of-the-art website practices, 
to include streaming media. graphics, development of publishing software, interactivity, `. 
website architecture, web marketing. server performance and security. Previous a 
intemmational work experience is preferred, as is higher education in a technical OF 
communications field. 






We provide an excellent salary and benefits package. To APPLY: Provide a detailed 
resume/CV, quoting vacancy # “ECIDI” to: jobs@rferlorg. Deadline is 25 May 2003. 
RFE/RL is an Equal Opportunity employer committed to workforce diversity, Visit our ` 
website: www. rferl org 


Class 1 Global Private 


Millennium Bank and Trust 
MB&T maintains a portfolio of global 
investment assets offering superior returns 
_ while mitigating risk associated with 
_ inflation, currency devaluation, and | 
regional market fluctuations. Millennium - 
seeks financial advisors to respond to 
qualified investor leads worldwide. 






tS AN le RR CE 





armani gon dt bare MMi a r 


+1.784.451.2100 


888. nme ay 





Conferences 
RECONSTRUCTION IRAQ: 


Contracting To Restore Critical infrastructure 
June 17-12, 2003, Washington, DC 
This conference, sponsored by The Energy Daily, Defense Week and the United States Energy 
_ Association, will focus om restoring Iraq's critical infrastructure, including power, transportation, 
’ telecommunications, and other economic foundations, 





prpamareyreten nmaranenyoe rinipta x 


Prospective contractors will hear from reps of lead US. agencies involved mdisseminating the aid, 
including the Office of Reconstruction and Humanitarian Assistance (ORHA). The conference 
also wil feature prime contractors, the ULS. Army Corps of Engineers, UN. reps and int! 
humanitarian agencies, 


For complete information: US Tek 202.662.9714 
email Warter@ kingpublishing.com or visit: hitp://www kingpublishing com/conferences 


recht 








"INVITATION TO TENDER 


Pyrethrum Board of Kenya invites tenders from qualified 
Manufacturers/Engineers/Contractors for the supply, installalen and 
commissioning at ts factory situated in Nakuru, Kenya, of the following 
equipment:- 


ae A new solvent pyrethrum flowers extraction plant of 30 TPD 


j ot Tender No PBK 017/5/2003/2004 


iz gN ‘A used solvent extraction plant in good working order of 30 TPD to be used for 


> P processing pyrethrum flowers. 
% Tender No. PBK €18/5/2003/2004 


(2x 10 Tons/hour HO PSI Steam boiler 
nder No. PBK 019/5/2003/2004 


SÀN x 100Tons Refrigeration units at 30°C with screw conipressors 
oe y ‘Fender No. PBK 020/5/2003/2004 


2 No: x x 10 Tons (100 bags x S0kg/hr) New Bagging Stations 
tt, Tender No. 021/5/2003/2004 


. 2 No. New Coating Towers 
Ys, Tender No. 022/8/2003/2004 


. 1 Ne. Automatic Weigher and Flower Moisture Meters 
%& Tender No. 023/5/2003/2004 


Tender documents with detailed specifications and conditions of tendering may be obtained 
from the Purchasing Officer at Pyrethrum Board of Kenya ~ Nakuru, upon payment of a nom 
refundable fee of USS120 (Kshs.9,360) (per set} payable in Bank draft or International money 
order which may be sent by courier. 


Completed tender documents in saab sealed cle ibid no indication of the sender 
and marked: TENDER NO. .....cseceseveeeue FOR ie Gases should be addressed to: 


The Chairman, Tender Committee, Pyrethrum Board of Kenya, 
Staniey Mathenge Road, Industrial. Area, P.O. Box 420, NAKURU, KENYA 


or may be deposited into a Tender Box ted at Pyretheurn Board of Kenya premises in 
Nakuru, Kenya on or before 23rd. June, 2003 at 2 00pm, ‘Tenders will be opened immediately 
thereafter in the presence of Bidders or representatives 


The Board reserves the right to reject any tender in whole or in part and does not bind itself 
te accept the highest or lowest ar give reasons for its decision. 


elephone Authority 


he only remaining 


| Tbe Guam H owed Ar pein local telephone company in the 


United States, is moving forward with its privatization efforts and is 
requesting information from parties that are capable and 
interested in purchasing the assets and business of GTA. 


Specifically, GTA has issued a Request for Information (RFI) seeking 
comments on the Request for Proposals for the Privatization of GTA 


| dated December 25, 2001 (RFP) and its enabling legislation. These 


items and updated financial and operational information on GTA 
can be obtained at www.privatize.gtaquam.com, 


Responses to the RFI are due no later than June 15, 2003 and will be 
used to assist GTA in refining its privatization strategy. 


GTA is an autonomous agency of the Government of Guam 
providing telephone and wireless service to over 69,459 customers 
on the island of Guam, a territory of the United States of America 
strategically located in the Western Pacific. The privatization of GTA 
is an unique opportunity to own, operate and maintain a modern 
local exchange on an island, which is evolving as an important 
commercial and military hub between the U.S. and Asia. 


GTA has a reliable, educated and experienced work force. Its 
infrastructure features all digital switching, all fiber inter-office 
facilities, island wide deployment of DSL and comprehensive 
wireless services. in addition to operating this robust network, the 
purchaser will have the opportunity to provide high demand, 
enhanced services to the Asia Pacific Rim. 


Patton Boggs LLP is GTA'S procurement advisor and is being assisted 
by the firms of IBM and Bearing Point. Questions regarding the RFI 


and the privatizaton should be directed to Patton Boggs at the 


following address: gtaguam@pattonboggs.com 
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“a Economic and financial indicators 


Overview 


American retail sales fellin value by 0.1% in 
April, disappointing forecasters and making 
many reconsider their expectations forthe 
economy. America’s merchandise-trade defi- 
cit widened to $47.1 billionin March; the 12 
month total rose to $514.3 billion, up from 
$420.7 billion a year ago. 


Germany’s GDP shrank by 0.9% in the first 
quarter at an annual rate; year-on-year, GDP 
grew by only 0.2%. Italy’s GDP also shrank by 
0.4% at an annual rate in the first quarter. 


The news from the euro area’s factories is 
also gloomy. In the year to March, industrial 
production fell by 0.4% in Germany, and by 
0.7% in Italy. France’s industrial output 
rose by a meagre 0.5% in the year to March. 


Two euro-area economies saw a drop in their 
rates of inflation. In the year to April, Ger- 
many’s consumer-price index rose by only 
1.0%, down from 1.5% in the previous year. 
But, also in the year to April, German pro- 
ducer prices rose by 0.3%, though in the 
month of Aprilalone they actually fell. In 
Spain, consumer prices rose by 3.1% inthe 
year to April, down from 3.6% last year. 


Consumer prices in Denmark rose by 2.5% in 
the year to April, up from 2.4% in the previ- 
ous year. More Danes are on the dole, asthe 
unemployment rate rose to 5.8% in March, 
up from 5.0% a year ago. In Sweden, infla- 
tion was 2.3% inthe year to April, down a bit 
from the 2.5% in the previous year. 


Retail sales in Canada rose in volume by 
2.2% in the year to February. 


Industrial production in Britain is stillin the 
doldrums. In the year to March, it fell by 
0.8%. Producer prices fell by 0.1% in April, 
rather than rising as expected, giving a 12- 
month increase of 1.7%. Wages rose by 3.4% 
in the year to March. That was thanks in part 
to companies paying their annual bonuses 
later in the first quarter compared with last 
year. 


Japan’s broad money supply growth contin- 
ues to slow. The growth rate fell to 1.4% in 
the year to April, from 1.8% last month and 
down from 3.6% a year earlier. The country’s 
12-month trade surplus narrowed slightly to 
$94.7 billion in March, and its current- ac- 
count surplus also fell to $109.9 billion from 
$114.3 billion in February. 





Data on more counties, as 5 well as currency riol 
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Output, demand and jobs 



































































































































% change on year ago 

The Economist poll Industrial Retail sales Unemployment 

GDP GDP forecasts production (volume) % rate 
latest qtr* 2003 2004 latest latest latest year ago 

Australia +3.0 06 +16 +30 +3.5 +23 06 +40 Q1 6.1 Ap 6.3 
Austria +13 0 -05 +0.9 + 1.8 - 1.5 Dec + 0.9 Dec 4.3 Mar 4.0 
Belgium +17 CO wa Sat eB - O + RR - 5.3 Feb 11.6 Apr? 10.5 
Britain +2.3 01 +07 +18 +244 - 0.8 Mar + 4.3 Mar 5.1 Mart? 5.1 
Canada +39 04 +16 +27 + 3.2 + 1.9 Feb + 2.2 Feb 7.5 Apr 7.6 
Denmark +0.9 4% +01. +1.5 + 2.2 - 1.6 Mar + 5.8 Feb 5.8 Mar 5.0 © 
France +15 Q4 -03 +1.2 + 2.1 + 0.5 Mar - 0.8 Feb 9.3 Mar 8.9 
Germany +02 21 -09 +04 + 1.5 - 0.4 Mar - 4.0 Mar 10.7 Apr 9.6 
Italy +08 01 -04 +10 +19 -0.7 Mar  +0.8 Febt 9.0 Jan 9.0 
Japan +28 04 +22 +07 + 0.8 + 3.8 Mar - 0.2 Feb 5.4 Mar 5.3 
Netherlands = 0,3 M -12 +0.5 + 1.6 - 1.6 Feb = 2.5... Dec 4.9 Mar** 3.7 
Spain +2.1 046 +14 =+2.,1 + 2.6 + 9.5 Mar +23 Feb 11.5 Mar 11.2 
Sweden +13 06 +12 +15 +23 - 1.8 Feb + 2.6 Mar 4.6 Mart 3.8 
Switzerland +0.8 06 +14 +08 + 1.6 -2.1 0% - 1.3 Jan 3.9 Apt 2.5 
United States +21 Q1 +16 +22 + 3.2 + 0.4 Mar + 4.6 Mar 6.0 Apr 5.9 
Euro area #13 4 USO | ea + 2.1 + 1.8 Feb + 0.7 Feb 8.7 Mar 8.2 





*% change at an annual rate. tNot seasonally adjusted. tNew series. tfJan-Mar; claimant count rate 3.1% in Apr. 8EU harmonised rate 
9.4% in April. **Jan-Mar, new series. 


Prices and wages 
% change on year ago 
The Economist poll 
Consumer prices consumer prices forecast 


Producer prices Wages/earnings 




















































































































latest yearago 2003 2004 latest yearago latest year ago 
Australia +3.4 Q1 +29 + 2.7 + 2.5 +3.0 M +05 +39 Q4 +49 
Austria +18 Mar +1.9 + 1.5 + 1.3 + 0.8 Apr - 0.5 + 2.2 Mar + 2.4 
Belgium + 1.5 Ap +1.8 + 1.4 + 1.4 +0.8 Mar -0.9 +24 (1. + 3.1 
Britain +3.1 Mar + 1.3 +28 + 2.4 +17 Ap +02 +34 Mar +29 
Canada — +43 Mar +418 + 3.1 + 2.2 + 1.3 Mar - 1.0 +2.1 Feb +3. 5 
Denmark _ +2.5 Apr +2.4 + 2.3 + 1.9 + 0.7 Mar + 0.8 +3.9 Q4 +4.1 
France + 2.6 Mar + 2.1 + 1.8 + 1.4 +25 Ma -08 +35 Q4. +3.9 
Germany 41.0 Ap +15 +11 +09 +0.3 Ap -0.5 +26 Feb +25 
Italy +2.7 Apr + 2.3 + 2.3 + 1.9 +2.8 Mar -08  +1.7 Mar* + 2.1 
Japan -0.4 Mar - 1.2 - 0.6 - 0.5 = 0.7) Mar usns £25 Mr  —0.9 
Netherlands + 2.5 Apr + 3.5 + 2.5 + 2.1 +3.5 Mar -1.7 +28 Mar + 4.4 
Spain  — "+31 Apr +: 32.6 + 3.0 + 2.6 + 3.0 Mar -0.1 +3.9 Q4 + 3.7 
Sweden + 2.3 Apr + 2.5 + 2.4 + 1.8 + 0.6 Ma -0.4 +21 Feb + 3.3 
Switzerland + 0.7 Apr +41.1 + 0.8 + 0.9 + 0.3 Mar -1.3 + 1.82002 + 2.5 
United States +30 Ma +15 +23 +17 +4.2 Mar -16 +3.1 Ap +3.22 
Euro area +#2.1 Apr +23 +19 -+15 +24 Ma -08 +34 04 +.3.2 
*New series. 


į Top 20 ideal employers, 2003 
The company that Europe's MBA students would most like to work for is McKinsey, a big 
management consultancy, according to a survey of 16 business schools by Universum 
Communications. Itis twice as popular as any other employer. Other management con- 
sultancies, including the Boston Consulting Group, Accenture and A.T. Kearney, also 
score high on the list. American companies account for 12 of the top 20. 


% of European MBA students* who would prefer to work for: 
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Source: Universum Communications *Based on survey of 768 MBA students 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a, (May 14th 2003) % change on 
% change on year ago 3-mth money market £ 10-year gov't bonds May 6th May 13th OnE, One. 
Ti ati- aE AA eaei aha ea 2-year gee ee - corporate month year 
7 „Parow broad latest __ yearago _ gov'tbonds latest _ yearago bonds = Solarindexs — me ee | 
paa ser r me rr ne 4.8 7 _ 4.56 ee 5.10 635 596 All items 75, 5 77 3 + 4.7 +12 2 
































_Metals ee eee 
3.52 5.25 5.54 Sterling index 
= 3e 518 4o Ailitems 73.7 758 -07 +10 
*Narrow: M1 except Britain and Sweden MO, broad: MZ or M3 except Britain M4. Germany for bonds. Benchmarks: US 30-year 4. 51%, Japan ere sane 
No.249:0.58%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.002%, BOE repo 3.75%. Sources: Ailitems 87.5 882 4 qie 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royat Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. Allitems 94.7 95.9 -14 +17 
| Aer A sa Do 
Stockmarkets $peroz 342.90 350.70 +85 +14,0 
Market indices West Texas Intermediate 
at i % change on $ 2 mel 25.73 28,57 ~2.7 - 18 
2003 one record Dec 31st 2002 
May 14th high low week high intocal  in$ 
Sse RE eR NSN Te TOE OP AEREEE POSTE SIE SORES Eee EE OT ER RE nC ONES currency _ terms _ 
aaa 943.0 BONG 26733 Mt M4 -11i n7 
Austria (ATX) 1320.7 1,320.7 1120.2 +17 -240 +148 425.8 
fae pe] EE E LIN E oe E E T 
Britain (FTSE 100) 3,975.0 4,009.5 3,287.0 Ter. a a E a 
; Canada (Toronto Composite) 6,742.4 6,837.3 6,228.6 +14 -408 +19 +167 
Denmark (KBX) 1277.0 TB 145.0 +07 -413 +65 +167 
France (SBF 250) 2,003.6 2,144.8 1,630.1 = 16 -544 -24 +69. 
__(AC40) 2961.8 3,210.3 24030 = 24 -572 -33 +59 
| Germany (DAX) 2,926.0 3,157.3 2,203.0 = 26 -637 +12 +108 
A (BCI) L12147 1,142.4 959,4 -0.9 -486 +2.7 +25 





` Spain Spain (Madrid SE) 666.2 684.6 576.8 "0.8 “41.9. +51 +15.1 








~ Sweden (AffarsvaridenGen) 150.8 153.4 1278 +06 ~62.3 +39 +134 
. Switzerland (Swiss Market) 4,546.6 4,965.3 3,6754 = 18 -460 2 ăäćăć -18 +33 
United States (DJIA) 8,647.8 8,842.6 7,5241 +140 -262 +37 37 
(S&P 500) 939.3 945.1 800.7 + 1.0 ~ 38.5 + 6.8 + 6.8 


o e AAPARINNE Pyne Wetman ete Naa bay Vly ty Paa yatta ph HALLMAN LiRhAAARN AIR AAAS UA RAthita tintin VHRR Ai RAGA Unt PE RARER eU FOIA AINE POLIS OOTP at Ya VO  OITY RICA AAP at PUPAL etl WAPOA NRE U0 eR ERE LA A ONEM 1 HOE-P ttle nu AsinAttoe tty 





4 iigroup World Government Bond Index, total return, m$ terms. 











; Trade, exchange rates and budgets 





Trade balance*, $bn ™ Current account __ Exchange rate Currency units — Budget 
latest 12 $bn The Economist poll trade-weighted | per per = per ope balance 
months latest 12 mths % of GDP, forecast 1990=100 A £ euro ¥100 % of GDP 


2003 2004 








“Too. 1 
98.8 














+ 5, . f 106. 5 102.2 


























poet e a 18 +15 -r a OOO O eee 
Germany +123.0 Mar +480 Ma +19 Z +16 10258 982 Z o Zä 0.87 11000 141-758 BT 
italy tt 75 Feb 96 Feb 038-3508 72.8 087 110 141 o = 075 Z 24. 
Japan Oo +9487 Ma 109.9 Mar +27 +290 130.7 1307 16 128 188 
Netherlands + 28.5 Mar + 91 Q +31 +31 Č 10145 977 Z 087 110 441 SH 
Spain 42.0 Fb —ć 17.4 la -22 O -21 TAS T41 087 140 2 141 = (075 04. 
Sweden +15.2 Mar + 9.9 Dec +36 +35 Z  — 805 757 — 798 10.2 129 917 686 0 a 
Switzerland + 48 Mar +32.0 0 +7 O JO O O MA6 1138 Z 1431 16 2B 151 1B oOo oma 
United States -514.3 Mar -503.4 4 253 S54 102.7 1196 O O O O aO - 162 115 086 — -46 
Euroarea + 95.6 Feb +531 fe +08 +07 č 90.2 792 OOOO O 087 130 O a O O O on oe y 





a “Merchandise, Austratia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except ŠIMF, March average. OECD forecast. 





a Emerging-market indicators 


Overview 


The outlook for Latin American economies 
looks brighter. Chile’s economy grew by 
3.5% in the year to the first quarter, its fast- 
est for almost two years. Industrial produc- 
tion rose by 3.8% in Mexico in the 12 months 
to March, its fastest for almost a year. In 
Venezuela, inflation abated a little. 


Inflationary pressures eased in two of the 
countries that are due to join the Eu next 
year. In Hungary, prices rose by 3.9% in the 
year to April, a 22-year low. In Poland, infla- 
tion over the same period fell to just 0.3%. In 
the Czech Republic, another accession coun- 
try, industrial output rose by 7.0% in the 12 
months to March. 


In South Africa, industrial production fell by 
0.7% in the year to March, the first annual 
decline for 18 months. 


i Political and economic stability 
Hungary remains one of the stablest 
emerging economies, according to an 
index produced by Lehman Brothers and 
Eurasia Group, a firm that analyses po- 
litical risk. The index seeks to measure a 
country’s ability to withstand crises and 
to avoid generating them. At75 (out ofa 
maximum score of 100) Hungary’s per- 
ceived stability places it just ahead of 


Poland and Mexico, both of which score 
71. Venezuela and Argentina, two Latin 
American countries that have recently 
suffered big economic crises, have both 
become stabler since last year, accord- 
ing to the index. 


100=maximum stability 
30 40 50 60 70 80 


Hungary 
Poland e, 
Mexico Smm, 
Brazil SS 

Thailand S, 


South Africa S 
Russia S, 
Philippines ST 


China a 
Turkey SEE., 
Saudi Arabia SO 
Argentina SL 
Egypt binen a 


Venezuela SEEE, 


Indonesia SAE 

Colombi | 
olomba es tay 2002 
Nigeria SP WR May 2003 


Sources: Lehman Brothers; Eurasia Group 
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% change on year ago 


Economy 
GDP 

China +9.9 Qi 
Hong Kong + 5.0 04 
India + 2.6 04 
Indonesia +3.8 04 
Malaysia +5.6 04 
Philippines +5.8 04 
Singapore +15 Qi 
South Korea +6.8 04 
Taiwan +4.2 04 
Thailand +6.1 04 
Argentina - 3.6 04 
Brazil +3.4 04 
Chile +3.5 Ql 
Colombia +2.0 04 
Mexico + 1.9 04 
Peru + 5.3 Feb 
Venezuela -16.7 04 
Egypt + 3.1 20027 
Israel + 1.3 04 
South Africa +3.0 04 
Turkey +11.4 04 
Czech Republic +15 04 
Hungary +3.7 04 
Poland +2.1 04 
Russia +5.2 04 


Industrial 
production 


+16.9 Mar 
-9.2 04 
+ 6.4 Feb 
+29.2 Feb 
+ 5.0 Mar 
+ 1.8 Feb 
+ 6.5 Mar 
+ 4.5 Mar 
+ 1.6 Mar 
+12.7 Mar 
+15.8 Mar 
+ 3.5 Mar 
+ 6.9 Mar 
+ 5.0 Feb 
+ 3.8 Mar 
+ 4.2 Feb 
-64.8 Dec 
+ 4.2 20027 
+ 3.0 Jan 
- 0.7 Mar 
+ 5.6 Mar 
+ 7.0 Mar 
+ 4.2 Mar 
+ 5.7 Mar 
+ 6.7 Mar 


Consumer 
prices 
+ 0.9 Mar 
- 2.1 Mar 
+ 4.1 Mar 
+ 7.5 Apr 
+ 0.7 Mar 
+ 2.8 Apr 
+ 0.8 Mar 
+ 3.7 Apr 
- 0.1 Apr 
+ 1.6 Apr 
+19.4 Apr 
+16.7 Mar 
+ 4.0 Apr 
+ 7.8 Apr 
+ 5.3 Apr 
+ 2.6 Apr 
+33.5 Apr 


- 3.1 Feb 


+ 4.8 Mar 
+12.5 Mar 
+29.5 Apr 
- 0.1 Apr 
+ 3.9 Apr 
+ 0.3 Apr 
+14.7 Apr 


Latest 12 months, $bn 


Trade 
balance 


+22.0 Apr 
- 8.0 Mar 
- 9.0 Mar 
+25.6 Mar 
+14.7 Mar 
+ 0.2 Feb 
+11.1 Mar 
+ 8.0 Apr 
+16.5 Apr 
+ 3.9 Mar 
+16.7 Mar 
+17.1 Apr 
+ 2.5 Mar 
nil Dec 
- 6.7 Mar 
+ 0.4 Feb 
+13.9 04 
- 7.4 Jan 
-5.8 Apr 
+ 3.6 Mar 
-16.4 Feb 
- 2.6 Mar 
- 2.5 Mart 
- 9.9 Mar 
+52.2 Mar 


* Excluding gold, except Singapore; IMF definition.tEIU est. tYear ending June. New series. 





Foreign 

Current reserves* 

account $bn, latest 
+33.5 2002ł 312.9 Feb 
+13.8 Q4 114.2 Apr 
+48 04 71.1 Mar 
+79 0 31.6 Mar 
+7.3 4 33.8 Mar 
+ 4.2 Dec 13.1 Apr 
+18.7 Q4 83.4 Apr 
+ 2.9 Mar 123.8 Mar 
+25.8 Q4 168.6 Mar 
+ 8.5 Mar 36.8 Mar 
+8.9 04 11.0 Apr 
- 4.4 Mar 42.3 Mar 
- 0.6 04 16.1 Mar 
- 1.6 04 10.5 Mar 
-14.5 Q4 53.7 Apr 
- 1.1 04 9.8 Mar 
+7.6 4 8.4 Feb 
+0.5 04 13.2 Dec 
- 2.1 04 23.4 Apr 
+0.3 04 6.1 Mar 
- 2.7 Feb 27.9 Feb 
-3.5 4 24.7 Mar 
- 3.3 Mar 13.6 Mar 
- 5.8 Mar 30.0 Mar 
+38.3 Qı 51.8 Mar 


Financial markets 


Currency units 























Interest rates 

















per $ per £ short-term 

May 14th yearago May 14th % p.a. 
China 8.28 8.28 13.4 na 
Hong Kong 7.80 7.80 12.6 1.41 
India 47.1 49.0 76.3 4.94 
Indonesia 8,450 9,240 13,692 11.38 
Malaysia 3.80 3.80 6.16 3.10 
Philippines 52.0 49.6 84.3 8.06 
Singapore 1.73 1.81 2.80 0.66 
South Korea 1,198 1,273 1,940 4.41 
Taiwan 34.7 34.5 56.1 1.25 
Thailand 42.1 42.9 68.3 1.45 
Argentina 2.77 3.24 4.48 6.20 
Brazil 2.89 2.51 4.68 26.32 
Chile 697 653 1,130 3.12 
Colombia 2,817 2,300 4,564 7.76 
Mexico 10.15 9.48 16.4 7.56 
Peru 3.48 3.45 5.63 3.74 
Venezuela 1,598 1,001 2,589 22.63 
Egypt 5.96 4.60 9.65 12.54 
Israel 4.48 4.80 7.25 5.51 
South Africa 7.6 10.2 12.3 13.60 
Turkey 1,486,000 1,395,500 2,407,766 39.00 
Czech Republic 27.4 33.4 44.4 2.46 
Hungary 213 269 345 6.46 
Poland 3.77 4.08 6.10 5.55 
Russia 31.0 31.3 50.2 18.00 
EMF (MSCI) * 1.00 1.00 1.62 na 
EMBI+ 1.00 1.00 1.62 na 


*Emerging Mkts Free. tJ.P. Morgan Chase's Emerging Mkts Bond Index Plus. t In $ terms. 


Stockmarkets 

May 14th 
one 
week 
1,595.0 +0.2 
9,103.7 +2.3 
2,993.9 +0.4 
467.9 -1.1 
635.8 +0.6 
1,061.6 -1.5 
1,311.0 +0.3 
610.0 -1.3 
4,341.1 +1.5 
385.2 +1.5 
630.6 -1.5 
13,459.4 +3.9 
5,877.3 +3.0 
1,808.5 +3.2 
6,549.8 -0.4 
1,779.4 -0.1 
8,764.5 +2.5 
7,426.2 -0.6 
416.8 +1.8 
8,035.2 +4.5 
10,393.3 -2.7 
546.3 +1.2 
8,163.4 -0.6 
15,012.2 +3.5 
437.4 + 3.3 
305.0 +0.9 
270.8 +1.7 


% change on 


Dec 31st 2002 
in local in$ 
curren terms 
+ 12.4 + 12.4 
- 2,3 - 2.3 
- 11.4 - 9.8 
+ 10.1 + 16.6 
- 1.6 - 1.6 
+ 4.2 ee O 
- 2.2 - 2.0 
- 28 2 3.7 
- 2.5 = 2.2 
+ 8.1 + 10.5 
+ 20.1 + 46.0 
+ 19.4 + 46.5 
+ 17.1 + 20.9 
+ 12.4 + 14.4 
+ 6.9 + 10.2 
+ 27.8 + 29,3 
+ 9.3 - 5.1 
+ 38.3 + 7.5 
+ 25.4 + 33.1 
- 13.4 = ' 47 
+ 0.2 + 12.0 
+ 18.6 + 30.1 
+ 4,7 + 10.5 
+ 4.5 + 6.4 
+ 18.1 + 21.8 

na + 4.4 
na + 18.3 


Sources: Nationalstatistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel: Standard Bank 
Group; Akbank; Deutsche Bank. 
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Jürgen E. Schrempp Here is what you can do: 

Chairman of the - E: 

Board of Management Educate your. workers. -> Executi: 

DaimlerChrysler AG: - Provide access to testing obal Busin 
and trea trr pG 





Chairman of the 
Global Business 
Coalition on HIV/AIDS "Support local E 

ommunity initiatives. - 





: sour passionate commitment to good corporate s JIV/AIDS isf 
AROR -citizenship wherever we operate, and our knowledge Help bres ak the silence. o WON 
that HIV/AIDS poses a serious threat to world eco- peak out. 


: -~ homies has fed us to step up our efforts to combat Destigmatize the disease Bi 
the global pandemic. As chairman of the GBC and a 


_ -adedicated advocate of its cause, | am pledged 
fo oneal e e as a e Join the Global Business 


“of ther business leaders and their companies." Coalition. on HIV/AIDS. 











‘The Global Business Coalition on HIV/AIDS (GBC) is a rapidly-expanding alliance of over 400 international businesses: dedicated: to co mbat 3 
IDS epidemic - in the workplace and in communities in which they operate. The GBC works with national and regional partners: such as the AS 
usiness Coalition on HIV/AIDS (ABC on AIDS), Botswana Business Coalition on AIDS (BBCA), Confederation of Indian Industries (Ci), Ker 
rivate Sector Business Council, South African Business Coalition on HIV/AIDS (SABCOHA) and Thailand Business Coal ition on HIV/A 
ur annual dinner will be on June 17th in Washington D.C. For information on how to me the GEC, pe ease mon uso o oo | 







Please contact us and find out how you can join the fight. 


GLOBAL BUSINESS COALITION ON HIV/AIDS 


1515 Broadway, 45" Floor, New York, NY 10025, Tel: 212-846 5893 
www.businessfightsaids.org 


POSCO Expects to Save 
$120 Million Each Year Using 


Oracle E-Business Suite 





posco 


The world’s largest steel manufacturer 
processes 50,000 work orders a day 
using Oracle E-Business Suite. 

What do you use? 


ORACLE 





oracle.com 


Copyright © 2002, Oracle. All rights reserved. Oracle is a registered trademark of Oracle Corporation and/or its affiliates. Other names may be trademarks of their respective owners. 
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Australia. 


Ahead by leaps and bounds. 


Australia has the jump on its competition by continuing 
to defy world trends. 


The OECD's forecast growth for Australia in 2003 is 

3.2%, compared to an OECD average of just 1.9%. 

The outlook for Australia in 2004 is even better, with 
growth forecast to increase to 3.8%. 


And investors are taking note — global FDI inflows to 
Australia tripled in 2002, against a 17% drop in flows 
to all OECD countries. 


Australia provides the perfect platform for investment. 
But don't take our word for it. Here’s what the world’s 
experts Say: 


e Australia is the most resilient economy in the world ™ 


e Robust GDP growth has averaged 3.3% since 1990 - 
outstripping almost all other OECD countries 
including the US and UK *! 


e Productivity growth was 3.8% in 2002, compared to 
an OECD average of 2% '*' 


e AAA credit rating. " 


" World Competitiveness Yearbook 2002 '*' OECD, April 2003 ™ Standard and Poor's 


www. !investaustralia.gov.au/invest >A WEALTH OF OPPORTUNITY 









In Australia, your investment is supported by an 
economic and business environment that is leaps and 
bounds ahead of the competition. 


In addition, Australia has a stable political environment, 
a highly skilled and multicultural workforce, competitive 
business costs, sophisticated IT and R&D infrastructure, 
an open and efficient regulatory environment, and, of 
course, an enviable lifestyle. 


Where are you doing business? 


With investment specialists in 13 locations worldwide, 
Invest Australia can assist with your investment decision 
and help make your investment experience a success. 


Australia: a wealth of opportunity for you and 
your business. 
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g The world this week 


In Casablanca, 12 suicide 
bombers killed 29 people in 
five synchronised blasts on a 
hotel, a Spanish club, the Bel- 
gian consulate and a Jewish 
cultural centre. The victims 
were mostly Moroccan but 
also Spanish, French and Ital- 
ian. The Moroccan authorities, 
who are interrogating two sus- 
pects, speak of international 
terrorists working through lo- 
cal Islamic vigilantes. 


America, along with Britain 
and Germany, temporarily 
closed their embassies and 
consulates in Saudi Arabia, 
after a Saudi warning that 
electronic “chatter” had been 
heard about new planned at- 
tacks. America also height- 
ened security throughout the 
United States. British Airways 
cancelled all flights to Nairobi 
after reports of possible 
ground-to-air attacks. 


An Arabic Tv station broad- 
cast a tape, reportedly from al- 
Qaeda’s number two, Ayman 
al-Zawahri, urging attacks on 
the interests of America, Brit- 
ain, Australia and—perplex- 
ingly—Norway. 


America and Britain intro- 
duced a new Security Coun- 
cil resolution to end sanctions 
on Iraq, and legitimise the 
occupying powers’ authority. 
The new draft, which they ex- 
pected to be passed on May 
22nd, gives the UN a slightly 
stronger role in Iraq, including 
the appointment of a special 
representative. 


In Baghdad, the American au- 
thorities made it clear that 
Iraq’s interim administration, 
which is expected to be ap- 





pointed in the next couple of 
months, will have a consulta- 
tive role only. 


NATO ambassadors agreed 
that the alliance would help 
Poland’s peacekeeping forces 
in a part of Iraq. 


Israel suffered five suicide- 
bomb attacks in three days: in 
Jerusalem (where seven peo- 
ple were killed on a bus), 
northern Israel and the occu- 
pied territories. Ariel Sharon 
postponed a scheduled visit to 
President George Bush. The Is- 
raeli army sealed towns and 
villages in the West Bank and 
Gaza but refrained from other 
retaliation to give Mahmoud 
Abbas, the Palestinians’ new 
prime minister, “a chance”. 


More than 500 people were 
reported killed in an earth- 
quake in northern Algeria, 

near the capital, Algiers. 


Zimbabwe illegally deported 
The Economist's (and Guard- 
ian’s) man in Harare, Andrew 
Meldrum. He was the last for- 
eign correspondent based in 
the country. 


In poor health 

Another health scare for Can- 
ada. Just as its SARS outbreak 
was waning, a cow in Alberta 
was diagnosed as suffering 
from BSE or mad-cow disease. 
The United States immedi- 
ately banned imports of Cana- 
dian beef and animal feed. 





Néstor Kirchner, Argentina’s 
president-elect, announced 
his cabinet appointments. He 
retained Roberto Lavagna as 
economy minister. 


In a message on Cuba’s inde- 
pendence day, George Bush 
urged democracy and respect, 
but did not announce any 





tightening of the United 
States’ trade embargo against 
the island. 


In Colombia, three army offi- 
cers and 37 troops were ar- 
rested, and over 100 were on 
the run, after they discovered 
and stole at least $14m in 
banknotes, apparently accu- 
mulated by FARC guerrillas as 
profits from kidnapping and 
cocaine. 


Small bang 

The American Senate voted to 
permit research on “mini- 
nukes”, but required it to get 
the approval of Congress be- 
fore developing them. Such re- 
search had previously been 
banned but Donald Rumsfeld, 
the defence secretary, argued 
that little nukes might now be 
useful here and there. 


Christine Todd Whitman, 
the head of the Environmental 
Protection Agency, and Ari 
Fleischer, the White House 
press secretary, announced 
that they were leaving. Mr 
Fleischer wanted to spend 
time with his wife; Mrs Whit- 
man wanted to stop being a 
voice in the wilderness. 


The House and Senate agreed 
on a tax cut of $350 billion 
over ten years, less than half 
what George Bush originally 
wanted. 


Rebel routing? 

A force of 45,000 troops and 
police opened a campaign 
against separatists in Indone- 
sia’s western province of 
Aceh after a peace deal had 
failed. The army expected to 
take up to six months to defeat 
the rebel force of some 5,000 
fighters. But that may be op- 
timistic: the rebellion has been 
going on for 27 years, during 
which more than 10,000 peo- 
ple have died. 


Armed police broke up an op- 
position rally in Phnom Penh, 
raising fears that demonstra- 
tions will not be tolerated in 
the run-up to Cambodia’s 
general election on July 27th. 


In a “misunderstanding” 
American soldiers guarding 
their embassy in Kabul shot 
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dead four Afghan soldiers 
who were leaving a nearby 
building. 


Eighteen schoolchildren died 
when an overloaded ferry 
capsized in Vietnam. 


Taiwan reported a daily rise 
in cases of the deadly infec- 
tion SARS, bringing the total to 
418. But in mainland China, 
Hong Kong and Singapore the 
epidemic appeared to be 
waning. 


India has refused to allow a 
Hong Kong firm, Hutchison 
Port Holdings, to bid for a pro- 
posed $192m container termi- 
nal near Mumbai, for security 
reasons. It is too near naval 
establishments, India says. 


Belgium swings right 
Belgium’s Flemish Liberals, 
led by the country’s incum- 
bent prime minister, Guy Ver- 
hofstadt, did best in a general 
election, so the ruling co- 
alition looks set to stay in of- 
fice. But the far-right Vlaams 
Blok gained ground, getting 
nearly a fifth of the vote in 
Flanders and a third in Ant- 
werp, Belgium’s second city. 





The Swiss rejected proposals, 
put to referendum, to renew a 
moratorium on building nu- 
clear-power plants and to 
phase out nuclear power. 


At their annual party congress, 
France’s despondent Social- 
ists proved reluctant to em- 
brace a more free-market 
philosophy. 


In the Netherlands, the Chris- 
tian Democrats, Liberals and 
D66 agreed on a programme 
of government. The outgoing 
prime minister, the Christian 
Democrats’ Jan Peter Balke- 


nende, will head the coalition. p» 
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Business 


The dollar hit a four-year low 
against the euro, nearing the 
rate at which the single cur- 
rency was launched in 1999. 
“The economy continues to be 
buffeted by strong cross-cur- 
rents,” remarked Alan Green- 
span, chairman of the Federal 
Reserve. He hinted that inter- 
est rates would be cut again if 
deflation threatened. 


Germany is at high risk of de- 
flation, as are Taiwan and 
Hong Kong, but the risk of fall- 
ing prices in America is low, 
according to the IMF. Unsur- 
prisingly, Japan’s deflationary 
spell is expected to persist. 


i GDP 


% change on previous quarter 
at annual rate 


Italy France 


Source: National accounts 


While the euro area’s two 
other big economies founder, 
France’s grew by 1% over the 
previous quarter at an annual 
rate. 


Mighty fine 

WorldCom agreed to pay 
$500m, America’s biggest cor- 
porate fine, to settle charges 
that it had overstated profits 
by $11 billion since 1999. The 
accounting fraud drove Amer- 
ica’s second-largest long-dis- 
tance telephone company into 
Chapter 11 bankruptcy. 


Matthew Whitley, a former 
Coca-Cola executive, filed a 
lawsuit claiming that manag- 
ers of the soft-drink firm ran 
one division as “an illegal 
racketeering enterprise”. Coke 
says that the accusations of 
deceptive marketing and ac- 
counting, and selling contam- 
inated products came after it 


GlaxoSmithKline’s investors 
narrowly rejected a resolution 
granting the drug firm’s chief 
executive, Jean-Pierre Garnier, 
a severance package worth 
over £20m ($33m), though the 
vote is non-binding. A reward 
for failure, moaned sharehold- 
ers; a “very complex situa- 
tion”, soothed Sir Christopher 
Hogg, GSK’s chairman. 


Tweedy, Browne, a big share- 
holder in Lord Black’s Hollin- 
ger International, publisher 
of Britain’s Daily Telegraph, 
filed a letter with the SEC 
ahead of the firm’s annual 
meeting demanding the re- 
turn of some $73m it alleges 
was unfairly paid to company 
bosses. 


Universal coupling 

Edgar Bronfman is planning to 
lead a consortium hoping to 
buy the American media as- 
sets of Vivendi Universal. 
The Canadian tycoon sold 
them to the French media 
giant three years ago as part of 
Vivendi’s €33 billion ($31 bil- 
lion) acquisition of Seagram. 


EMI reported an annual profit 
of £319m ($493m) even though 
its music sales followed the 
worldwide trend and fell by 
nearly 13%. The company 
blamed music piracy for the 
dip. 
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The high cost of next-genera- 
tion mobile telephony left 
mmo2 with a mammoth an- 
nual pre-tax loss of £10.2 bil- 
lion ($15.8 billion). Britain’s 
fifth-largest mobile operator 
wrote down £9.7 billion, much 
of it to account for the dimin- 
ishing value of its 3G licences 
in Britain and Germany. 


Up in smoke 

The World Health Organisa- 
tion adopted an anti-smoking 
treaty after spending years 
persuading big rich tobacco- 
producing countries to adopt 
measures to reduce tobacco- 
related deaths. Approval will 
bring bigger health warnings 
and advertising bans. 


A Florida appeal court re- 
versed a decision holding 
America’s big tobacco compa- 
nies liable for the illnesses of 
700,000 of the state’s smok- 
ers. The 2000 ruling had re- 
quired the firms to pay $145 
billion in damages. 


Broken banks 

Japan’s government bailed out 
Resona after the country’s 
fifth-largest bank failed to 
meet tough new capital re- 
quirements. The government 
promised a “hands-off” ap- 
proach to Resona, suggesting 
the usual temporary fix rather 
than a long-overdue radical at- 
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tack on the banking sector’s 
huge bad-loan problem. 


WestLB reported a pre-tax an- 
nual loss of €1.7 billion ($1.6 
billion). The German state- 
owned bank began investiga- 
tions of its project-financing 
team run by Robin Saunders, a 
supposedly hot-shot banker; 
much of the loss relates to 
hefty write-downs after a re- 
financing of Box Clever, a Brit- 
ish Tv-rental firm. 


OM Gruppen, one-time suitor 
of the London Stock Exchange 
in furtherance of its pan-Euro- 
pean aspirations, picked up a 
smaller prize. The operator of 
Sweden’s stock exchange will 
pay €242m ($282m) for HEX, 
its Finnish rival. It invited 
other Scandinavian and Baltic 
exchanges to join forces and 
create a pan-regional business. 


Joint venture 

Zimmer, an American com- 
pany best known for propping 
up the infirm with its artificial 
joints, counterbid for Center- 
pulse, a Swiss orthopaedic- 
device maker. Zimmer 
trumped an offer from Brit- 
ain’s Smith & Nephew witha 
bid valuing Centerpulse at 
SFr4.1 billion ($3.2 billion). 


Other economic data and news 
can be found on pages 96-98 
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refused to pay Mr Whitley 
$44m to keep quiet. 
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Britain’s shareholders won a =i G a Uaia 
notable battle in their offen- 


sive against executive pay. 
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WE CAN BREATHE EASY NOW/AN INTERNATIONAL CONSENSUS HAS BEEN REACHED TOHELP CUT CIGARETTE SMOKE. 





There’s a new global standard in express delivery, freight and logistics. DHL Worldwide Express, global leader in air express, Danzas, global 
leader in air and ocean freight, and Deutsche Post Euro Express, European leader in parcel delivery, have joined together under the name DHL to offer 
an even better all-round service. We can now offer you more performance, more service and more options in more than 220 countries. So whatever 
your needs, we can meet them. Call your local DHL office today or visit us at www.dhl.com to get the power of DHL behind your business. 
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Never underestimate the importance of local knowledge. 


To truly understand a country and its culture, 
you have to be part of it. 

That’s why, at HSBC, we have local banks 
in more countries than anyone else. And all 
of our offices around the world are staffed by 
local people. 

It’s their insight that allows us to recognise 
financial opportunities invisible to outsiders. 

But those opportunities don’t just benefit our 
local customers. 

Innovations and ideas are shared throughout 
the HSBC network, so that everyone who banks 
with us can benefit. 

Think of it as local knowledge that just happens 
to span the globe. 
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The right to be beautiful 


And shall not loveliness be loved forever? Yes, if you can afford it 


F COURSE, it is ridiculous. 

What sane person would 
put metal rings round her neck 
to stretch it like a giraffe’s, or lace 
her corset so tight that she 
fainted, or allow her feet to be 
bound to make them tiny? How 
backward, how primitive. Com- 
pletely different, obviously, from the woman who pays huge 
sums to have her breasts surgically enlarged; or the man who 
takes drugs to give him an athlete’s torso; or the rich, modern 
men and women who spend $160 billion a year on beauty 
products whose impact on the appearance is sometimes, um, 
unproven. From stilettos to diets to cosmetic surgery, women 
(and, increasingly, men) go to great lengths and huge cost to 
make themselves better looking. And now, advances in tech- 
nology allow people to change their appearance notjust for an 
evening out but for ever. 





After you with the tea-tree oil 

Does it matter if human beings change their bodies in more 
fundamental ways than our grandparents ever dreamt of? The 
reasons for change go well beyond the pursuit of beauty, of 
course. Not only do athletes reshape themselves to do better at 
sport: Tiger Woods recently had an operation on his eyes to al- 
low him to judge distances better. The sexually discontented 
can now alter their gender in ways that go well beyond the ac- 
quisition of a nice frock and a bit of padding. But it is beauty 
that dominates the remodelling business and that raises the 
toughest questions. 

The search for beauty has always seemed frivolous to 
some, and not just to those of the male persuasion. Puritans, 
who once squawked about the evils of lipstick and facepaint, 
now have fresh moral dilemmas to wrestle with. If the beauty 
business deceives people into spending money uselessly or 
harmfully, should it be stopped from doing so? Some fret that 
the preoccupation with appearance is leading to a shallower 
society, and to a host of social horrors from family breakdown 
to eating disorders. Others fear that beauty firms are trying to 
blur the line between drugs and cosmetics, or complain that 
tampering with the incline of one’s nose is the first step on a 
slippery slope to tampering with one’s genes. And of course, 
there are always the poor: should they be exposed to market- 
ing baloney that may persuade them to spend money on 
empty promises to stop time’s hand? 

Only in the case of the young are there grounds for special 
intervention—although parental responsibility ought really to 
do the job. Until their bodies stop growing, teenagers should 
not to be allowed to change them in permanent ways that may 
turn out to be harmful. By all means straighten their teeth and 
even their noses, but leave puppy fat alone. Let them pierce 
their ears or indeed their tongues, if they must, but ban the tat- 
toos and hold that graduation present of breast enlargement. 

But what of adults, who behave little more rationally than 
teenagers in this regard? Perhaps governments should get the 
makers of those creams made of dolphin serum and goose fat 


to list the ingredients on the pot, as if they were breakfast cere- 
als. Big beauty companies, experts at deception, have the 
money and power to play on people’s hopes and fears (see 
pages 63-65). However, choice and scale are powerful bul- 
warks against deception. The creation of giant beauty compa- 
nies means not only lower prices and cleverer innovations, 
but global brands whose reputations need protection. As for 
the poor, sales of beauty products tend to take off when in- 
comes rise. Lipstick may be an indicator of economic progress. 
And the freedom to believe nonsense about getting rid of 
wrinkles is one of the most basic human liberties. 

The more difficult questions will arise when it becomes 
clear that some of the promises actually come true. Good- 
looking people have great advantages over the ugly. For exam- 
ple, they earn more: when Barry Harper of London Guildhall 
University looked at 11,000 British 33-year-olds, he found that 
the pay penalty for unattractiveness was around 15% for men 
and 11% for women. Overweight women earned 5% less than 
average, especially in clerical and secretarial jobs. Good looks 
in both sexes mattered especially, he found, in sales jobs, 
where the seller meets the buyer. Another study, of 289 Dutch 
advertising firms, found an association between good-look- 
ing executives, higher revenues and business success. 

Not only do looks help in the job market. In both sexes, they 
help in the marriage market. Studies show that handsome folk 
are more confident. It is a cruel fact that good looks can make 
you a better parent: babies are attracted to prettier people. 
Good looks remove some of life’s irritations: another study 
found that people rated as more attractive feel more entitled to 
better treatment and are less willing to be kept waiting; an- 
other, that good-looking women with a flat tyre get rescued 
first. And a nice face helps to get people out of trouble: a recent 
University of Oslo study found that university students 
awarded criminals sentences which were 20% lighter if they 
were told that the villains were “handsome” or “pretty”. 

If a bit of lipstick can keep you out of jail, or waxing your 
mustache can land an extra 15% in earnings, then who would 
not pay for successful beauty treatments? If genetic engineer- 
ing ever catches on, it will be hard to draw a firm line between 
correcting defects and enhancing characteristics. It would be 
irrational for parents who love their children not to want them 
to be more beautiful as well as healthier and more intelligent. 


The ugly underclass 

But if society believes that government should aim to give citi- 
zens equal opportunities, might beauty be a right that society 
can be legitimately asked to pay for? The poor once looked 
very different from the rich: they were worse fed, worse 
clothed, worse washed and had less access to medical and 
dental care. Those days are gone, at least in the developed 
world. But bat ears or a cleft lip can still make a teenager’s life a 
misery. The World Health Organisation has broadened its de- 
finition of health to include psychological well-being. Stand 
by for the moment when public policy has cut out the most 
striking sources of inequality, and conventions of cosmetic 
surgeons announce that their craft can excise the remainder. = 





The dollar 
Diminished 


Beer should be strong. Currencies, not necessarily 


i HE dollar has been sliding in 
polar against eene se A currency markets for 
months. This week it fell to $1.17 
o9 against the euro—roughly where 
10 it stood against Europe’s new 
11 currency when the euro was 
12 launched atthe start of 1999. For 
~ most of the past four years, Eu- 
ropeans have been alittle embarrassed, and Americans alittle 
smug, about the performance of their currencies. This week, 
as that $1.17 threshold came into view, sentiment switched, 
and a flurry of concern moved through America’s financial 
markets. Now it is the euro’s turn to hold its head high and the 
dollar’s to make feeble excuses; the sudden crisis even war- 
ranted explanatory graphics and grave-looking commen- 
tators on American network news. 

Gosh. Are things really that bad? Not quite. The my-cur- 
rency-is-stronger-than-yours genre of financial commentary 
is a disgrace to economics and, more important, to common 
sense. A strong currency has advantages, no doubt: it confers 
additional purchasing power (because it makes imports 
cheap). But it also puts a burden on many industries (by mak- 
ing exports dear) and, if demand in the economy is already de- 
ficient, an appreciating currency can make a slow-moving 
economy stall altogether. Noris a currency’s strength a reliable 
indicator of international confidence: despite the dollar’s 
slide, few doubt that America’s economic prospects, short- 
and medium-term, are better than Europe’s. 

Explaining currencies’ short-term movements is a game for 
Wall Street analysts and other storytellers. What one can say, 
however, is that global economic stability calls for a gradual 
reduction in America’s enormous current-account deficit (and 
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The European Union 


Let the people vote 


its consequent heavy demands on the global capital market). 
A cheaper dollar will help in that. By giving a push to weak de- 
mand, it will also help to guard against deflation in the Ameri- 
can economy-—a greater danger than anything a cheaper dol- 
lar could plausibly inflict. 

The dollar’s slide—and the corresponding appreciation of 
the euro and the yen—give greater cause for concern else- 
where. Deflationary pressures are severe in Japan and mount- 
ing in Europe. The fall in the dollar is equivalent to a tightening 
of their respective monetary policies. They need to move 
swiftly to offset, and more than offset, this inadvertent tighten- 
ing of policy by lowering interest rates (in Europe’s case) and 
by using unorthodox means to expand the money supply (in 
Japan’s). Much to the cost of the countries concerned, moving 
swiftly has not been a great strength either of the European 
Central Bank or of the Bank of Japan. 

Now that America is worrying about the dollar’s decline, 
the administration’s new treasury secretary, John Snow, is un- 
der attack (see page 37). Mr Snow must understand that being 
under fire for saying the wrong thing about the dollar is the 
larger part of his job. In framing his pronouncements on ex- 
change rates, his best bet would be to establish a reputation for 
profundity by saying nothing, or by making whatever he does 
say unintelligible (Alan Greenspan, passim). Persuading the 
president to balance the fiscal books, at least in the long term, 
would also be a service. 

The dollar’s recent fall, welcome as it may be, could turn 
into a rout if the markets really take fright, and violent cur- 
rency adjustments can do great harm. Unfortunately, over- 
shooting is always a risk when economic imbalances get too 
big. But the fall in the dollar seen to date is welcome. When it 
comes to currencies, the prizes often go to the wimps. m 


Europe’s citizens should be allowed their say on the new constitution 


HEN the idea of writing a 
formal constitution for the 
| European Union was first 
© mooted, its advocates said that 
~ the gu should be easier for its 
citizens to understand. They 
were right. The implicit con- 
stitution lurking beneath the 
Union’s tiers of treaties and practices is impenetrable even to 
experts in the subject—and this mystery arouses suspicion. 
Another reason to write a proper constitution, governments 
acknowledged, was that the Union is widely regarded as 
democratically impaired. Decisions made at the centre are re- 
mote from citizens. Lines of accountability are stretched thin. 
A new constitution would address this directly, aiming both 





to strike a better democratic balance and to make the channels 
of accountability easier to understand. All this would bring 
the Union closer to its people. 

On these grounds, The Economist warmly endorsed the 
idea of drafting a new constitution for the EU. We await June 
20th with the keenest interest: that is when Valéry Giscard 
d’Estaing, representing the constitutional convention, will 
present a final proposal to Europe’s leaders. Of course, 
whether the convention drafts a good constitution or a bad 
one remains to be seen. The signs so far are discouraging, 
though much could change before the debate concludes. 
However, regardless of what the convention proposes, and 
whatever constitutional design member-governments later 
adopt in the inter-governmental conference that will decide 
matters, one thing follows from the reasons for embarking on p» 






> this exercise in the first place. The new constitution should be 
submitted to referendum in each of the member countries. 

It may be that the new constitution will represent a bold 
new move in the direction of “ever closer union”, as espoused 
in one of the EvU’s earlier treaties. Perhaps, as we have urged, 
the constitution will explicitly reject that ideal, providing in- 
stead a stable settlement rooted in the principle of subsidiarity 
(the idea that decisions should be taken as closely as possible 
to the people they affect). Or it may be that the new constitu- 
tion will do neither of those things, and merely condense and 
clarify the existing commitments, obscured as they are at 
present by the way the Union has evolved. As far as the need 
to establish legitimacy for the constitution is concerned, it 
makes no difference. So long as the idea is to say plainly what 
the Union is, what it intends to be, and how it will henceforth 
stand in relation to its citizens, this will be a hugely significant 
document-—one that cries out for popular endorsement. 


Referendums can have their drawbacks, but if any political 
decision lends itself to a vote of this kind it is anew (or newly 
clarified) constitutional settlement. Some governments are al- 
ready committed to holding such a vote. Many others are 
thinking about it. In Britain—where, according to a recent poll, 
84% of citizens would like the new constitution to be put toa 
referendum—the government has brusquely repudiated the 
idea. Given that the government has called 34 referendums 
(mostly about mayors) since 1997, it seems odd to draw the 
line at the biggest constitutional issue to have come before the 
country for decades. 

“Those campaigning for a referendum might as well put 
away their placards and save their money, because we are not 
going to do it,” decreed Peter Hain, Britain’s minister for Eu- 
rope, representative at the convention and noted champion of 
democracy. So much for accountability. Mr Hain must be ob- 
liged to eat his words. Let the people vote. = 





Civil wars 
The poor man’s curse 


Some things the world can do to prevent wars 


IVIL war, says the World 
Bank, is “development in 
| reverse”. The world’s poorest 
countries are disproportion- 
ately likely to be at war. Studies 
suggest that poverty and econ- 
omic stagnation cause conflicts, 
and conflicts, of course, aggra- 
vate poverty, as the people fleeing the devastated Congolese 
town of Bunia this week can testify (see article on page 25). 
Pessimists argue that little can be done. Immature societies, 
riven by tribal passions, are doomed to fight for years to come. 
Most rich countries were once poor and war-ravaged, but they 
eventually grew out of it. You can’t hurry history, so why try? 
Optimists believe that quite a lot can be done. Given the scale 
of misery that civil wars cause, even a small reduction in their 
number would be a colossal blessing. So what might work? 
The most reliable defence against war seems to be econ- 
omic growth. Countries that are getting richer very rarely fall 
apart, so policies that promote growth also promote peace. 
Economists may differ as to what the best policies might be, 
but mostly agree about the worst ones. Hardly anyone favours 
rigged exchange rates, high inflation and unchecked corrup- 
tion, which are common in countries that end up at war. 
Nations with plentiful natural resources face extra risks. Re- 
bellions are often fuelled by people’s anger that their govern- 
ments deny them a fair share of revenues from, say, the oil be- 
neath their ancestral lands. Such grievances are often justified, 
but can be assuaged through greater openness in how petro- 
dollars are spent. It might help if the World Bank, say, devised 
a standardised way of accounting for such revenues. In its ab- 
sence, East Timor and Sao Tomé, two countries where oil has 
recently been found, went for advice to Angola, where the 
government is about as transparent as an oil slick. 
More could be done to starve rebels of funds. Global efforts 
to curb the trade in “conflict diamonds” reduced the prices that 
guerrillas in Angola and Sierra Leone could charge for their 





stones, which may have contributed to the defeat of both 
groups. In January, a new certification process was launched 
to keep conflict diamonds out of reputable shops. If it works, 
something similar could be applied to timber, which fuels re- 
bellions in Liberia and Cambodia. 

Some rebels make a lot of money from kidnapping. Their 
earnings could be squeezed by banning ransom insurance, 
which feeds higher ransom demands. Some rebels occupy 
border zones and profit from smuggling everyday goods that 
are subject to high tariffs. This racket could be eliminated by 
slashing tariffs, which is a good idea anyway. Some rebels 
grow rich from the trade in illegal drugs. Legalising such drugs, 
besides dealing a massive blow to mafias in rich countries, 
would help bring peace to Colombia and Afghanistan. 


Carrot and stick 

Countries that make peace are usually rewarded with foreign 
aid. Unfortunately, this tends to arrive in a sudden wave, be- 
fore the government has the capacity to absorb it. It then de- 
clines, as donors’ expectations are disappointed. A convincing 
new study suggests that aid can do more good if it starts at 
modest levels and gradually increases, giving the wounded 
state time to recover and adjust. 

Rich countries must also pay more attention to the sudden 
economic shocks to which poor countries are vulnerable. Sud- 
den plunges in the price of coffee or cotton pluck fewer heart- 
strings than floods or earthquakes, but can be much more des- 
tabilising, and so make war more likely. Aid should take such 
shocks into account, and western policymakers should try to 
stop aggravating them by, for example, increasing domestic 
farm subsidies when prices fall. 

Finally, rich countries must sometimes be prepared to kill. 
Voters are justifiably wary of distant entanglements, but a 
well-equipped force with a robust mandate can quickly 
smash the less-disciplined rebel groups, as Britain did in Sierra 
Leone. If France, and perhaps even overstretched Britain, were 
to send peacekeepers to Congo, the world should cheer. = 
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Good news only, from now on 


The last foreign correspondent is kicked out of Harare 


AST week’s illegal deporta- 
tion of Andrew Meldrum, 
who reported from Zimbabwe 
for The Economist and the 
Guardian, sends that unfortu- 
nate country spiralling into ever 
grimmer depths. For a start, it 
; demonstrates Robert Mugabe’s 
complete disdain for due process. Zimbabwe joins other tyr- 
annies where power is at the whim of the leader, unchecked 
by the rule of law. And now that the only remaining foreign 
correspondent has been evicted, the job of shedding light on 
what goes on will be left to local reporters, many of whom are 
brave but all of whom are vulnerable to the regime’s brutality. 
Mr Meldrum, who has been reporting Zimbabwean affairs 
in an exceptionally fair-minded way since Mr Mugabe came to 
power in 1980, has permanent resident status which guaran- 
tees him, according to a High Court ruling issued last year, the 
rightto remain in the country. As he was being bundled out on 
May 16th, his lawyer presented the authorities with a new 
High Court order that declared his eviction illegal and de- 
manded that it be stopped. Nevertheless, he was forced on to 
an Air Zimbabwe flight to London. “This is not the action of a 
government confident of its legitimacy,” shouted Mr Mel- 
drum, as he was manhandled by Mr Mugabe’s goons. 
But even the goons now have doubts about their leader, 
some of them whispering to Mr Meldrum that they knew Mr 





Argentina's new president 


Out of Patagonia 


Mugabe must go. His cruel ways, the crushing of the opposi- 
tion, the fraudulence of the elections, may not offend them. 
But he has also reduced a country that once did well for itself 
to penury. Two out of three of Zimbabwe’s 12m people are de- 
pendent on food aid; unemployment is around 70%; and the 
shelves are bare of everything that people need to survive. 

How to hasten his departure or, more improbably, to re- 
form his ways? The bleak truth is that there is not that much 
that can be done outside Africa itself. One minor suggestion: 
the West could extend its targeted sanctions, which freeze the 
assets of, and ban travel by, Mr Mugabe and his cronies, to the 
business associates who bankroll his regime. But since stiffer 
general sanctions would make the lot of ordinary people even 
more wretched than it already is, the West’s most effective 
pressure is probably indirect: pressing Zimbabwe’s neigh- 
bours, above all South Africa, to press Zimbabwe. 

Quiet diplomacy, which is South Africa’s way of dealing 
with its tragic and dangerous neighbour, can be aeuphemism 
for doing damn all. Thabo Mbeki is now understood to be 
leaning less lightly on his fellow-president, even quietly call- 
ing on him to share power. Those who demand more robust 
persuasion—switching off the electricity supply, calling in bad 
debts—point out that there is no evidence of this softly-softly 
approach making an impact. But care is needed: Mr Mugabe’s 
defiance has made him a bit of a hero in some African quar- 
ters—though not in his own country, where Mr Meldrum tells 
us that even his secret policemen are fed up with him. m 


Néstor Kirchner will have to turn his weakness into a strength 


HAT is it about Argen- 
tina’s presidency? On 
May 25th, Néstor Kirchner, the 
| previously obscure Peronist 
governor of a Patagonian prov- 
ince, takes up that ill-starred job 
having won a mere 22% of the 
vote in an election last month. 
He was denied the popular mandate he so badly needs to gov- 
ern a shattered country by the craven decision of his rival, Car- 
los Menem, himself a former president, to avoid overwhelm- 
ing defeat by pulling out of a run-off ballot. Mr Kirchner duly, 
if in an unsatisfactorily hollow way, becomes the fifth man to 
hold the presidency since December 2001, when Fernando de 
la Rua, a hapless Radical, resigned in the face of rioting protes- 
tors. All of this makes 15th-century Florentine politics seem 
rule-bound and orderly. In such unpromising circumstances, 
can Mr Kirchner do better than his predecessors? 
The portents look gloomy. The outgoing president, 
Eduardo Duhalde, a Peronist political boss, began the job of 





rescuing Argentina from its financial collapse of 2001-02. But 
he put off many of the tough decisions needed to turn a cash- 
driven recovery into sustainable growth. And despite Argen- 
tina’s default on $60 billion in bonds in 2001, Mr Duhalde is- 
sued (or announced) $27 billion in new debt, mainly to com- 
pensate banks for his mishandling of the currency’s 
devaluation. Procrastination and the writing of 1ous cannot 
be options for Mr Kirchner. He faces difficult negotiations, not 
just with the bondholders but with the mF. A temporary ac- 
cord which rolled over repayments to the Fund runs out in Au- 
gust; Argentina needs a multi-year agreement in its place. 

Even with a substantial debt write-off, renewing Argen- 
tina’s access to foreign credit will demand fiscal austerity, rais- 
ing the current target for the primary fiscal surplus (ie, before 
interest payments) from 2.5% of GDP to perhaps 4%. And there 
are other nettles Mr Duhalde preferred not to grasp, such as en- 
abling privatised utility firms to increase their tariffs and let- 
ting banks seize the assets of debtors. All of this is doubly hard 
in a country where 59% are now poor. 

What is worse, Mr Kirchner has little political capital to »» 
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spend. He owes his election to Mr Duhalde’s machine. He has 
little sway over the provincial governors, most of whom face 
elections in the next few months, as does half of the Congress. 
Mr Menem '’s cronies in the courts can be relied upon to make 
mischief. Mr Kirchner is in office—but he is not yet in power. It 
is enough to make anyone want to disappear to Patagonia. 

Look harder, though, and you can see some reasons for 
hope. The humiliation of Mr Menem suggests that many vot- 
ers want a new, more honest, politics. Much of the political 
class accepts that austerity is inevitable; Argentina avoided 
hyperinflation last year because Roberto Lavagna, Mr Du- 
halde’s economy minister, persuaded the provinces’ gover- 
nors to cut spending. This mood gives Mr Kirchner an oppor- 
tunity. His first job is to seek the consensus needed to write 
into law a far-reaching reform of provincial finances, pruning 
automatic revenue transfers from the centre. He will be helped 
in this by Mr Lavagna’s decision to stay on. 


Executive pay 


Revolting shareholders 





ers 15 
Is Mr Kirchner up to the job? In his home province, his re- 
cord was mixed. He co-existed harmoniously with private oil 
companies. But he engaged in the bad Argentine political 
habit of packing the province’s courts. His bland personality 
reminds some Argentines of the indecisive Mr de la Rua. In- 
vestors have been wary; they saw him as an economic inter- 
ventionist of the centre-left, and preferred the jaded conserva- 
tism of Mr Menem. But as Lula has so far shown next-door in 
Brazil, ideology can count for less than a commitment to 
responsible economic policies and the rule of law. 

Peronism, that most protean of South American political 
movements, has survived Argentina’s collapse. If it stands for 
anything, it is strong leadership. So it is ironic that it should 
now offer up such a weak figure. But Argentina’s need is for a 
new kind of president, one who tries to build institutions 
rather than promising to fix everything himself. Therein lies 
an opportunity for Mr Kirchner, and for his country. m 


The trouble with the GlaxoSmithKline pay packages was its reward for failure 


HEN the public mood 
ae changes, the realisation 
can take time to sink in. Behav- 
= iour that was once acceptable 
- can overnight come to be seen 
as outrageous. The board of 
_ GlaxoSmithKline, a big phar- 
: im ` maceutical company, found it- 
self this wek: at the sharp end of such a mood change: its 
shareholders voted to reject the company’s remuneration 
committee report, which would have endorsed a two-year no- 
tice period for Jean-Pierre Garnier, its chief executive; paid him 
$35m if he lost his job; and treated him and his wife as three 
years older than they actually are for the purpose of boosting 
their pensions. This is the first year that shareholders in Britain 
have had the right to vote on the compensation committee’s 
report, and the vote is purely advisory, with no binding force. 
But it leaves the company, with which, of course, Mr Garnier 
has a contract, in a sort of legal limbo. More important, it 
leaves boardrooms everywhere in a tizz. Suddenly, the discon- 
tent of institutional investors with large executive pay pack- 
ages and poor corporate performance has found an outlet. 
GSK is in an odd position: the majority of its shareholders 
are in Europe but, as the company defensively pointed out, it 
earns 54% of its pharmaceutical revenues in the United States. 
Mr Garnier is based in Philadelphia: not surprisingly, he ex- 
pects to be paid with American generosity. For all the talk of a 
global market for talent, chief executives in Britain still earn 
considerably less than their counterparts in the United States. 
But American institutional investors have also become much 
more critical of excessively generous compensation packages. 
This year, there have been more shareholder resolutions on 
pay, more widely supported, than ever before (see page 55). 
Company bosses have been slow to understand the new 
mood of outrage among shareholders. Institutional investors 
have for years accepted that bosses paid themselves more or 
less whatever they liked. So it is uncomfortable to face criti- 





cism. But behind the criticism is a strong feeling that many 
chief executives are living according to quite a different set of 
rules from ordinary mortals. Although the value of most large 
companies has shrivelled, the pay of their bosses has contin- 
ued to rise; the value of their pensions has not collapsed; and 
they have struck lavish deals to cushion their fall if they leave. 


Pay, yes, but only for performance 

Some of the aspects of Mr Garnier’s package that most irri- 
tated the shareholders were ones that appeared to reward, not 
superior performance, but simply being there. Lots of bosses 
have such components in their pay. Sometimes, they take the 
form of “golden hellos”: large sums simply for turning up to 
work. Sometimes, such packages are really tax-efficient ways 
of making other payments, such as buying a company from its 
owner by paying him partly in lifelong free medical treatment. 
Itis hardly surprising that such deals are protected in the event 
of dismissal. However, to improve openness and to avoid ap- 
pearing to reward failure, companies should be prepared to 
pay the price of a little less tax efficiency. 

Of course, companies may strike bargains with bosses they 
want to unload in order to persuade them to go quickly and 
without a court case. They sometimes strike such deals with 
other members of staff. But a generous advance promise to re- 
ward failure is no way to encourage success. Like the “guaran- 
teed bonus”, that boardroom contradiction, and the lifetime 
free dental treatment, it offers chief executives a one-way bet. 

If the Gsk vote makes companies cautious about such 
deals, that is welcome. The market for chief executives is de- 
plorably imperfect. There is no rate for the job; positions are of- 
ten discreetly trawled rather than openly advertised; and 
boardroom search committees rarely ask, “Could we get 
someone equally good even if we paid a bit less?” If the board 
now has to defend its compensation decisions publicly, it may 
be easier to say no. “We'd love to give you a golden parachute, 
old chap, but the shareholders would make a fuss.” More fuss, 
please, from shareholders. It’s their company, after all. m 


Letters 


Something in reserve 


SIR ~ Your argument that tax 
relief should be extended to 
all savings is dangerous 
(“How’s your pension do- 
ing?”, May 10th). In economic 
conditions such as those af- 
flicting much of the industri- 
alised world at present, taxes 
on savings should rise to en- 
courage consumer spending 
and so stimulate demand. 
Governments are stripped of 
an important tool of fiscal pol- 
icy by blanket tax cuts on sav- 
ings. This option is even more 
vital in states with a superna- 
tional currency or a currency 
controlled by another coun- 
try’s central bank. 

DANIEL ROTHSCHILD 

Manchester 


SIR - Good as your idea is to 
put the onus on the individual 
for providing for retirement, 
how would you persuade the 
millions who will most need — 
it to save and learn how to in- 
vest while avoiding bad ad- 
vice or fraud? 

HERBERT EICHNER 

Marbella, Spain 


Long in office 


SIR ~ As David Oddsson be- 
gins his fourth four-year term 
as Iceland’s prime minister he 
may indeed serve 16 years, as 
did Germany’s chancellor, 
Helmut Kohl (“Cod’s own 
country”, May 17th). But your 
claim that he will thus be- _ 
come western Europe’s lon- 
gest-serving head of govern- 
ment since 1945 is unfounded. 
Sweden’s prime minister, Tage 
Erlander, ruled that social 
democratic Eldorado between 
1946 and 1969. 

ASGEIR SVERRISSON 

Reykjavik 


Lacking consensus 


SIR ~ Your article on the fail- 
ure of the “Washington con- 


sensus” in Latin America, like. 


the consensus itself, misses a 


vital point: economic transfor- 
mation is not purely an econ- . 


omic matter, it is also socio- 
logical “Wanted: anew | 


regional agenda for economic — 


growth”, April 26th). 

The technocrats who ad- 
minister economic reform 
have failed repeatedly to ad- 
dress the social changes 
needed to implement econ- 
omic changes. Corruption, for 
example, is a sociological phe- 
nomenon reflecting a lack of 
respect for the law and institu- 
tions. Until the mr and World 
Bank begin to recognise that 
“hearts and minds” cam- | 
paigns must be waged and © 
won in transformational econ- 
omic and social “wars” these 
organisations will fail. 

JULIAN SWEARENGIN 
Boston 


sir ~ What has been discov- 
ered in Mexico is that econ- 
omic liberalisation and demo- 
cratisation are necessary but 
not sufficient conditions for 
development. As you Say, 
“second generation” reforms, 
institution building and judi- 
cial reform are lacking. But 
these elements should be sub- 
sumed under the broader con- 
cept of the rule of law. 
Implementation of the rule 
of law implies a realignment 
of the relationship between 
government and governed, _ 
and a reiteration of the rules 
of the game (laws and rights) 
and their implementation (the 
judiciary, law enforcement, 
citizens’ attitudes). In much of 
Latin America the rule of law 
does not exist at the most ba- 
sic level of property rights. 
Change is easy to propose but 


hard to do, which may be one ` 


of the reasons for a reluctance 


_ to face it head on, in the litera- 


ture and in practice. 
TIMOTHY HEYMAN 
Mexico City 


Testing times for the euro 


SIR ~ You suggest three new 
tests to be met before Britain's 
entry into the euro (“Britain 
and the euro”, May 3rd). How- 
ever, three other tests are es- 
sential for a currency union to 
work successfully. There must 
be a common culture and larn- 
guage to facilitate free move- 
ments of labour across 


_. borders; flexible wages to ac- 


commodate variations of la- 


bour supply; and a federal 


fiscal system to offset regional 
inequalities of growth. 
America’s has these. For 
Europe to come even close to 
meeting these tests would re- 
quire political union. This is 
unpopular and not in our in- 
terests, as the past few months 
have shown. And no one can 
ignore the damage the euro 
has done already. 
THEODORE ROOS 
London 


America’s right 


sir - Before they became neo- 
conservatives, America’s neo- 
cons were anti-communist 
left-wing intellectuals (“The 
shadow men”, April 26th). 
When the American left radi- 
calised in the 1960s, it alien- 
ated the anti-communists in 
academia. These academics 
were the Democratic Party’s 
main source of intellectual rig- 
our. After their departure, they 
were replaced by thoughtless 
utopians and special-interest 
groups. To this day the anti- 
communist left is virtually ex- 
tinct in America. 

The transformation of the 
anti-communist left to neo- 
conservativism is thus at the 
root of the Democratic Party’s 
30-year inability to gain sup- 
port among America’s work- 
ing class, which remains 
fervently anti-communist and 
anti-socialist. Many of the sec- 
ond generation of neo-cons 
have followed a similar path; 
they began as liberals but 
came to reject the left’s belief 
that moral good canbe _ 
achieved only through social- 
istic policy. Many young liber- 
als undergo transformation as 
students, when they see what 
the left has done to America’s 
traditions of liberal learning. 
Many neo-cons are former lib- 
erals who have been “mugged 
by reality”. 

JONATHAN YAEGER 
Cincinnati 


SIR ~ You state that neo-cons 
think of America in terms of a 
“unipolar world”. While this 
may be true in military terms, 


itis not the case for world pol- 


itics nor the global economy. 
For one thing, many of Amer- 
ica’s political challenges 
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around the world require the 
assistance of other countries. 
More importantly, America 
can ill afford to go it alone eco- 
nomically. For all of the neo- 
con’s unipolar bluster, Amer- 
ica will have to seek multi- 
lateral solutions to many of 
the political and economic 
challenges facing it worldwide 
to maintain peace abroad and 
prosperity at home. 
PRESCOTT WURLITZER 
Fox Point, Wisconsin 


Inappropriate behaviourists 


SIR ~ The behaviourist para- 
digm in economics, while im- 
portant, must be applied with 
caution (Economics focus, 
May 10th). Much of the work 
done by behaviourists such as 
Daniel Kahneman and Amos 
Tversky emphasises the dis- 
tinction between normative 
and positive behaviour (ie, 
how people should make de- 
cisions versus how they actu- 
ally do so). While it is useful 
for students to understand 
how and why individuals 
miscalculate risk and ignore 
opportunity cost, teachers of 
economics would be remiss if 


_ they failed to emphasise the 


ideas from neoclassical eco- 
nomics that lead to rational 
decision making. 

DEREK DELIA 

New Brunswick, New Jersey 


SIR ~ You say that Harvard 
University is thinking about 
offering an “alternative” intro- 
ductory course in economics 
that is taught by aman who 
earned his tenured chair by 
“attempting to square a Marx- 
ian approach with Keynesian 


demand theory.” Is the Har- 


vard physics department also 
thinking about offering an al- 
ternative introductory course 
taught by a man who earned 
his tenured chair by attempt- 
ing to square the behaviour of 
phlogiston with the ether? 
JAMES DEGAN 

New York =~ 








PURCHASING AND SUPPLY MANAGEMENT CONSULTANTS 
SUPPLY CHAIN MANAGEMENT CONSULTANTS 


EUROPE 
As a leading giobal management consulting firm, planning and IT issues. You should also have a first-class 
McKinsey & Company helps clients achieve substantial university degree and 3 years’ experience with a leading 
and lasting improvements in their performance. Since purchasing or supply chain management organization. 


effective purchasing and supply chain strategies are 
fundamental to the success of all businesses, our 
consultants add real value to this function in every industry 
in which our clients compete. z eas eT aaeei aadi 

Si Ga I a E RELA CE tts o apply, please write with your including full academic 
Asa oes ber of al Has European Operation s Strategy ay record and details of present remuneration) to Anja Stein, 
& Effectiveness Practice and with the combined capabilities o Were eae ee ae eee 

aT GRR SOL a TA nae RE EP Recruiting Coordinator, McKinsey & Company, Operations 
of all our 83 offices across 45 countries, you will create | ae j ae 
i RR ret ir en aN A as Strategy & Effectiveness Practice, 79 avenue des 
innovative sourcing strategies for major multi-national ae Pega ce eee: 

a an : s Champs-Elysees, 75008 Paris, France or email: - 
organizations. | . | 
| l pa-oe_purchasing@mckinsey.com 

Such a challenge requires exceptional credentials. An 
in-depth knowledge of purchasing and industry experience 
in leading functions through strategic transformation are 
essential. For the supply chain management position you will 
require in-depth expertise in state-of-the-art physical logistics, www.meckinsey.com 


If you can contribute to our clients’ success, we can offer 
you the opportunity to make a significant difference in your 
own career. ig * 


For more information about this Practice please visit 
www. operations. mckinsey.com 






McKinsey&Company 
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The New Partnership for Africa’s Development (NEPAD), as a: programme “of. the: Airicati Union (AU), | cted to actively k 
strengthen and suppor the Member States of the African Union pol cally, economic ally and socially. ar : 





| On the request of the South African Presidency, the Development Bank of Southern Africa [DBSAI, hi is 
the DBSA headquarters in Midrand, aa Africa, and: is rendering lat’ miagagemeni and logis € 
Sec reta riat | a 





AE negotiation ‘and. presentation. skills. Proficient with MS Offic ice: rite of applications 
co CMS Word, MS-Excel, MS PowerPoint, MS Outlook etch. eae Sais oe 
“ee extensive networking experience on the African continent 


Principal Duties are 


¢ compilation of a list of nominated persons for the APRM and other cognate duties 
e arrangement of meetings with the potential Members of the APR Panel 
+ assistance in visiting the potential Members of the APR Panel 


Core proficiencies are required in the areas of 


international relations 

development issues in Africa and in general 

knowledge management and application to the NEPAD Programme of Action and especially the APRM 
leadership and management skills combined with an analytical mind and orientation towards problem-solving 
communication and interpersonal skills 

interaction with high-level stakeholders | 

diplomatic skills 7 


**0e* #@ @ @ @ v 


The incumbent will report to the Project Director of the African Peer Review Mechanism {APRM) at the NEPAD Secretariat in 
Midrand, Johannesburg, South Africa. | | | 
The multi-tasked position requires a confident individual who pays attention to sdei and is deiren eee: ote should be 


aware of the demanding nature of this challenging position. We are looking for highly motivated and committed self-starters, who 
are prepared to put their abilities as lateral thinker and creative leader in the service of the New Partnership for Africa’s Development. 





Further information can be accessed on the DBSA website http://www.dbsa.org 


To forward your application and CV for one of specific position or to obtain additional information, please contact: 
” Ms. June Quin, DBSA PO Box 1234, Midrand, South Africa or e-mail to recruitment@dbsa-org. 
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Executive Focus 


~ Competitive Pee HS 


compensation packages CLP Holdings 


Senior Environmental Positions 


OEE An A T Annina Anean NANANA A EAEAN NAERA inane AABLA VAA UES TENE AEE SATEET A ETATER TAE AEEA NETANA AAEE TENETE eNote Ee TETANY EAN ANNES YSEA ATA E NAATO A PIA e aM 


CLP is a leading Gronda. in the Asia-Pacific electricity power sector. We invest nn some 12, 700 megawatts 
of generating capacity across the region. In pursuit of our goals, our core values include care for the environment. 
Specifically this means that we responsibly manage the impact of our business on the environment, are committed 

to the principles of sustainable development and take pride in being a leader in environmental management. 
As part of our commitment to sustainable development and environmental stewardship, we now wish to hire 
two senior level Environmental Specialists to drive forward our strategy and initiatives in these areas. 


THE ROLES THE QUALIFICATIONS 
@ Both positions offer the opportunity to directly influence E for both positions we are open to receiving applications from 
direction and strategy at the mast senior levels in the candidates with a wide range of relevant experience. However, 
business. a clearly demonstrated commitment and enthusiasm for 
environmental stewardship and sustainable developrnent are 
Ensure that the Company meets current environmental essential requirements. 
r 1 d 4 i E d § z i eee GI . x 
pe formance oe a OPa emerging ol Ability to drive strategy and develop and implement 
environmental and social issues and develops appropriate Bee | pe aoe er . 
aS environmental programmes and projects within a business 
strategy options in response to these. a ss he eae oe 
environment. Energy sector experience an advantage. 
One position will focus on our operations in Hong Kong and Well developed influencing and communication skills. Previous 
the other on operations in the Chinese Mainland and elsewhere experience in Asia, willingness to travel and Chinese languag 
in the Asia-Pacific Region. skills an advantage. yo 


Tel: 00852 2523 8373. Fax: 00852 2810 5246 iis reyes Please reply with full details to: 
Email: Selectorhon @SpencerStuart.com pn Pn Selector Pacific, Ref. 63097, 
To find out more about this opportunity, | BA VOTER OI Gl <3 a Ve Be 8 a . Spencer Stuart & Associates, 4013-19 Jardine House, 
and us, visit www.spencerstuart.com | ey oe Se ie 1 Connaught Place, Central, Hong Kong 


“Medicines and Healthcare products 
Regulatory oe 


Chief xecutive 


£ Six Figure Package 


The MHRA is the r new j Executive Agency of the Department of Health protecting and promoting public health and patient 

safety by ensuring that medicines, healthcare products and medical equipment meet appropriate standards of safety, quality, 

-performance and effectiveness and are used safely. Reporting to the Chairman and the Board, the role calls for uta = 
general management skills, leadership of business and of people. The budget is £50m and there are 700 staff. 


The Role: The Candidate: 


e Direct the strategy for the future development of the Agency. e A successful general manager of services delivered by 
E SN EAE professional staff. Ps l 3 

* Lead the Agency in Europe and internationally. — . Commercially astute with strategic vision, committed to 

improvement of healthcare. 

An authoritative communicator with presence and stature. 

Experience of public health or pharma or devices regulation 


¢ Deliver agreed business targets within budget. would be an advantage. 


The Department aims to be a modern and equitable employer and recognises and encourages the potential of a diverse laa 


i Please reply in confidence by 6th June 2003, with full career and ott is 
DH ) Department current salary details, quoting reference KY/5367E AS: 


of Health W: i INVESTOR IN PEOPLE 


emar a NEE SE com $ Odgers Ray. & Berndtson, 11 Hanover Square, 
-a D EEEE London w1s We Tel: 020 7529 nn 


e Establish the new Agency with its customers and 
stakeholders. 





The Economist May 24th 2003 











EKAA LAMADIN ca ADAAN E NN Naaa aN NO aana men a Gn a NARNIA NA yalana EL Cink Asean ia ma EA IRE BrP RoR RIC GAN rr ES Hi i ROG AIM: SORE Une RAN RI ROD Aa OOO AN AE EN EE ONAL ITN ENTS ELAN AAAA ALLOA L SH 


Queen's University Belfast is a world-class institution which hasa long history of excellence in teaching 
and research and in contributing to the educational, social, economic and cultural development of 


Northern ireland. 





E the: University we toa shin int a person of the highest 
‘calibre to succeed Professor Sir George Bain who retires on 


31 July 2004. The President and Vice-Chancellor is the 
chief executive and chief academic officer of the University 
as well as being its principal ambassador. 


The person appointed will have a record of academic 
achievement, and must demonstrate clear strategic 
vision and exceptional and proven leadership qualities. 
The person will also need fo demonstrate substantial 
experience, at a senior level, in the successful 
management of change and resources in a large 


complex organisation. 


An understanding of the principles and organisation of 
higher education and the challenges it faces will be 
vital. An empathy with the ethos and mission of the 
University, including its commitment to students and the 


community, will also be essential. 


Above all, the chosen candidate must have the 
leadership qualities, determination and drive to build on 
the University’s substantial reputation and achievements 


o Appontment of President 


in teachi ng and eee and to enhance further it 
international standing, = 


The University has engaged Saxton Barnpfylde Hever ple. 
to assist, through a search procedure; in attracting the 
widest poo! of applications. This process is wholly 


separate from the selection process and does not, in any > 


way, indicate preferential treatment. 


Further information, includi ing details of the application oe 


procedure, may be obtained from: 

The Registrar's Office 

Tel: 0044 28 9027 2502. 

Fax: 0044 28 9027 2510 

E-mail: al. johnston@qub.ac.uk 

The chosing date for receipt of completed applications is 
31 October 2003. 


The University is strongly committed to equality of 
opportunity and to selection on merit. Currently women 
are under-represented in senior positions and, 
accordingly, applications from women would be 
particularly welcome. 


Central London 


We are looking for an experienced economist to join the. 


senior management team at The Competition 


Commission, and work with the Chief Economist to deliver 


the changes stimulated by the 2001 Competition White 
Paper. The team of economists has the core role of 
providing economic advice and analysis to members of the 
Commission on the operation of markets and the 
competition within them. The Director will be responsible 
for managing the work of five to ten economists, working 


-largely on inquiries. © 


Candidates will be required to offer a strong track record as 
a professional or academic economist, with considerable 

experience of micreeconomics and industrial economics, 
and preferabl y a. good knowledge of competition 





a. economics. ‘The personal 


Further information including details on how to apply can be obtained from the Competition Commission's recruitment 


consultants, kme international, at www.kmeinternational.co.uk. Alternatively contact David Binney by e-mail at 


d.binney@kmecinternational.co.uk, or by post at 7 Old Park Lane, London WIK 1QOR. 


UK Competition Commission > 
Director — Economic Analysis 


b eens University 
Belfast 


international 


£65,000 to £70,000 


ability to supervise a team of professional economists and 
to influence senior decision-makers, many of whom are 
not economists. 


This will be a permanent post, although applications are 
welcomed from academics who are interested in a 
secondment. The remuneration package also includes a 
generous leave allowance and a first class pension 
scheme. 


The Competition Commission is committed to the principle 


of public appointments based on merit with independent 
assessment, openness and transparency of process, It is 


committed. to equal opportunities and would especially 
welcome applications from women, members of ethnic 
minorities and people with SANNES: way appropriate : 
cies ode and Sorina. : 


reference 564. The closing date for full applications is Friday 20th June 2003 
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The New Partnership for Africa’s Development (NEPAD), as a programme of the African Union (AU), is a 
actively strengthen and support the Member States of the African Union politically, economically and socially. | 


On the request of the South African Presidency, the Development Bank of Southern Africa [DBSA], houses thet 
Secretariat in the DBSA headquarters in Midrand, South Africa, and is rendering corporate management and logistic 
services to the NEPAD Secretariat. 


The inaugural summit of the AU in July 2002 endorsed the NEPAD Initial Action Plan and encouraged Member States 
to adopt the Declaration on Democracy, Political, Economic and Corporate Governance. and. accede: to the African Pee 
Review Mechanism {APRM). The Memorandum of Understanding on: th : fr J 

Member States at the 6th Summit of NEPAD Heads of State and Government Imp 
2003 in Abuja, Nigeria. Subsequently, two other countries also signed the Memorar and ot ave indici 
interest in signing. The mandate of the APRM is to encourage participating states. in their endeave ur to- adhere to agreed 
economic and corporate governance values, codes and standards. oe 

























in order to drive this process the NEPAD Secretariat is targeting the areas of 
e Corporate Governance (CG) 

* Economic Governance and Management (EGM) 

* Soacio- Economic Development (SED) 


The DBSA has been requested to recruit three highly qualified facilitators to support the Project Director of the APRM at the 
NEPAD Secretariat. All 3 facilitators are expected to 

e hold a recognized degree in economics or related fields; the CG facilitator could also hold a degree in accounting 

* excel in the English and French languages and have proficiency in other official languages of the African Union 

(Portuguese, Arabic) 

* possess extensive experience in Development Economics, Economic Analysis, International Affairs, Governance Issues, 

United Nations structures/systems 

* have the proven ability to work independently on a wide portfolio of issues, and 

+ formulate, deliver and present documents, policy and position papers of highest standard and quality 








Their principal Duties are 
consistency with the overall duties and mission of the objectives of the APRM 
* preparation of working documents including briefs, operative guidelines, criteria, indicators, benchmarks and targets, 
position papers, progress reports, etc as required 
e research on and analysis of matters and policies relevant for the area of expertise 
e monitoring and evaluation of APRM activities 


Extensive knowledge i in their respective area of expertise is expected of the individual facilitators: 


= Soporte Governance Objectives (CG) 
Create an enabling environment and effective regulatory framework for economic activities 
* Ensure good corporative citizenship with regard to human rights, social responsibility and environmental sustainability 
e Develop process to ascertain fair and just corporative conduct towards all stakeholders (shareholders, employees, i 
communities, suppliers and customers) 
¢ Transparent and accountable corporations and directors 


E Economic Governance and Management Objectives (EGM) 
* Promote macroeconomic policies that support sustainable development 
* Implement transparent, predictable and credible government economic policies 
e Promote sound public finance management 
* Fight corruption and money laundering 
e Accelerate regional integration by participating the harmonization of monetary, trade and investment ai amongst 
the participating states | 


u Socio-Economic Development Objectives (SED) 
-e Promote self-reliance in development and capacity building for sustainable development 
e Accelerate socio-economic development to achieve sustainable development and poverty eradication. 
e Enforce and strengthen policies, delivery mechanisms and outputs in key social development areas (incl. education for 
call, combating HIV/AIDS, etc) 
e Ensure affordable access. to water, energy, finance, markets and ICT to all citizens 
e Drive the progress towards gender equity focusing on the education for girls 
e Ene aage Groat a Hased: participation in development by all stakeholders on all levels 









The iacurabents. will apot to the Project Director of the African Peer Review idee APRM at pen NEPAD D Secretariat i inm 
Midrand, Johannesburg, South Africa. 


Applicants for the position have to be aware of the demanding nature of these deaa positions: We are looking k for highly 
motivated and committed self-starters, which are prepared to put their abilities as lateral thinkers and creative leaders in the service — 
of the New Partnership for Africa’s Development. ? 


Further information can be accessed on the DBSA website http://www.dbsa.org 


To forward your application and CV for one of specific pasition or to obtain additional information, please contact: 
Ms. June Quin, DBSA PO Box 1234, Midrand, South Africa or e-mail to recruitment@dbsa.org. 


Closing Date: 8th of June 2003 


Application received after the closing date will not be considered. Candidates would be notified onl y if they are short-listed. 
NEPAD is an equal opportunity employer and looks forward to offer these positions to African citizens. 











- The New Zealand 
Commerce Commission 


i Chair 


The Commerce Commission is an independent quasi-judicial 


Crown entity responsible for promoting and protecting competition 
and fair trade in New Zealand markets. The breadth and scope of the 
Commission's statutory enforcement, adjudication and regulatory 
control activities continue to increase. The Commission, led by the 


Chair, comprises a board of Commissioners, the majority of whom 


are part-time, a General Manager and over 100 employees. 


The Chair, based in Wellington, is a full-time position and 
responsibilities will include: 

© Guiding the Commission through its statutory decision-making 
processes,ensuring compliance with the Commerce, Dairy 
Industry Restructuring, Electricity Industry Reform, Fair Trading 
and Telecommunications Acts; 

@ Leading the Commission to deliver rigorous analysis, timely 
determinations and practical recommendations; 

@ Setting strategic direction through a period of significant 
expansion and developing policy consistent with the statutory 
framework; 

@ Working closely with, but independently from, the Minister of 
Commerce, Parliament and the wider public sector; and 

© Being the principal public face and spokesperson for the 
Commission. 


The Commission is seeking an individual of the highest calibre 
and integrity for this pivotal position. Ideal candidates will have: 


@ Exceptional leadership skills with sound judgement and 
experience of working within statutory guidelines; 

@ The ability to communicate effectively to the business world and 
wider public on important and often contentious competition, 
consumer and regulatory issues; 

@ Outstanding intellectual skills, preferably with knowledge of 
regulatory economics and/or law: 

@ Aclear understanding of the public sector and of relationships 
between Government and Crown entities; 

@ A breadth of experience across the commercial sector; and 

@ Abundant energy and composure under pressure. 


For further information please view the Commission 
website at www.comcom. govt.nz or contact Lilias Bell on 
+64 4 499 5051 or by email: lilias@bmb.co.nz 

Applications can be posted to Bell McCaw Bampfylde Ltd, 
PO Box 468, Wellington, New Zealand, or sent electronically 
to comcomabmb.co.nz 


Applications close Monday 16 June 2003. 
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_ Basic Education Program: (SBEP}, based in N airobi, working in South 











BELL McCaw BAMPFYLDE - CY and cover letter in English are to be submitied to eupillar-recruitment@cumik.o 

{4 p Ë applications i is June 13, 2003. Applicants mast be nationals of a EU member state or CARDS 

eH MPH A 

oop eligible, Only candidates selected. for interview will be contacted: The UNMIK EU Pillar is an 
equal opporninity employer and encourages application from female candidates. 


. Detailed job descriptions and election criteria for all vacancies are found at www.euinkosove.org i 
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CARE International is scence: a , Chief of Party (COP), for its Sudan 


Sudan. The SBEP will increase equitable access to quality education 
in Southern Sudan by focusing on: improving teacher education 


| programs, increasing the capacity of primary and secondary schools 


to deliver quality education especially for girls, and improving non- 
formal education for out-of-school youth and adult learners. The 
COP provides overall leadership and direction to the Sudan Basic 
Education Program (SBEP) and is responsible for ensuring the 
program reaches its goals and objectives. The COP coordinates a 

consortium of international NGO's (CARE, as lead, University of 
Massachusetts, American Institute of Research, and SAVE USA) and 


|- up to: 20 other local and international NGO's: The COP reports to the 


Assistant Country Director for Program for Southern Sudan and 
supervises the Deputy Chief of Party. The SBEP is a complex program 
operating in an extremely difficult operating environment, requiring 
strong coordination among major stakeholders and players from both 
within and outside the project. Requirements include a Masters 
Degree in Education, Social Science, or equivalent, with at least 7-10 
years experience in project management, 5 years experience working 
in emergency and/or in a post conflict context preterably in East 
Africa, experience with USAID reporting, budgeting, procurement, 
and project management procedures, proficiency using Microsoft 
office, and excellent written and verbal communication skills in 
English. Closing date for applications: June 10, 2003. 


Please go to the CARE USA website to apply for this position. 
www.care.org (USA) - careers ~ view positions and apply - get me 
started . 
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Kosovo Trust Agency 


EUROPE AS TRON 


` The Européait Union Pillar (EU Pillar) of the United Nations Mission in Kosovo is the primary 
‘agent for economic change and restructuring in the Province, Wahin the EU Pillar, the Kosovo 


Trust Agency (KTA} takes action to preserve or enhance the value, viability, and corporate 
governance of Socially and Publicly Owned enterprises. The Socially Owned Enterprises Division 
of the KTA administers and takes the lead in the privatisation of the approximately 400 Socially 


} Owned Enterprises { SOEs) of a commercial and industrial nature on the territory of Kosovo. With 
| the aim to foster sustainable development based on commercial principles the Publicly Owned 


Enterprises Division administers and oversees over 50 enterprises ranging from public utility 
providers to transport. and telecommunications. 


In this context the KTA is seeking senior prehesstanaks with the following profiles: 


Division Manager Post and Telecommunications 
Division Manager Energy 
Public Information Officer 
Head of Internal Audit 
Internal Auditor 
Commercial Lawyer 
The selection criteria and background for the positions are: 


Relevant advanced academic qualification in the respective professional area 
elf-starters motivated to excellence and wanting to contribute to the task of fostering peace 
and economie development 
Excellent speaking and writing abilmy in English. Experience of working in Central and 
_ Eastern Europe or in the Balkans is an added advantage 
Prior international experience, enabling candidates to provide the TA frameworks 
and transitiönai modalities in the respective job areas ©0000 
» Strong managerial and communication skills, Energetic, culturally sensitive and politically 
astute team player. Proven ability to ss scat aaa and effectively with minimum 
support facilities a ee ee rA 


An Serres competitive bompenn TN inclusive of local living conditions 
allowance, is offered for all posts. 
g. Closing date 


So OBNOVA) countries. Nationals of candidate countries for accession to EU are also 
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CHIEF (D1), POPULATION AND 
DEVELOPMENT BRANCH, TECHNICAL 
SUPPORT DIVISION, UNFPA/NEW YORK 


is ae heading UN agency in the field of reproductive health, 

mand development. The Population and Development 

ads in policy dialogues and provides technical support for 

PA programmes in population and development. It also provides 

xpertise on data/information systems for monitoring progress of 

UNFPA programmes and goals of the International Conference on 

Population and Development (ICPD), on conceptual and operational 

tink ages among population and poverty, and on -demography and 
-population dynamics. 
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SENIOR CONSULTANTS 
SENIOR ADVISORS 


hum an 
dynamics 


consulting & research 


human dynamics is a leading Austrian provider of premium consulting 
services in public & private sectors, for the IBRD, the EC throughout. 
Central & South Eastern Europe, the CiS, the Middle East and South Asia. 


For our growing business we are seeking consultants with in- ~depth? 2 
knowledge in the areas listed below for | long term, short term and retained 
consultancy assignments. . 


public finance: expenditure/cash/debt & treasury management, | 
pension & social systems, tax administration, MTEF & forecasting 
border police & customs: capacity building, training, enforcement 
energy sector: policy, institution buiding, legislation 

public administration: trade/competition policy, state aid, financial 
sector reform, public procurement, judiciary, HR management 

labour & employment: policies, capacity building, legislation 

Roma capacity building: community development, training 


e More information and the Terms of Reference for the vacancy can 
tbe found on our website at 
http://www. unfpa.org/about/employment/index.htm. 
Applicants must possess an advanced university degree - preferably a 
| doctorate - in population and development- with multi-disciplinary 
4. technical expertise in economics/ population studies/social sciences. 
| Minimum of [5 years’ international experience with specific 
-expertise in macro-economics, policy dialogue work highly desirable. 
Successful candidates must have the ability to lead and manage a 


experienced in-house project manager for IFi contracts in CEE/NIS 
| culturally diverse team | 


Requirements include: Academic qualifications related to the above; à 
minimum of 8 -~ 10 years work experience including top level civil service, pol litics, 3 
private sector lobbying or journalism; excellent English and verbal & written: 
communication skills; other local languages desirable; resourcefulness, cient. 
orientation, strong conceptual, analytical & reporting skills, ‘outstanding track. 
record of successfully completed assignments. 


-UNFPA offers an attractive compensation package commensurate with 

se send application marked VA/FPA/034/03 to: Team 

Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 

017; Fax: (212) 297-4908 or to team! @unfpa.org. Application 

eo de: dline: 9 June 2003 UNFPA will only be able to respond to 
| those applicants in whom it has a further interest. Women and 


nationals from developing countries are encouraged to apply. A Benefits: we offer competitive remuneration aia according to 


qualifications and experience plus premiums for outstanding performance. 


à Contact: You are invited to send your CV m electronic form, indicating and 
ranking specific area(s) of documented expertise, preferences far long-term or 
short-term assignments and remuneration history to: 

human dynamics, int'l Recruitment, Heumarkt 27, A-1030 Vienna Austria 
e-mail: recruitment@humandynamics.org website: humandynamics.org 





The position will be located in the Macroeconomics and Finance Research Division (ERMF) of ADB, ERMF's mission is to paid in US dollars. Salaries and benefits are generally free of ooo) 
-support the Asian Development Bank's {ADB's} overarching objective of poverty reduction by augmenting the knowledge base. Of tax except for citizens of some countries, primarily the pooo g 
_ Hs medium-term research program deals with 3 main areas: macroeconomic analysis and modeling: long-term determinants USA and the Philippines, whose. incomes are taxed by 
of growth; and capital flows to the Asia and Pacific region. _ their respective governments. While the pom 
‘ADB is particularly interested in attracting people with an interest in making a constructive contribution to poverty | advertised is for ADB Headquarters in Manila, - 
eduction and the continued economic development of countries in Asia and the Pacific region. A number of macroeconomist Philippines, ADB staff must be prepared to serve in any 
“vacancies are expected in the coming months. | location outside the Headquarters at the discretion. of 















_ Management. Applicants must be nationals of one of = 
_ Reporting Arrangements | Selection Criteria _ ADB's member countries. International experience will be 
“<The position reports to the Assistant Chief Economist, @ Suitability to undertake the responsibilities mentioned at taken into consideration. : 
Macroeconomics and Finance Research Division (ERMF}, | the required level; . | | Apply electronically, quoting Ref, No. ScLpse3-t0a7)- 
Economics and Research Department. se tedden cagas a cage ve proeired). BPHR-PP and job title on subject line. and attaching 
, are than seven {7} years of relevant experience; i 
D anti f Re ibili > | WE Advanced skills in macroeconomic research, particularly | application form available on httpy palor 
escription of Kesponsibilities fe cai ceees altetive orale _ Employment/appform.asp to e-rhai address: PP 
The Macroeconomist is expected to: l | @ Strong interest in the economies of the Asia-Pacific | oaao O 0y TAa UNN 
@ undertake research on finance, trade, economic i region; ar adi 
growth, productivity, or fiscal affairs; — | @ Strong interpersonal skills and ability to work in a ; EN E E 
conduct economic analysis and forecasting for | multicultural environment; | Asian Development 
countries im the Asia-Pacific region; | ™@ Willingness to travel; and ! sap ae sah a ee 
contribute to ERMF's annual publication Asian | @ Excellent command of written and spoken English. Fax: jea dat a a clin 


Development Outlook and its Update: 

monitor economic developments in ADB's developing — 
member countries; and 

oversee and participate in technical assistance 
projects. 


i 
Established in 1966 and headquartered in Manila, Philippines, Winsk aro actively encouraged to apply. Applications 
ADB's multicultural staff come from about 50 member a lacking the job reference number and job title or using the 
countries. ADB offers an internationally competitive salary wrong e-mail address will not be considared. 








Th Economist May 24th 2003 


he 


CHARTERED FINANCIAL ANALYST 


iN i 
tit | © THE GLOBAL PROFESSIONAL INVESTMENT CREDENTIS® 
. f ‘ 


t 


INE 
IF ALL INVESTMENT 


fee SS Z 


. oe , A 7 
Ii ght cab peer ri, we PTT, ELS Ty wed of bas ei Dearing BIBOY 


ube PEs TERTE aor Bik Rigo eens ita. te: sri ames OE 


= s" rd 
hiaher ardendo pendi rA ROTO protesters onerne ae i hie | prestigi yess Charters 


Pitiatichal Ane nysa? cores trill perve Din “it ie Ate) BERNIE Gig iaie” ci RRN ihe ripere CEA? ure’ U 
and emapa foni And ora y year thoy fhe thrin” BE: eit cor Huima wore bobo Thies AIR OC cede: 
TP Enb e bo coo vas ibog hy. c org ete inp heme ride jis barner amd pu inrece or inborn pes fired. Cah a aall 
Teoh hi beag GW arr Poh ote de prohi Heo cake AR “It y aaa a de na epal, Pinse i ey d ah. 


For more information. please visit wasc.aimrorg or call us al -44 20 7772 1779 Ub or 852 capa 2700 Hong konm. 


AN ASSET TO ANY PORTFOLIO. 








The global menace of local strife 


BUNIA, CONGO 


Almost all wars are now civil wars. Many of the causes are economic 


N A confetti of medicines, pens and sec- 

ond-hand shirts, armed looters rage 
through Bunia’s main market-place. Star- 
tled, the local dogs stop feeding on the rot- 
ting human corpses scattered among the 
empty fruit and vegetable stalls. The mob, 
which is also looking for food, finds none, 
and moves on. The pack resumes feeding 
in quick, delicate bites. 

Once a prosperous gold town, ringed 
by fertile green hills, Bunia, in eastern 
Congo, was ransacked and deserted last 
week. Where one gold-trader had his shop, 
only a gold-paint picture of a pair of scales 
remains. Every other stall has been gutted, 
too; boy warriors with AK-47s clamber in 
and out of jagged holes in once smoothly 
plastered walls. 

The cyclone struck after the Ugandan 
army, a plunderous occupying force, with- 
drew. The two largest local tribes, the 
Hema and the Lendus, then began to fight 
for control. First, Lendu militiamen poured 
into town, killing Hemas and burning 
their houses. Days later, Hema warriors 
counter-attacked and chased the Lendus 


away. No one can say how many died, but 
the fighting seems to have put at least 
250,000 people to flight. 

The death toll since Congo’s war began 
in 1998 is higher, at between 3.1m and 
4.7m, than in any other ongoing war. But 
otherwise the conflict is typical of today’s 
wars. The combatants are mostly irregular 
militias, their victims mostly unarmed, 


À At each other's throats 
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and the fighting has gone on for nearly five 
years. A century ago most conflicts were 
between nations, and 90% of casualties 
were soldiers; today almost all wars are 
civil, and 90% of the victims are civilians. 
Civil wars are much more common 
than they were 40 years ago (see chart). 
This is mainly because, back then, most of 
the countries currently fighting were colo- 
nies, so powerful outside forces imposed 
stability. Counting only wars with more 
than 1,000 violent deaths, about one 
country in eight is embroiled in one. This 
proportion peaked around 1990, after the 
superpowers stopped bankrolling rebels 
who attacked each other’s allies. But post- 
cold-war peacemaking seems to have fiz- 
zled, and civil wars are getting longer. An 
average conflict lasts eight years, more 
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> than twice the norm before 1980. 

Why is this happening? Some blame 
tribalism: a pleasingly simple thesis that 
both seems to fit the facts, and gives outsid- 
ers an excuse for indifference and inaction. 
But the reality is more complex. Tribes of- 
ten quarrel, but ethnic passions on their 
own are rarely enough to stoke a full- 
blown war. The Hema and the Lendus, for 
example, have been trying to wipe each 
other out only since Uganda started arm- 
ing rival tribal militias in 1999, in the hope 
of controlling the mineral-rich region 
around Bunia. If tribalism is the problem, 
ethnically homogenous countries should 
be peaceful—but look at Somalia. 

Or at Sudan, whose civil war is often 
seen as a simple conflict between Arab 
Muslims and black non-Muslims. The 
view from the battlefield is cloudier, how- 
ever. Last year, your correspondent met 
David Matwok, a young militiaman in the 
pay of Sudan’s Arab government, who 
was lying on his back on the savannah 
with both legs broken by bullets. Mr Mat- 
wok was a member of the Nuer tribe; so 
were the rebels who had shot him, during 
a pitched battle. The battlefield had seen 
Nuer fight Nuer before: among the still- 
bleeding corpses were scattered human 
vertebrae and clean-picked skulls, like golf 
balls on a vast green fairway. Every bone 
had once belonged to a Nuer. 

And why were they fighting? Accord- 
ing to the rebel commander, “Even where 
you are sitting, there is oil.” Money trumps 
kinship. Mr Matwok begged for water, but 
his fellow tribesmen told him they hoped 
wild animals would eat him. 

All wars are different, of course. Each 
arises from a unique combination of 
causes, and each requires a different sort of 
solution. Nonetheless, by looking at what 
the most conflict-prone places have in 
common, it is possible to identify likely 
risk factors. This, in turn, might help to pre- 
vent wars in the future. 


What causes wars? 

A new study by Paul Collier of the World 
Bank and others, which examines the 
world’s civil wars since 1960, concludes 
that although tribalism is often a factor, itis 
rarely the main one. Surprisingly, the au- 
thors found that societies composed of 
several different ethnic and religious 
groups were actually less likely to experi- 
ence civil war than homogenous societies. 

However, in multi-ethnic societies 
where one group forms an absolute major- 
ity, the risk of war is 50% higher than in so- 
cieties where this is not the case. This is 
perhaps because minorities fear that even 
if the country is democratic, they will be 
permanently excluded from power. 

The most striking common factor 
among war-prone countries is their pov- 
erty. Rich countries almost never suffer 
civil war, and middle-income countries 





rarely. But the poorest one-sixth of hu- 
manity endures four-fifths of the world’s 
civil wars. 

The best predictors of conflict are low 
average incomes, low growth, and a high 
dependence on exports of primary pro- 
ducts such as oil or diamonds. The World 
Bank found that when income per person 
doubles, the risk of civil war halves, and 
that for each percentage point by which 
the growth rate rises, the risk of conflict 
falls by a point. An otherwise typical coun- 
try whose exports of primary commod- 
ities account for 10% of GDP has an 11% 
chance of being at war. At 30% of GDP, the 
risk peaks at about one in three. 

Why are poor, stagnant countries so 
vulnerable? Partly because it is easy to give 
a poor man a cause. But also, almost cer- 
tainly, because poverty and low or nega- 
tive growth are often symptoms of cor- 
rupt, incompetent government, which can 
provoke rebellion. They are also common 
in immature societies, whose people have 
not yet figured out how to live together. 

Natural resources tend to aggravate 
these problems. When a state has oil, its 
leaders can grow rich without bothering to 
nurture other kinds of economic activity. 
Corrupt leaders often cement their sup- 
port base by sharing the loot with their 
own ethnic group, which tends to anger all 
the other groups. 

Most countries have what Mr Collier 
calls “ethnic romantics who dream of cre- 
ating an ethnically ‘pure’ political entity”. 
If oil is found beneath their home region, 
their calls for secession suddenly start to 
sound attractive to those who live there, 
and abhorrent to everyone else. Oil was 
one reason why Biafra tried to secede from 
Nigeria, and why the Nigerian govern- 
ment fought so hard to preventit. 


Secessionist leaders in Aceh, an oil-en- 
dowed part of Indonesia, told potential 
supporters that secession would make 
them as rich as the people of Brunei. This 
ten-fold exaggeration raised expectations 
that were impossible to meet, which may 
explain why the rebels went back to war 
despite a peace deal in December promis- 
ing Aceh autonomy and 70% of the cash 
from its oil and gas. 


Guns cost money 

Laurent Kabila, the rebel who overthrew 
the dictator Mobutu Sese Seko, once 
boasted that all he needed to mount a 
revolution was $10,000 and a satellite tele- 
phone. He was exaggerating. Recruiting 
soldiers in Congo (which was then called 
Zaire) is cheap, because the country is so 
poor, but it is not that cheap. Guns have 
grown less costly since old Soviet armou- 
ries emptied on to the black market, but 
they are not free. In fact, Kabila had a bud- 
get in the millions, partly because he en- 
joyed the backing of a foreign power, 
Rwanda, and partly because he used his 
satphone to sell mineral rights he did not 
yet control to unscrupulous foreign firms. | 

Rebellions almost always start for po- 
litical reasons. But since sustaining even 
the crudest guerrilla war requires cash, re- 
bel leaders have to find ways of raising the 
stuff. Many, including most in Africa, re- 
ceive money from neighbouring govern- 
ments hostile to the one they are fighting. 
Some rebel groups are supported by an 
ethnic diaspora whose members, since 
they live abroad, do not have to endure the 
consequences of the wars they help fund. 

In countries with abundant natural re- 
sources, however, rebels have less need to 
beg. Alluvial diamonds, the sort that can 
be plucked from riverbeds without sophis- 
ticated mining equipment, have financed 
rebel groupsin Angola and Sierra Leone. Il- 
legal logging, another low-tech business, 
fuels fighting in Liberia and Cambodia. In 
Congo, half a dozen national armies and 
countless rebel groups have fought over 
some of the world’s richest deposits of 
gold, cobalt, diamonds and coltan. 

In countries with high tariffs, rebels can 
make money by seizing a stretch of border 
and charging smugglers less than the gov- 
ernment would. Afghan fighters, for exam- 
ple, have prospered from the protection- 
ism of Afghanistan’s neighbours. Rebel 
areas are also ideal for growing drugs. An 
estimated 95% of the world’s opium comes 
from war-torn nations, and Colombia’s re- 
bels thrive on coca. 

Rebels rarely pump oil. It requires capi- 
tal, skills and technology, and the firms 
that have these things prefer to deal with 
legitimate governments. But rebels can 
still profit from oil, by extorting money 
from oil firms. One technique, popular in 
Colombia and Nigeria, is to kidnap their 
employees and demand ransoms. An- >> 
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> other is to threaten to blow up pipelines. 
Firms usually pay up. During the 1990s, 
European companies handed over an esti- 
mated $1.2 billion to rebel extortionists, a 
sum far greater than official European aid 
to the governments of the countries in 
question. Ransom insurance, now avail- 
able, has the effect of raising ransom de- 
mands, and so increases the profits to be 
made from violence. 


From comrades-in-arms to Cosa Nostra 

Rebellions rarely begin as criminal busi- 
ness ventures, but they often mutate into 
them. Their leaders can grow fabulously 
rich. By one estimate, Jonas Savimbi, the 
late Angolan guerrilla chief, amassed $4 
billion from selling diamonds, ivory and 
anything else his men could steal. Besides 
paying for bullets, such profits give rebel 
commanders a powerful incentive to keep 
fighting. Says Mr Collier: “Asking a rebel 
leader to accept peace may be a little like 
asking a champion swimmer to empty the 
pool.” Savimbi only laid down his weap- 
ons for good when he was shot dead. 

War creates a vicious circle. When rebel 
groups start to make money, they attract 
greedy leaders. At the same time, war 
makes it harder for peaceful people to earn 
a living. No one wants to build factories in 
war zones. People with portable skills flee, 
and those with money stash it offshore. 
Peasants find it hard to farm when rebels 
keep plundering their villages. 

Poverty fosters war, and war impover- 
ishes. In Congo, a combination of violence 
and official neglect has all but destroyed 
the country’s roads, telephones and or- 
gans of government. Whole regions are cut 
off from the centre. Rubaruba Zabuloni, for 
example, has been fighting for nearly 40 
years. A dwarfish 69-year-old with a crew- 
cut and a black fur hat, he leads a 7,000- 
man militia in the hills above Lake Tangan- 
yika. In the 1960s, he fought with Che Gue- 
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vara; in later years, the Soviet Union con- 
tinued to send arms. He is unaware of the 
demise of either. 

The big foreign armies involved in 
Congo’s war have more or less made 
peace, and a new central government is 
gradually forming. But dozens of smaller, 
local conflicts continue to blaze. They are 
fought with low-tech weapons: machetes, 
bows and a few guns. An endless cycle of 
atrocities creates an endless cycle of 
grudges, which fuel more micro-wars. 
“When we kill a Rwandan,” said Mr Zabu- 
loni’s personal witchdoctor, “we fry up his 
penis and eat it. It makes you fearless. 
Would you like to try it?” 

Being a rebel footsoldier is no way to 
make a fortune, but it may be better than 
the alternative, particularly if the alterna- 
tive is to be a rebel footsoldier’s victim. 
One of the gun-waving boysin Bunia putit 
pithily. Asked why he chose to take up 
arms, Singoma Mapisa fiddled shyly with 
his new Seiko watch—a happy acquisition 
on a Congolese soldier’s pay of nothing— 
and replied: “The Lendus murdered my 
parents. How else could I survive?” He was 
later seen pilfering two Mickey Mouse 
satchels, which could prove useful if he 
ever goes to school. 

A typical civil war leaves a country 15% 
poorer than it would otherwise have been, 
and with perhaps 30% more people living 
in absolute poverty. The damage persists 
long afterwards. Skills and capital con- 
tinue to flee, because people do not trust 
the peace: half of newly peaceful countries 
revert to war within a decade. 

Infant mortality also remains high, not 
least because war nurtures disease. Refu- 
gees carry malaria from areas where the 
population is immune to a particular 
strain to areas where it is not. One study 
found that for each 1,000 refugees who 
flee from one tropical country to another, 
the host country suffers an extra 1,406 





Drug money buys Colombia’s rebels even bigger guns 
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cases of malaria. 

Rampaging armies are also efficient 
vectors for AIDS. Soldiers are more likely 
than civilians to be infected, and too often 
inclined to spread the virus forcibly. One 
study found that halving military man- 
power correlates with a one-quarter re- 
duction in HIV among low-risk adults. 
Some researchers even blame war for the 
first spread of the arns pandemic, conjec- 
turing that a small localised infection was 
carried far and wide through.mass rape 
during the Ugandan civil warof the 1970s. 

Besides scattering refugees ‘and spread- 
ing disease, civil wars often disrupt trade 
across whole regions. Congo’s War 
blocked the river along which the Central 
African Republic’s trade used to flow, ag- 
gravating the CAR’s economic malaise and 
perhaps contributing to a recent succes- 
sion of coup attempts by unpaid soldiers. 
In all, having a neighbour at war reduces 
economic growth by about 0.5% each year. 


Give peace a chance 

Since countries prone to civil war are poor, 
stagnant places, anything that promotes 
growth ought to help. Governments in 
poor countries should strive to keep cor- 
ruption, inflation and trade barriers low, 
while attempting to build better health, 
education and legal systems. 

To guard against future insurgency, gov- 
ernments of newly peaceful countries of- 
ten keep lavishing cash on the army. Mili- 
tary spending averages 4.5% of GDP in the 
first decade of peace, down from 5% during 
the war, but up from 2.8% before it. Such 
spending actually increases the risk of an- 
other war, because it wastes resources that 
could improve people’s lives, and signals 
to rebels and people alike that the govern- 
ment is preparing for another war. 

Spending on health and education, by 
contrast, seems to provide an immediate 
boost to the economy of a newly peaceful 
nation. This is surprising. The benefits of 
social spending usually take years to show 
up in the growth figures. But in countries 
emerging from war, a new school or clinic 
shows that the government is serious 
about peace, which buoys confidence and 
may encourage private investment. 

Once war gathers pace, the vicious cir- 
cle is hard to break. Intervention by proper 
armies with orders to shoot to kill can 
work: British troops helped save Sierra Le- 
one, and the French legionnaires in Côte 
d'Ivoire have reduced the carnage there. 
The UN, whose peacekeepers are often ill- 
prepared for actual fighting, has a less im- 
pressive record. In Bunia last week, 700 
Uruguayan peacekeepers were unable to 
prevent a massacre outside their barracks 
because their mandate was too feeble. The 
UN managed to broker a ceasefire on May 
16th, but the only reason the fighting has 
stopped in Bunia is that one side has won. 
Outin the hills, the killing continues. m 
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aggressive price points, so you 
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. WHY NOT CUT COSTS 





\ j 
. p b R 
A aet WITHOUT CUTTING CORNERS? 
SUN™ LX50 It's simple, really: When you buy commodity hardware, you get 
— ~~ = commodity features. So why not get premium features for the 
same price? With a line of servers that are as affordable as 
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they are powerful, Sun is out to prove once again that you can 
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Japan 


Set our gizmos free 


TOKYO 





Can their love of gadgets persuade the Japanese to liberate their economy? 


T FIRST, his message sounds familiar. 
Nobuteru Ishihara starts to describe 
some of the rules that Japan has relaxed 
during his two years as deregulation min- 
ister in Junichiro Koizumi’s cabinet. Since 
Japan’s achievement lists are always 
dwarved by what is yet to be done, the lis- 
tener could be forgiven for being under- 
whelmed. But Mr Ishihara, a former jour- 
nalist (and the son of Tokyo’s outspoken 
mayor, Shintaro Ishihara), imparts a clever 
spin. As he lists each example, the minister 
stops in each case to marvel at how the pre- 
vious rules were allowing Japanese tech- 
nology to go to waste. 

Mr Ishihara’s favourite example is the 
spread of a smart card that deducts the 
fares of railway passengers as they pass 
through ticket-gates without their needing 
to insert the card physically into any de- 
vice. These are now being adapted to 
many other uses. The regulation that once 
made them impractical was exactly the 
sort of outdated rule that infuriates re- 
formists. If railways wanted to use the 
technology, they had to register every sin- 
gle railway station as a radio-broadcasting 
station. To Mr Ishihara, the inane thing 
about this rule was that “90% of the tech- 
nology is Japanese”. Commuters in Hong 
Kong, Singapore and elsewhere had been 
using the passes for years. Japan had been 
denying itself a potentially huge market 
for its own companies’ technology. 


Not all of Japan’s regulatory problems 
fit this pattern. But many do. When Mr Ish- 
ihara visited Singapore’s massive con- 
tainer port, he was struck not only by its ef- 
ficiency but by the Japanese technology 
that enabled it to operate with so few peo- 
ple. Last month, Japan’s government 
granted a port in Kita-Kyushu special per- 
mission to operate around the clock. It 
now makes economic sense for the port to 
overhaul its technology. PSA, a Singapore 
company, will be the lead investor, but 
much of the technology will be supplied 
by Japanese firms. Mr Ishihara is also keen 
on the tiny chips that hold far more in- 
formation than bar codes and can be at- 
tached to products in the retail pipeline. 
After a few rules changes, he says, a huge 
new market in these is beginning to 
evolve—in this case, exploiting Japanese 
technology at home without waiting for 
other countries to do it first. 

Examples such as these give Mr Ishih- 
ara a powerful selling point for deregula- 
tion, which is often portrayed in Japan asa 
“foreign” idea. Western—especially Ameri- 
can—advocacy of Japanese deregulation 
has strengthened the idea that deregula- 
tion is part and parcel of Japan’s need to 
give up its own ways for foreign ones. Vot- 
ers who might otherwise welcome reform 
in health care, farming, construction, work 
practices and countless other aspects of 
Japanese life are less keen on changes that 
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look invented abroad. 

The promotion of technology, by con- 
trast, is definitely an authentic Japanese 
value. Voters are happy to agree that speed 
counts in high-tech industries. One way Ja- 
pan acquired its technological prowess 
was by letting its companies exploit a cap- 
tive domestic market of gadget-crazy con- 
sumers and then rapidly develop better 
and cheaper models to export. To a Japa- 
nese technophile schooled in such think- 
ing, the idea of passing up a domestic mar- 
ket for smart cards because it takes time to 
change a silly regulation seems perverse. 

Of course, an over-emphasis on tech- 
nology holds its dangers. Many things Ja- 
pan needs to deregulate have little to do 
with high-tech, not least the tangled web 
of rules that bind the economy as a whole. 
A poorly regulated banking system, 
twisted tax rules, powerful government- 
backed companies and a host of other 
practices conspire to make it harder for dy- 
namic new companies and sectors to 
thrive. Yoshihiko Miyauchi, who runs a 
leasing company and heads a panel of 
private businesspeople advising Mr Koi- 
zumi on deregulation, argues that many 
previous deregulation drives have foun- 
dered for failing to cut this Gordian knot. 

Over-emphasising technology under- 
emphasises the many other good reasons 
to deregulate. Less red tape would help 
consumers and savers—and Japan has 
plenty of both. For now, however, Mr Ish- 
ihara’s emphasis on high-tech may help 
him win converts for deregulation. The 
next rule he wants to axe is one requiring 
those fare-paying smart cards to carry a 
250-character warning. Without the re- 
quirement for the warning, he says, firms 
could fit the cards into wristwatches. And 
what self-respecting Japanese commuter 
could resist that? m 
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Goodbye to all 
VAT 


DELHI 
Once again, reform in India becomes a 
casualty of politics 
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Last week however . 
first tine, India ’sfinance, inister, Jaswant 
Singh, backtracked, thi€ time in the face of 
nationwide protests by shop-owners, 
which were particularly effective in the 
capital, Delhi. Previous deadlines, from 
2001 to April ist of this year had already 
been missed. And Mr Singh’s ministry is 
now talking vaguely about preparing a 
“new road map”. 

The odd thing is that, for the first time, 
16 states, accounting for 75% of the current 
$18 billion in annual v AT revenue, were al- 
most ready to go ahead. Then politics inter- 
vened. Delhi is one of three key states 
(along with Rajasthan and Madhya Pra- 
desh) due to hold elections by November, 
and traders are an important fund-raising 
lobby and vote bank, especially for the rul- 
ing Bharatiya Janata Party (BJP). Delhi is a 
trading rather than manufacturing centre 
and traders, unlike manufacturers, basi- 
cally see the new VAT as an expensive has- 
sle that will curb tax evasion. Delhi’s econ- 
omy, and its traders’ political influence, 
spills over into surrounding states such as 
Rajasthan, Punjab and Uttar Pradesh, so it 
is no surprise that these states helped Ma- 
dan Lal Khurana, Delhi’s BJP president and 
the traders’ champion, persuade Mr Singh 
to forgo his reformist credentials and apply 
the brakes. 

Under India’s federal structure, sales 
tax is mainly a matter for the states, with 
the central government playing a co-or- 
dinating role. Efforts to boost manufactur- 
ing competitiveness by simplifying India’s 
state-level system of different sales taxes 
began in the mid-1990s and gathered pace 
about four years ago with plans for a 12.5% 
state-level VAT system. This would run 
alongside an existing central-government 
form of var. Later, when plans for a new 
services tax have been implemented, a 
more comprehensive vAT might emerge. 
Even the current proposals would, says Jai- 
ram Ramesh, a Congress Party policy 
secretary and former finance-ministry ad- 
viser, remove cascading taxes and “help to 
build an Indian common market”. 
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Both the central and state governments 
have wanted to introduce the new VAT 
across the country on a single date in order 
to avoid confusion and reduce the risk of 
tax fraud between traders in different 
states. But the Finance Ministry is now 
wondering whether the new “road map” 
should plan implementation with just the 
bigger states in each region, irrespective of 
whether smaller ones are ready. Even 
then, Delhi and its neighbours would in- 
evitably have to be included, so nothing is 
likely to happen till after the coming state 
elections. From the tax point of view, the 
next most convenient date would be June 
next year, when the trading cycle falls off 
ahead of the annual monsoon. But by that 
time India’s general election, due between 
October and November next year, will 
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No early victory 
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give the traders’ lobby another platform 
for protest. 

VAT is not the only casualty of the elec- 
tions. Privatisation sales of public-sector 
businesses such as Nalco, an aluminium 
company, to new private-sector owners 
are slowing down because of opposition 
from vested interests, though stockmarket 
flotations that do not change management 
control are going ahead. The next casualty 
might be HPCL, a refinery and petrol-sta- 
tion company, which the petroleum min- 
istry does not want to lose to the private 
sector. Nalco’s privatisation was upset 
after violent protests stopped potential 
bidders visiting the company’s plants, and 
there is a risk of similar protests that might 
deter foreign bidders at HPCL. May 21st 
saw country-wide strikes against privati- 
sation, especially in the financial sector. 

Mr Singh had to withdraw cuts in fertil- 
iser subsidies within days of announcing 
them in his budget at the end of February; 
telephone-price increases were trimmed 
back earlier this month; and relaxation of 
the limits on foreign direct investment has 
been delayed. Taken with the vart deba- 
cle, the message is clear. Do not expect any 
significant liberalisation that challenges 
India’s politically influential vested inter- 
ests until after the elections—which means 
that, barring a crisis, little might happen till 
early 2005. W 


Indonesia faces a long and bloody war against Aceh’s separatists 


HEN, on May 19th, Indonesia 

launched its largest military opera- 
tion since invading East Timor in 1975, it 
could not have been with greater fanfare. 
Highly visible paratroop drops, amphibi- 
ous landings and bombing runs left the 
separatists of the Free Aceh Movement 
(known by its Indonesian initials, GAM) in 
no doubt as to the seriousness of Jakarta’s 
determination to crush them. The flaunt- 
ing of military power appeared to come 
with a new theory about how it should be 
applied. In contrast with previous cam- 
paigns in this resource-rich province on 
the northern tip of Sumatra, commanders 
said, civilians would be protected, media 
coverage would be encouraged and any 
soldiers who violated human rights 
would be shotin the head. 

In other words a combination of raw 
power and sensitivity is supposed to suc- 
ceed where all other approaches have 
failed since GAMm’s insurgency began in 
1976. But it took less than 72 hours for the 


army’s new “humanitarian” approach to 
fall apart. The likely prospect now is a pro- 
tracted and messy guerrilla conflict. That is 
because, by May 21st, it was clear that 
GAM’s fighters were not going to play by 
the rules Jakarta wanted. They did not in- 
tend to engage in crisp, clean clashes, con- 
fined to the combatants. And nor did all of 
the Indonesian forces. 

Within two days almost 200 schools 
had been razed. Each side blamed the 
other, though the evidence suggests that 
the rebels rather than the government »» 
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Back to battle 





> were mainly responsible for the mass 
arson. Their use of such tactics is under- 
standable, if not condonable. The rebels 
have only 5,000 lightly armed fighters to 
pit against the government's 45,000 troops 
and paramilitary police, bristling with all 
the firepower an underfunded military 
can afford. A five-month ceasefire col- 
lapsed on May 18th, following the failure 
of last-ditch negotiations in Tokyo. After 
Jakarta’s declaration of martial law in the 
province, the rebels could not have been 
expected meekly to lay down their weap- 
ons and surrender. 

Rebel leaders now say that they wantto 
prolong the conflict as long as possible, if 
their political demand for an independent 
state is not met, in the hope that frustration 
will set in amongst the Indonesian forces. 
This, it is hoped, will create a vicious circle 
(for Jakarta) of increasing desperation, hu- 
man-rights violations and insurmount- 
able international opprobrium. This part 
of GAM’s plan appeared to be working 
well by mid-week. Or perhaps the troops 
stationed near the town of Bireuen had not 
heard the “respect the civilians” lecture. 
For in a dawn raid on four neighbouring 
villages they are believed to have killed 18 
civilians, at least two of whom were 
young children. 

No explanation was given to the villag- 
ers, except that the operation was said to 
be part of the wider effort to crush GAM. 
No apology was given and no soldiers 
were shot in the head. “We face difficulties 
in distinguishing between rebels and civil- 
ians,” said an officer. Shortly afterwards 
the regional military commander, who 
under martial law is the new provincial 
administrator, started imposing restric- 
tions on the media. All reporters must now 
have special identity cards so they can be 
more closely monitored. And no one is al- 
lowed to quote GAM spokesmen lest their 
“lies” cause confusion. 


The United States, which was an ob- 
server at the Tokyo talks, has hinted 
strongly that the government in Jakarta 
could have done much more to avert war 
and has really been itching for a fight for at 
least the past six weeks. The diplomats of 
other countries concur. The conclusion 
most foreign analysts are drawing now is 
that the armed forces are deceiving them- 
selves if they think they can defeat GAM at 
all, let alone within the six months prom- 
ised earlier this month. Some members of 
the armed forces appear to agree. A mili- 
tary spokesman said ruefully, “This war 
definitely can’t be won in weeks like the 
United States did in Iraq.” 

Indonesia has tried to suppress the op- 
position in Aceh many times before, both 
under the former dictator Suharto and his 
successors. Six months seems no time at 
all in the context of a separatist rebellion 
that has been going on for 27 years, during 
which more than 10,000 people have died 
as a result of the fighting. No one is specu- 
lating when martial law will be lifted. The 
resumption of peace, let alone a perma- 
nent settlement, look like distant dreams. 
After a five-month hiatus it is back to kill- 
ing as usualin Aceh. m 
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Afghanistan 


Taking on the 
warlords 


KABUL 
Arare victory for Afghanistan’s 
put-upon president 


T WAS an act of brinkmanship not often 

associated with the usually passive Ha- 
mid Karzai, Afghanistan’s president. First 
he called the governors of a dozen border 
provinces to Kabul for a public dressing 
down, then he threatened to resign and 
call a new loya jirga, or grand council, to 
appoint a replacement if they did not 
agree to send the customs revenues they 
have been holding back to Kabul. Amaz- 
ingly, all 12 duly came to town-in an 
oddly feudal convoy of gleaming jeeps 
with blacked-out windows—embraced Mr 
Karzai and, on May 20th, signed the docu- 
ment he put before them. 

Good news at last for Mr Karzai. But 
then the governors had little to lose. Mr 
Karzai has no power to enforce the agree- 
ment, let alone to collect back taxes, or >» 


The girl who has a nation in a whirl 


JAKARTA 
She starts a debate about “corruption” 


YONE agrees that she is a marvel- 

lous dancer. Inul Daratista gyrates her 
hips and legs with increasing speed until 
her body becomes a blur of movement 
that sends her fans into raptures. She 
sings too. But not everyone is a fan. Indo- 
nesia is a Muslim country, generally tol- 
erant, but its religious leaders say there 
are limits. The Ulemas Council has is- 
sued an edict against 24-year-old Miss 
Inul claiming that her dancing, which 
she calls “drilling”, is pornographic and 
is corrupting the nation’s values. 

Some legislators have considered 
summoning her to parliament to be 
questioned, but risk being accused of us- 
ing their status to get a close view of the 
sinuous Miss Inul. Rhoma Irama, who 
calls himself the king of dangdut, a prot- 
est music popular in Indonesia, has 
sided with the priests in condemning 
Miss Inul. But perhaps he is jealous. 

The reality is that Miss Inul, from east 
Java, is too popular, especially among 
the young, for the authorities to ban her. 
She is a sell-out at concerts and gets big 
audiences on television. On radio and 
television talk-shows she generates even 
more argument than the government’s 
war against the Aceh separatists. Femi- 
nists, sociologists and theologians all 





Public dancer 


have something to say. Newspapers 
have printed many yards of comment 
about her. 

It may be that politicians with an eye 
on next year’s elections will seek her 
support as a possible vote-winner. Ab- 
durrahman Wahid, a former president of 
Indonesia with strongly held Islamic 
views, has dissented from those who 
want her dancing banned. Freedom of 
expression is what is important, he says. 
Miss Inul is no doubt grateful. It is a 
shame that Mr Wahid is almost blind. 
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Karzai faces them down 


even to work out how much is actually be- 


ing raked in at remote border posts by of- 


ten corrupt officials. Mr Karzai said that the 
customs money would help boost central- 
government revenues from a pathetic 
$80m last year (excluding foreign aid) to 
$600m next year. Not likely, say observers 
close to the finance ministry. Several of the 
governors, notably Ismail Khan in the west 
and Abdul Rashid Dostum in the north, 
will still have the power to skim off what 
they see fit, albeit a bit less than before. 
After all, they need the money, not least in 
order to pay for their extensive private ar- 
mies. Mr Khan’s alone is tens of thousands 
strong, far outnumbering on its own the 
national army that Mr Karzai is trying to 
build. One estimate is that he could make 
as much as $300m a year from customs 
levies at the Afghan-Iran border. 

Mr Karzai’s posturing may have been 
directed at America as much as at his own 
countrymen. Some in his administration 
are worried about mixed signals they are 
receiving from Washington and the de- 
cline in American public attention follow- 
ing the war in Iraq. That was attested to by 
CNN closing down its Afghanistan opera- 
tion this week. This was poor timing, some 
might say, given the growing instability in 
the south of the country. 

United Nations staff and workers for 
aid agencies have been mostly forbidden 
to travel in those arid parts since the brutal 
execution of an International Red Cross 
engineer earlier this month by neo-Taliban 
fighters. At least 30 Afghan soldiers have 
died in clashes with similar forces in recent 
weeks. “It looks like 1992 all over again,” 
says a depressed UN old hand, referring to 
the warlordism of the period that followed 
the Soviet withdrawal from Afghanistan, 
which in turn led to the rise of the Taliban, 
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Confucius and the party line 


BEIJING 
The aim is to be moderately well-off 


HE fashionable new slogan in China 
is xiaokang shehui, or “moderately 
well-off society”. Well, it is not that new. 
The xiaokang concept dates back at least 

2,500 years to Confucius, and possibly 
earlier, but has been given new life by 
the Communist Party. It denotes a mid- 
dle-class level of prosperity at which ba- 
sic needs are comfortably met, with a bit 
to spare besides. The slogan is being 
pressed into political service by a regime 
that needs desperately to convince its 
people that it cares about their welfare. 
The phrase is repeated constantly by 
leaders at all levels of the party, and 
celebrated by the People’s Daily and 
other government newspapers. 

The party’s previous attempt at gov- 
ernance by slogan was the poorly re- 
ceived “Three Represents” campaign. Far 
from winning support for the regime, its 
convoluted theoretical rhetoric only con- 
vinced people that party leaders were 
out of touch with their everyday con- 
cerns. The xiaokang campaign is clearly 
more politically marketable. In the early 
1990s, when the beginnings of market 
reform allowed some urban Chinese to 
start having middle-class dreams, the 
phrase was occasionally used in con- 
sumer advertising with some degree of 
success. 

John Schrecker, professor of Chinese 
history at Brandeis University in Massa- 
chusetts, says that the party would be 
aware of the slogan’s ancient origin, and 
its use “suggests some sense of retreat 
from the utopian goals of Maoism”. Tang 
Jun, of the Chinese Academy of Social 
Sciences in Beijing, notes that in the 
1920s and 1930s China’s early commu- 
nist leaders referred often to another 
Confucian concept, datong, or “great 
community”, a blissful society without 


who were on the whole welcomed be- 
cause they promised stability. 

Unverified reports have it that fighting 
has broken out this week in the remote 
central province of Uruzgan, the home 
range of the former Taliban leadership. 
And in the northern city of Mazar-i-Sharif 
17 soldiers have been killed this week in 
fighting between Mr Dostum’s men and 
those of Ustad Atta Mohammad, a rival 
warlord. Meanwhile, with the Taliban and 
their proscription of opium-growing gone, 
the drug trade is booming. An interna- 
tional conference in Paris this week heard 
that more than 3m people in Afghanistan 
now live off poppy cultivation. 





private property, social groupings, crime, 
selfishness or war. 

The appeal of datong to idealistic 
communists is obvious; so too is the 
need for today’s pragmatic, and market- 
minded, leaders to find a more realistic 
goal. Yet Mr Tang is worried that the 
xiaokang campaign could further aggra- 
vate the divide now emerging between 
China’s haves and its have-nots. “People 
who have done well under the reforms 
will like it, but laid-off workers and 
struggling peasants cannot see how they 
will ever reach a xiaokang lifestyle,” says 
Mr Tang. 

If China’s leaders have been reading 
their Confucius they are likely to be anx- 
ious about the possible failure of their 
new campaign. In “The Book of Rites” 
he wrote that Chinese kings who led 
their people to a xiaokang lifestyle were 
pillars of courtesy, sincerity, justice and 
virtue. But, the sage continued, “all rul- 
ers who did not follow their course lost 
power and position, and all regarded 
them as pests.” 


mare 


A bit of luxury, but not too much 


Any bounce in popularity Mr Karzai 
might have expected to receive from swell- 
ing the government coffers, at least a little, 
was undermined by a shooting incidentin 
Kabul on May 21st. American soldiers 
manning the barricade at the United States 
embassy shot dead four Afghan govern- 
ment soldiers and wounded four others. 
The Afghans were apparently unloading 
weapons for a nearby intelligence depot 
when they were gunned down. An investi- 
gation is under way. Whatever the find- 
ings, the verdict in the southern provinces 
is likely to be unforgiving. In the local par- 
lance the Americans are known as dogs 
and Mr Karzai is called a dog-washer. m 
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The head ignores the feet 


WASHINGTON, DC 


The Bush administration seems indifferent to the budget crisis in the states. It may 


not be able to be so for long 


N STATE capitals across America, there is 

only one story in town: the disaster fac- 
ing state budgets. According to the Na- 
tional Conference of State Legislatures, 
states face revenue shortfalls totalling $21.5 
billion this fiscal year, which ends in 
June—23% more than they thought in No- 
vember. Barely a day goes by but local 
newspapers report a new cutin services. 

Back in Washington, the administra- 
tion seems about as concerned as it would 
be by a budget deficit in France. In his origi- 
nal proposal for next year’s federal budget, 
President Bush asked Congress for no extra 
aid to the states (though the deal struck in 
Congress this week would provide $20 bil- 
lion, at the Senate’s suggestion). 

Worse, the administration has piled 
new obligations on state and local govern- 
ments without providing the money for 
them. For example, this week’s raising of 
the national terror alert to “orange” will re- 
quire states to spend more on security. The 
administration also insists on election re- 
form—a state responsibility—and costly 
“vulnerability assessments” of water sys- 
tems, without providing the cash. 

The biggest “unfunded mandate” is the 
No Child Left Behind Act of 2001. This re- 
quires all public schools to test students, in 
order to improve their education. In the- 
ory, the act fully finances the new tests. In 
practice, say local officials, implementing 
the act requires changes in the whole edu- 
cation system, not just adding a few extra 
tests. The cost, they say, is $35 billion a year 


more than the act provides for. 

The mismatch between local alarm 
and federal insouciance is puzzling. On the 
face of it, you might have expected this 
White House to be sympathetic to state 
woes. Mr Bush was governor of Texas. His 
cabinet contains three—until this week, 
four—former governors (the attorney-gen- 
eral, the heads of Homeland Security and 
of Health and Human Services, and the 
outgoing head of the Environmental Pro- 
tection Agency). In general, Republicans 
believe in devolving responsibility to 
states, and Mr Bush is no exception. Two of 
his main initiatives, education reform and 
homeland security, rely heavily on the 
states, as do many lesser policies. 

If all this were not enough, surely the 
sheer size of the problem should sway the 
White House. “The Incredible Hulk of 
budget deficits,” Minnesota’s governor 
calls it. “This year’s budget crisis will feel 
like ‘The Perfect Storm’,” says the governor 


f Revenue shortfalls 


As % of general fund budget* 
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of Ohio. “The worst budget crisis among 
the states since world war two,” says 
Idaho’s. And these are all Republicans. 

Every state except Vermont requires it- 
self to balance its books, and most are cur- 
rently meeting—several in unprecedented 
emergency sessions—to reduce the short- 
fall. They have so far got it down from $26 
billion at the start of the year to $21.5 bil- 
lion. This has been painful; and more is 
needed. Almost half the school districts in 
Oregon are thinking of shortening the 
school year. Half the states are discussing 
cuts in money for schools and increases in 
tuition fees at state universities. About 
1.7m people have lost, or stand to lose, 
state-subsidised medical insurance. 

Even if the administration is blasé 
about these cuts, it might worry that belt- 
tightening will to some extent offset the 
hoped-for economic benefits of Mr Bush’s 
tax cuts. Those cuts are intended to spur 
consumer spending and growth. But states 
are reducing public expenditure, throwing 
state employees out of work, and even 
(horror) raising taxes. Six have increased 
cigarette taxes, and 11 are discussing it. 
Three have raised sales taxes, and ten more 
are proposing to. Six are looking at higher 
personal-income or business taxes. Many 
governors are incensed that, at a time 
when the federal government is pushing 
through new tax cuts even at the price of 
higher budget deficits, it does nothing 
while states raise taxes and cut spending 
because they cannot go into the red. 

So why the nonchalance? Can the 
White House go on looking so cool? 

Part of the explanation for the adminis- 
tration’s calm is that—as officials see it—the 
notion of a nationwide state budget crisis 
is overdone. In terms of national impact, 
the absolute size of the deficit is what mat- 
ters, and half of the $21.5 billion shortfall is 
in two states, California and New York. 
New York has a famously dysfunctional >» 
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To California; any spare change accepted 


> budgeting process. It never seems to pass a 
budget on time, even in good years. And 
California, the biggest mess of all, is still 
suffering from the effects of a disastrous 
energy deregulation. There seems no com- 
pelling national reason for the federal gov- 
ernment to sort out these muddles. More- 
over, itis said, the states have brought their 
trouble on themselves. “They lived high 
on the hog in the 1990s,” says Trent Lott of 
Mississippi, “and now they’re asking us to 
solve their problem?” 

The 1990s saw a boom in spending as 
states expanded eligibility for pro- 
grammes providing health insurance to 
the poor and to children. They failed to 
modernise tax systems developed for the 
manufacturing economy of the 1950s. 
Many depend to an unhealthy degree ei- 
ther on sales taxes, which tax only goods at 
a time when services have grown to al- 
most 60% of the economy, or on capital- 
gains taxes, at a time when stockmarket 
gains have disappeared. These are not pro- 
blems that can be solved by a bail-out. 

Anyway, as White House supporters 
are not slow to explain, some states have 
coped. Florida’s budget problems, for ex- 
ample, are less severe than most, even 
though it has been especially hard-hit by 
declining revenues from tourism. 

Lastly, the administration is seeking to 
solve a specific problem in Medicaid, the 
health-insurance programme for the poor. 
Medicaid costs are exploding. Last year, for 
the first time, they exceeded the cost of 
Medicare, the federal programme for the 
old. As a share of states’ spending, they 
have doubled since 1987. 

Governors attribute the rise to the 
weak economy and soaring drug costs (see 
page 36 for Maine’s attempt to rein these 
in). But the Bush administration claims 
there is a bigger problem. The states and 
the federal government share the cost of 





Medicaid. This gives states an incentive to 
expand services and the number of people 
eligible for them because somebody else 
pays half the cost. Moreover, as Michael 
Greve of the American Enterprise Institute 
argues, the politics of Medicaid makes it 
especially hard to cut: not only are the 
beneficiaries mostly poor, but, because 
costs are shared, the federal government 
gets half the benefit of every cut the state 
makes. The administration is therefore us- 
ing the budget crisis to push states into ac- 
cepting a reform, offering more money 
now in return for anew financing system. 

That is why itis acting as it is. The ques- 
tion is how long it can hold the line. So far, 
it has buttressed its arguments with tough 
politicking. According to the Wall Street 
Journal, the governors of Colorado, 
Connecticut and Florida have linked up 
with Karl Rove, a White House adviser, to 
stymie attempts by the National Gover- 
nors’ Association to lobby for relief. When 
the NGA expressed regret about lack of 
help, Republicans threatened to withhold 
state dues. When the organisations repre- 
senting county and city governments cir- 
culated a letter asking for aid, the NGA re- 
fused to sign it. “I was absolutely shocked,” 
the executive director of the us Confer- 
ence of Mayors told the Journal. 

This has worked so far, but the real test 
of the administration’s resolve is still to 
come. Shortfalls in the 2004 fiscal year, 
which starts in July, could be as high as $80 
billion. In 19 of the 50 states, the shortfall 
could reach 10% of spending. If these 
things happen, pressure for a bail-out 
could become intense. By then, says the 
president, tax cuts should have nursed the 
economy back to health, easing pressure 
on the states. So it has become a race 
against time. As with many other things, 
Mr Bush’s policy towards the states de- 
pends on the condition of the economy. m 
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Kentucky's governorship 


Pass the whiskey 


ATLANTA 
With a budget this bad, candidates and 
voters alike will need it 


DEMOCRAT in hot water for an extra- 

marital affair; a brief visit from a mil- 
lionaire; rival candidates slogging it out 
with each other in the courts—stop us if 
you've heard it before. This was the run-up 
to the primary elections in Kentucky on 
May 20th that chose the candidates for the 
state’s governorship, won (convincingly) 
on the Republican side by Congressman 
Ernie Fletcher and (less convincingly) for 
the Democrats by A.B. “Ben” Chandler, the 
state’s attorney-general. 

Mr Fletcher’s win surprised few. A doc- 
tor and former air-force pilot, he was the fa- 
vourite of Mitch McConnell, Kentucky’s 
senior senator. Mr Fletcher’s first choice for 
lieutenant-governor was an ex-aide of Mr 
McConnell’s. But the aide had been work- 
ing in Washington, Dc. A rival sued, and 
Mr Fletcher was ordered by a judge to pick 
a new running-mate who met the state’s 
residency requirement. Mr Fletcher re- 
mained unruffled—unlike one of his Re- 
publican rivals, who, when asked during a 
debate if he had threatened a reporter, vig- 
orously replied that anyone he had threat- 
ened would already be dead. 

If Mr Chandler thought he too would 
have an easy ride, he was wrong. He has a 
clean reputation as attorney-general, a 
popularly conservative view on state 
spending, and a former governor and sen- 
ator, “Happy” Chandler, as his grandfa- 
ther. He survived a challenge from Bruce 
Lunsford, a businessman who spent $8m 
of his own money on an unsuccessful bid 
for the Democratic nomination. But Mr 
Chandler, like so many Democrats in the 
south, is now in the wrong party. Al- 
though Kentucky has had only one Repub- 
lican governor since 1947, five of its six 
present members of the House of Repre- 
sentatives in Washington, and both of its 
senators, are Republicans. 

The performance of the departing 
Democratic governor, Paul Patton, did not 
help. Mr Patton presided over a booming 
economy and was re-elected easily in1999. 
But in September 2002 a woman claimed 
that she had been having an affair with 
him, and that, after the affair ended, state 
inspectors had cracked down on the nurs- 
ing home she owned. The mistress sued, 
the state ethics commission began an in- 
vestigation of Mr Patton, and Kentucky’s 
Democrats blushingly looked elsewhere. 

The state’s economy is in reasonably 
good shape. Its coal mines suffered when 
the electricity market weakened in 2000 »» 





> and 2001, and its manufacturers saw their 
sales drop in 2002. But Kentuckians are 
less likely to be unemployed, and more 
likely to own their homes, than the aver- 
age American (though they admittedly 
earn less). Betting at the Kentucky Derby 
on May 3rd was a ret : problem, as 
in so much of the country, lies with the 
state budget. = 

_ Spending has gone up, largely because 
of the rising costs of Medicaid and the 
state’s prisons, and revenues have plum- 
meted. Even though Governor Patton 
found some one-off sources of money, 
there is still a shortfall this year of around 
$82m. The governor tried, and failed, to 
raise the tobacco tax, the country’s second- 
lowest, an unpopular move in a state so 















long associated with tobacco and alcohol. 
(His probable successor, Mr Fletcher, got 
money simultaneously from the cigarette- 
maker Philip Morris, from the company 
that sells Jack Daniel’s and Southern Com- 
fort whiskey—and from the American 
Medical Association.) Despite warnings of 
further revenue falls in 2004, both Mr 
Chandler and Mr Fletcher have danced 
around the budget problem, merely pro- 
mising, perhaps unwisely, not to raise 
taxes. 

Not that most Kentuckians seem to 
have noticed. Only about 18% of them 
bothered to vote. One small county saw 
only 40 Republicans come to the polls. If a 
sex scandal and looming budget cuts don't 
get Kentucky’s attention, what will? w 





The Crown Heights retrial 


Twelve years on, the jury’s still out 


BROOKLYN 
Ahard crime for the law to handle 


N AUGUST 1991 a young rabbinical stu- 

dent, Yankel Rosenbaum, died of stab 
wounds suffered during a riot in Crown 
Heights, Brooklyn, after being pursued by 
a crowd of black men yelling, “Get the 
Jew.” Since then, the damage done by the 
case has continued to grow. When ajury at 
last returned a verdict on the evening of 
May 14th, almost 12 years later, it resolved 
none of the issues, except that the defen- 
dant had some, unclear, responsibility for 





Mean streets for both Jews and blacks 


aman whom he stabbed and who died. 
From the beginning, the evidence of 
murder was quite strong. A young defen- 
dant, Lemrick Nelson, allegedly admitted 
stabbing Rosenbaum first to the police, 
then to his girl friend. A knife that matched 
the wounds was allegedly found in his 
possession, stained, as was Mr Nelson’s 
clothing, with blood that matched the vic- 
tim’s. With his dying breath, Rosenbaum 
identified Mr Nelson as his killer. The riot, 


though not the stabbing, was videotaped 
and the racial invectives clearly audible. 
Why, then, did a conviction not follow? ` 

During the first trial in 1992, on a 
straight charge of murder, Mr Nelson’s 
lawyer argued that his client was the vic- 
tim of a police plot and misidentification. 
The jury agreed, celebrating with Mr Nel- 
son after his acquittal. Retried for violating 
Rosenbaum's civil rights in 1997 (an estab- 
lished avenue for families of victims who 
are convinced that justice has not been 
done, though technically it has), he was 
found guilty. Last year, however, an ap- 
peals-court judge threw out the convic- 
tion, ruling that, even though the evidence 
was “overwhelming”, the trial judge had 
abused his authority by attempting to as- 
semble a racially balanced jury. 

This time round, Mr Nelson changed 
his defence. His lawyer claimed that Mr 
Nelson had indeed stabbed Rosenbaum, 
but the cause was his youth, and the mad- 
ness of crowds, not religion, and thus there 
was no violation of Rosenbaum’s civil 
rights. 

For five days in early May, the jury 
heard evidence; for five days it deliberated. 
The issue of race hung over the courtroom. 
Eight of the jurors were black, two white, 
and two mixed-race Guyanese. When the 
judge instructed the jury to ignore the race, 
gender and faith of the defendant, Mr Nel- 
son’s lawyer objected. 

Twice the jury said it could not reach a 
verdict; twice it was told to go on trying. It 
then found Mr Nelson guilty of a relatively 
minor charge: violating Rosenbaum’s civil 
rights, but not directly causing his death. 
This appeared to be a compromise until 
three days later, on May 17th, when the 
New York Times quoted the jury foreman 
as saying that the jurors knew, from old 
news reports, that the Rosenbaums had 
sued the hospital that treated their son. 

The doctors, it appeared, had not no- 
ticed the young man’s large stab wound 
for some time; as a result, he bled to death 
internally. Though medical malpractice 
was never proven, the jurors concluded 
that the stabbing alone had not caused his 
death. Early in the trial, the issue of treat- 
ment had been ruled inadmissible, since 
the criminal is deemed responsible for the 
foreseeable medical consequences of his 
actions, including medical negligence. As 
always, the jury had been told to consider 
only the evidence heard in court. But it is 
hard for jurors to disregard what they al- 
ready know, or think they know, and im- 
possible to reprimand them if they fail to. 

Mr Nelson will probably get a sentence 
of ten years; with time off for good behav- 
iour and time already served, he may do 
only another ten months in jail. Mean- 
while, blacks and Jews in Crown Heights 
have drawn closer, perhaps finding in each 
other a reassurance that no jury, no matter 
how balanced, can provide. @ 
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Christine Todd Whitman 


The end of the road 


WASHINGTON, DC 


Or, you could say, the end of standing forlornly at the roadside 


R two-and-a-half years, Christine 
Todd Whitman has been a dead 
woman walking in Washington. She is 
everything that most of her senior col- 
leagues are not: a liberal Republican, a 
north-easterner, and a moderate environ- 
mentalist. On May 21st she belatedly woke 
up to the impossibility of her position and 
resigned as head of the Environmental 
Protection Agency. 

Mrs Whitman was undermined from 
the first. In late February 2001, she told a 
group of G8 environmental ministers that 
the administration supported mandatory 
reduction of carbon-dioxide emissions, a 
central commitment of the Kyoto global- 
warming treaty. In a memo on March 6th 
she told George Bush that global warming 
was an important “credibility issue” for 
the United States, and that “we need to ap- 
pear engaged”. A week later, Mr Bush an- 
nounced that he was abandoning his sup- 


Prescription drugs 


The Maine chance 


A first hint that pills may get cheaper 


T’S official: Maine’s controversial 

scheme to cut the price of prescription 
drugs can go ahead. The Supreme Court, 
ruling on May 19th, stopped short of de- 
ciding whether the scheme was legal, 
but lifted a lower-court injunction 
against it. In doing so, the court cheered 
the old and sick all around the country, 
heartened other states with the same 
idea, and infuriated Big Pharma, for 
which Lehman Brothers predicted net in- 
come losses of between 1.5% and 3.5% if 
discounting becomes general. 

In recent times, drug prices have been 
rising by about 10% a year, three or four 
times the rate of inflation. This not only 
hurts the uninsured, but pummels states 
directly by increasing the cost of Medic- 
aid, the federal-state programme that 
provides health care for the poor (and 
also pays for prescription drugs for the 
elderly, not covered under Medicare). 
Many states, struggling with falling reve- 
nues, have tried to restrict benefits and 
elegibility under Medicaid. New York 
and Connecticut are both suing drug 
firms over their prices and profits. Maine 
took a different tack. 


port for the Kyoto Protocol, declaring it 
“fatally flawed”. 

This was just one of along series of hu- 
miliations. Mrs Whitman tried to appeal to 
Mr Bush as a fellow former governor. She 
even gave him his beloved Scottish terrier, 
Barney. (Barney’s mother, uncle and sister 
still live with the Whitmans in New Jer- 
sey.) Yet the White House repeatedly 
pushed her department to lighten the reg- 
ulatory burden on industry. And the en- 
ergy task-force chaired by Dick Cheney, 
the vice-president, focused single-mind- 
edly on expanding the energy supply. 

Mrs Whitman notched up a couple of 
important victories—ordering General 
Electric to clean up the Hudson river and 
strengthening Clintonian rules on diesel 
exhausts. But she lost far more often than 
she won—and spent too much of her time 
responding to “Bush cancels” headlines. 

At one time, Mrs Whitman was re- 


Under its scheme, the state requires 
drug manufacturers who wish to sell 
their products in Maine to negotiate 
price rebates with the state authorities 
or, if they refuse, to jump through multi- 
ple hoops of state approval for every 
prescription in which their pills or po- 
tions are dispensed. Though this sounds 
somewhat socialist, and smacks of inter- 
ference in interstate commerce, the jus- 
tices overlooked that for the moment. In 
this distinctly federalist court, anything 
that enhances states’ rights gets a sympa- 
thetic eye. 

Other states have been watching ea- 
gerly. About half of them have been 
contemplating price-cutting, and 29 of 
them filed briefs with the court on 
Maine’s behalf. Hawaii has a law ready 
to take effect; 18 legislatures have similar 
bills pending. Maine may still need to 
get approval from the federal Depart- 
ment of Health and Human Services, 
and may have to refine its scheme in va- 
rious ways. But now the discount gate is 
at least part-open, it cannot be long be- 
fore the rest of the country tries its best 
to gallop through it. 
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Her boss wouldn't listen 


garded as the brightest female star in the 
Republican firmament. Her successful ten- 
ure as governor of New Jersey (she was 
elected in 1993 and re-elected in 1997) and 
her combination of conservative views on 
economics and liberal views on social is- 
sues meant that she was frequently talked 
about as a future senator, or even as a vice- 
president. Instead, she has spent the past 
two years trudging around toxic waste 
sites and recycling plants, while the envi- 
ronmental agenda has been set elsewhere. 

Her marginalisation was only to be ex- 
pected. Mr Bush is surrounded by former 
CEOS, many of them from the oil and gas 
industry, who regard environmentalism 
as namby-pamby nonsense. Washington 
think-tanks such as the Cato Institute and 
the Competitive Enterprise Institute regu- 
larly rubbish the Kyoto Protocol. Mr Bush 
got far more votes from the resource-rich 
states of the south and west than he did 
from Whitman country, the environmen- 
tally-sensitive states of the north-east. 

Still, Mrs Whitman’s resignation will 
not be without costs for the administra- 
tion. The Republicans are weak among 
swing voters—particularly among subur- 
ban women who are worried that the Re- 
publicans are too close to big business. Mrs 
Whitman was an ideal missionary to this 
group. But how many moderate Republi- 
cans are willing to put up witha similar de- 
gree of humiliation? 

This is the second high-profile resigna- 
tion in a week. On May 19th Ari Fleischer, 
Mr Bush’s press secretary, announced that 
he intends to resign in July to pursue a ca- 
reer in the private sector. But anybody who 
thinks that Mr Bush’s administration is 
falling apart will be disappointed. With 
the election campaign gearing up, the 
White House has told cabinet members 
and senior staff who are thinking of leav- 
ing to do so now. Otherwise, they will be 
expected to stay until after the election. m 
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Lexington | John Snow comes adrift 


Is the Treasury talking the dollar down? 
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EORGE BUSH’S second treasury secretary was hired to sell 
economic policy, not to make it. After Paul O’Neill, his gaffe- 
prone predecessor, had alienated Congress, unnerved financial 
markets and annoyed many foreign governments, John Snow 
was sent in to repair the damage. With plenty of back-slapping 
bonhomie, the former railway boss was to be top salesman for 
Mr Bush’s tax cut. His appointment marked a change of style, 
but not of substance. Until now. 

In the past couple of weeks, Mr Snow seems to have recast 
America’s dollar policy. In a series of comments, he has aban- 
doned the earlier “strong dollar” stance: the notion, mouthed by 
treasury secretaries for the past eight years, that a strong dollar is 
in America’s best interests. Beginning with a statement of the ob- 
vious—that a weaker dollar is good for American exports—Mr 
Snow went on to downplay the dollar’s recent fall as a “fairly 
modest realignment of currencies”. (The greenback has fallen 
21% against the euro and 14% against an overall basket of curren- 
cies during the past year.) Finally, Salesman Snow relabelled the 
product. America continues to believe in a strong dollar, he ar- 
gued, but “strong” refers to the confidence that the dollar inspires 
in the public and its resistance to forgery. It has nothing to do 
with its value against other currencies. 

Was this shift a gaffe of his own, an honest if misguided at- 
tempt by a straightforward chap to admit the obvious fact that 
the dollar is falling? Or was it part of a new Bush policy to talk 
the dollar down? The gaffe thesis is possible. The remarks took 
many top Treasury staff by surprise and, for all his silver-ton- 
gued salesmanship, Mr Snow has recently made comments on 
the tax cut that he later regretted. But, on balance, the error the- 
ory does not stand close scrutiny. Not only did Mr Snow take 
pains to point out that he had chosen his words carefully, but it 
seems unlikely that an intelligent man would make gaffe after 
gaffe on the same subject. 

More probably, Mr Snow is signalling a shift in attitude, one 
perhaps not shared with bureaucrats within the Treasury, but 
cleared with the White House. At a minimum, the shift suggests 
that Team Bush has no problems with the weaker dollar. On the 
face of it, that should not be controversial. Until now, the dollar’s 
decline has been an undoubted boon to America’s economy, 


helping exporters without roiling financial markets. Rather than 
spouting some vacuous nostrum about a strong dollar, Mr 
Bush’s CFO is simply telling the truth 

The risk is that Mr Snow has not just shifted towards benign 
neglect of the dollar, but hopes to do a bit of active (downward) 
prodding. Like many around the president, Mr Snow is a Main 
Street, not a Wall Street, man. His country-club pals are over- 
whelmingly industrialists, many of whom have long pushed for 
a weaker dollar. 

For the politicos at the White House, too, a dollar that slides a 
bit more quickly has its attractions. Haunted by the memories of 
George Bush senior’s defeat in the face of a jobless recovery, Karl 
Rove and his ilk are desperate to get the economy moving again 
and the unemployment numbers down. Despite Mr Snow’s best 
efforts, the tax cut is proving trickier to sell than many imagined. 
And, despite the official White House rhetoric, it may not do all 
that much to boost the economy. Hence the attraction of a depre- 
ciating dollar. That will boost the economy quickly, and Team 
Bush will be able to claim credit for a stronger recovery during 
the elections next year. 

Unfortunately, this is fraught with risks—risks that may be 
lost on both the political operatives and the industrialists who 
dominate the economic side of this administration. The politics 
of making a weak-dollar policy explicit could be disastrous in- 
ternationally. America’s economic fundamentals, particularly a 
gaping—and still rising—current-account deficit, suggest that the 
dollar has a lot further to fall, whether Washington likes it or not. 
By changing the rhetoric, the Bush team is now identified with 
this drop, even though most of it is inevitable. Foreigners will 
now see the dollar’s depreciation as the Bush devaluation. And 
since a weaker dollar will cause headaches for those countries 
(particularly in Europe) whose currencies are strengthening, the 
Bush team has also invited more transatlantic political tension. 


Blame it on inexperience 

Irritating the French or Germans may not greatly bother this 
White House. But domestically, too, there are dangers in appear- 
ing to tout a weaker dollar. Nudging foreign-exchange markets is 
not like nudging freight trains. Currencies can move dramati- 
cally and easily overshoot levels that make economic sense. 
Large depreciations, once they start, can be difficult to stop. The 
brutal reality is that, with a current-account deficit of around 
$500 billion a year, America needs to continue to attract huge 
quantities of foreign money. The risk is that, if foreign investors 
believe the Bush team is intent on pushing the dollar down, they 
will become much less keen to hold American assets. That, in 
turn, could punish stock and bond markets. Another slump on 
Wall Street or a spike in mortgage rates would hurt the Rove bat- 
tle plan for victory in 2004 far more than a boom from a weaker 
dollar would help it. 

Given that the dollar was already falling, and is set to fall fur- 
ther, with no change in the official rhetoric, it seems odd to take 
these risks. Inexperience is probably the reason. Mr Snow stands 
at the front of an economic team that is even weaker than the 
crowd it replaced. The Treasury is full of vacancies; Mr Bush’s 
budget director is leaving; the new head of the Council of Econ- 
omic Advisors, Greg Mankiw, has not yet been confirmed by the 
Senate; and there is not one strong economist in the White 
House. No one, in other words, to tell Karl Rove that playing poli- 
tics with the dollar is playing with fire. m 
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Canada’s economy 


Prairie madness and the strong loonie 


TORONTO 





The real threats to Canadian economic growth have little to do with BSE or SARS 


NLY a few months ago, Canadian offi- 

cials were crowing that their seem- 
ingly recession-proof economy was the 
best-performing in the G7, the rich world’s 
top club. It still is. But its resilience is being 
sorely tested, and partly for some unex- 
pected reasons. In the past two months To- 
ronto, Canada’s largest city, has been 
struck by the worst outbreak of sars (se- 
vere acute respiratory syndrome) outside 
Asia. No sooner had this waned when on 
May 20th a cow on a farm in remote north- 
ern Alberta was diagnosed as suffering 
from bovine spongiform encephalopathy 
(BSE), or mad-cow disease. It is the first 
such case in Canada in a decade. But with- 
in hours the United States and four other 
countries had slapped a ban on imports of 
Canadian beef. 

The impact was immediate. Many live- 
stock auctions halted; shares of meat pro- 
cessors, fast-food chains and the two big 
Canadian railway companies all plum- 
meted. Canada is the world’s third-biggest 
beef exporter, after Australia and the Un- 
ited States. Beef is a C$4 billion ($3 billion) 
industry in Alberta, as synonymous with 
the province as oil and wheat. 

The economic damage inflicted by 
SARS had been no less swift. The Greater 
Toronto Hotel Association estimates that 
its members have lost C$125m in cancella- 
tions since March. Average hotel occu- 
pancy slumped to 47% in April, from 68% a 
year earlier. Several big conventions were 


cancelled. sars also prompted a slump in 
restaurant and retail sales in Toronto. 

But for all the headlines they generate, 
the damage that BSE and sars cause to 
Canada’s economy is likely to be relatively 
small. Important as cows are to Alberta’s 
ranchers and slaughterhouses, Canada’s 
annual beef exports amount to less than 
three weeks of shipments to the United 
States from its car and truck plants. The 
health of those car plants are a much big- 
ger headache for the economy. 

The Royal Bank of Canada, a Toronto- 
based bank, says that sars will inflict no 
more than a “temporary pinch”, perhaps 
shaving a quarter to a half percentage- 
point off the economy’s growth in the sec- 
ond quarter. Dale Orr of Global Insights, 
an economics consultancy, has pared his 
growth forecast for this year from 3.4% to 
2.6%, still the highest among the G7 econo- 
mies. Rather than disease, the more som- 
bre outlook reflects sputtering demand in 
the United States, which takes 85% of Can- 
ada’s exports. Carlos Gomes, an econo- 
mist at the Bank of Nova Scotia, another 
Toronto bank, expects that the car indus- 
try’s output will shrink by 1-2% this year, 
after surging by 6% in 2002. 

Another big drag on exports will be the 
Canadian dollar. The loonie (so named for 
the bird on the one-dollar coin) has soared 
from a record low of 62.1 American cents in 
January 2002 to over 74 cents this week, its 
highest level in six years. Behind that surge 
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lies not just the greenback’s weakness but 
a widening gap in interest rates. The Bank 
of Canada has raised its overnight rate five 
times in little over a year. The yield on ten- 
year government bonds has climbed to al- 
most 5.2%, compared to 3.4% on similar 
American treasury bills. 

The strong currency may boost pro- 
ductivity by making imported machinery 
and software cheaper. But exporters are 
squealing more loudly than importers are 
celebrating. Canadian Manufacturers and 
Exporters, a lobby group, complains that 
the loonie’s jump threatens its members 
profit margins and will be “a significant 
drag on economic and employment 
growth this year.” The Bank of Canada is 
now unlikely to raise interest rates again 
until the American economy shows more 
convincing signs of recovery. 

The fallout from the health scares is 
likely to be political as much as economic. 
They are sure to expose regional jealou- 
sies. The Liberal government in Ottawa 
has swung into action to help Toronto. 
Jean Chrétien, the prime minister, is just 
one of many politicians to invite the me- 
dia to watch him wield chopsticks in a Chi- 
nese restaurant in the city in an effort to 
dispel public fears. A Liberal member of 
parliament has urged the government to 
cough up C$10m to sponsor a Rolling 
Stones concert in Toronto. 

Just hours after the BSE case was con- 
firmed, Lyle Vanclief, Canada’s agriculture 
minister, tucked into a steak lunch in Ed- 
monton. Mr Chrétien did the same in Ot- 
tawa. Alberta, with just two Liberal MPs 
compared to 98 from Ontario, will be 
watching carefully to see whether it gets 
the same attention as Toronto. Ralph Klein, 
the province’s feisty conservative premier, 
immediately suggested that Ottawa pay 
for the Rolling Stones to visit Calgary. 
There’s no moss on Mr Klein. m 





Brazil's trade 


North, south or 
both 


SAO PAULO 


Crunch time for the FTAA 


N TAKING office as Brazil’s president 

in January, Luiz Inacio Lula da Silva 
declared relations with South America to 
be his top foreign-policy priority. Already 
he has hosted almost all of the South 
American leaders. But the visit that may 
matter most to Brazil’s future is that of the 
United States’ chief trade negotiator, Rob- 
ert Zoellick, who is due on May 27th and 
28th. He is coming to see whether fresh im- 
petus can be given to the long-running 
talks for a 34-country Free-Trade Area of 
the Americas (FTAA), which are supposed 
to be completed by January 2005. 

Once a fiery leftist, Lula denounced the 
FTAA during last year’s election campaign 
as an American attempt at “annexation”. 
Many Brazilians would agree with that. 
The foreign ministry, which leads Brazil’s 
trade negotiations, has appointed a critic 
of the enterprise to its second most impor- 
tantjob. Unlike Argentina, its main partner 
in the Mercosur trade block, Brazil has so 
far restricted its offer in the FTAA talks to 
trade in goods. 

If Brazil is wary, the United States is 
partly to blame. So far, it has proposed to 
remove tariffs at different speeds on im- 
ports from four groups of countries, con- 
signing Mercosur to the slowest group. Bra- 
zil’s most competitive exports, especially 
agricultural goods, face most American 
protectionism. But the United States wants 
to delegate to the slow-moving Doha 
round of world trade talks the issues that 
for Brazil are most urgent, such as farm sub- 
sidies and anti-dumping duties. 

The Doha talks were initially supposed 
to finish in 2005, in parallel with the FTAA. 
Partly because they are now stuck, few 
people think that the FTAA will start on 
schedule. Having concluded a free-trade 
deal with Chile, the United States is push- 
ing ahead with separate, faster, talks with 
Central America. 

Plenty of Brazilians would be happy to 
see the FTAA fail; electronics firms and 
makers of capital goods, for example, feel 
unready for American competition. But 
other Brazilians are alarmed by such a 
prospect. Marcos Jank, the president of the 
Institute for International Trade Negotia- 
tions, a new research body in Sao Paulo, 
worries that if the United States strikes bi- 
lateral deals elsewhere in South America, 
trade and investment could be diverted. 

The gap between Brazil and the United 
States, co-chairs of the FTAA talks, remains 
wide. The Americans want Brazil to make 
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new commitments on services, govern- 
ment procurement and intellectual prop- 
erty. Brazil wants the United States to give 
up its subsidy and anti-dumping weap- 
ons. But for all its coolness, Lula’s govern- 
ment has not yet rejected the FTAA. “Our 
mood is not ideological,” says Celso Amo- 
rim, the foreign minister. “It’s a negotiating 
mood.” Whether that is likely to produce 
any agreement should soon become clear. 


Argentina's new president 
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The period between Mr Zoellick’s visit and 
the next FTAA ministerial meeting, in Mi- 
amiin November, is “crucial” for the FTAA 
talks, says Donna Hrinak, the American 
ambassador to Brazil. 

But Lula’s focus is Mercosur. After 
growing swiftly for a decade, trade be- 
tween the Mercosur countries collapsed 
along with Argentina’s economy in 2001. 
Now it is recovering (see chart). Argen- 
tina’s new president, Néstor Kirchner, is a 
fan of Mercosur. Both countries now have 
floating exchange-rate regimes; their cur- 
rencies are even fortuitously aligned. That 
makes macroeconomic co-ordination 
more feasible. A single currency for Merco- 
sur is an “objective”, says Mr Amorim. 

In the end, Brazil may find it hard to 
turn its back on a second-best deal with 
the United States. After all, to do so might 
distance it from other parts of South Amer- 
ica. One way out, gaining Brazilian adher- 
ents, might be a less ambitious “four-plus- 
one” deal between the United States and 
Mercosur. In any event, the next few 
months may determine the shape of hemi- 
spheric trade for years to come. W 


No great expectations 


BUENOS AIRES 
Continuity amid hints of change 


ANY Argentines still have only a 

hazy conception of their new presi- 
dent. But they are quickly finding out 
more. So tight is the timetable of an impro- 
vised transition that just days after Carlos 
Menem’s withdrawal scrapped a run-off 
ballot, Néstor Kirchner announced his cab- 
inet. It revealed some overlap with the out- 
going government of Eduardo Duhalde. 
But his team, and his pronouncements 
ahead of his inauguration on May 25th, 
also left some unanswered questions. 

The 12 cabinet jobs were shared out in 
three equal parts between members of the 
outgoing government, independents, and 
trusted aides from Mr Kirchner’s inner cir- 
cle in Santa Cruz, his sparsely populated 
Patagonian province. As expected, Roberto 
Lavagna remains economy minister, but 
will also absorb the production ministry 
set up by Mr Duhalde. In an interesting 
gesture, Mr Kirchner has given the foreign 
ministry to Rafael Bielsa, a leftish jurist 
and anti-corruption campaigner. 

Mr Lavagna’s presence points to con- 
tinuity in economic policy, even if some of 
Mr Kirchner’s recent statements have rat- 
tled the financial markets. In his accep- 
tance speech on May 14th he seemed to 
talk still in campaign idiom, vowing that “I 


will not be a prisoner of the big corpora- 
tions.” He had earlier promised tighter 
regulation of privatised monopolies, and 
an expensive public-works programme. In 
the two days following his speech, the 
peso fell by 5% against the dollar, ending a 
month of steady currency appreciation, 
though it has since edged up again. 

But Mr Kirchner, who has a reputation 
as a pragmatist, will lack both cash and 
room for heterodoxy. Mr Lavagna, a tough 
negotiator, has won the grudging respect 
of both investors and the IMF. Similarly, 
given his dependence on the old guard of 
his Peronist party, it is not clear how much 
scope Mr Kirchner will have to carry out a 
promised campaign against corruption. 

The new president’s first and biggest 
task will be to establish his authority over 
the country and the bitterly divided Pero- 
nists. With few followers of his own in 
Congress, Mr Kirchner will have to rely on 
Mr Duhalde’s help to pass laws. But two 
things could help him. The economy is 
growing again; interest rates are falling, 
money is trickling back to Argentina and 
the prices of its farm exports are rising. 
And Argentines do not expect miracles of 
Mr Kirchner. A halfway competent and 
honest government would be enough. m 


40 The Americas 


Cuba and the United States 
Castro’s grim 
phoney war 


HAVANA 
America’s reluctance to tighten its 
embargo is rare good news for Cubans 


RDINARY Cubans braced at the ap- 

proach of their country’s indepen- 
dence day on May 2oth. Last month, Fidel 
Castro’s communist government smashed 
the island’s small but growing democracy 
movement. In response, the United States 
expelled 14 Cuban diplomats. It also sig- 
nalled that it might use the anniversary to 
announce a tightening of the trade em- 
bargo against Cuba, unfastening the econ- 
omic lifelines proffered under the Clinton 
administration. Cubans worried that 
George Bush might ban relatives in the Un- 
ited States from sending remittances, 
ground the 30 flights a week between the 
two countries and/or stop cash sales of the 
American food that improves meagre di- 
ets. In the event, in a short radio address 
beamed to the island, Mr Bush merely 
promised to foster democracy and human 
rights and wished Cubans godspeed in 
ridding themselves of Mr Castro. 

That will prove difficult. After 43 years 
in power, Mr Castro shows no sign of retir- 
ing quietly. In last month’s crackdown, the 
harshest since the 1960s, 75 activists were 
jailed. The government then executed by 
firing squad three men who had hijacked a 
Havana ferry in a failed bid to reach Flor- 
ida. Mr Castro claims that he acted in self- 
defence: the party line, endlessly repeated 
by the state-run media, is that after Iraq Mr 
Bush plans “regime change” in Havana. 
Cubans watched the war through the 
lenses of Arab and European television 
cameras, courtesy of Mr. Castro’s media 
monopoly. They were horrified. 

Oswaldo Paya, who heads the Varela 
Project, a petition drive seeking demo- 
cratic reform, and who is one of only a few 
dissident leaders still free, says that Mr 
Castro is simply manipulating Cubans’ 
fear of war while trying to distract atten- 
tion from economic problems. The govern- 
ment has ordered air-raid drills at primary 
schools, for example. 

The official arguments have cut little ice 
abroad. Governments and many intellec- 
tuals normally sympathetic to Mr Castro 
have condemned him this time. Mr Bush’s 
decision not to take further measures 
against the island owed much to divisions 
among Cuban exiles in Miami. But it has 
also denied Mr Castro an opportunity in 
the propaganda war to shift the spotlight 
back to “American aggression”. That war is 
escalating: this week an American aircraft 
broadcast propaganda programmes, inter- 
rupting Cuban TV stations. 





He still sees enemies all around 


The new repression came as Cuba’s 
economy once again faces hard times. The 
state-run sugar industry, the backbone of 
the countryside employing 400,000 work- 
ers, is near collapse. Last year, Mr Castro 
closed half of the island’s 156 sugar mills, 
and ordered that other uses be found for 
60% of land under sugar. Much has re- 
verted to brush. Raw-sugar output this 
year, at about 2m tonnes, will be 45% 
down on 2002, and compares with a peak 
of 8.1m tonnes in 1989. 


Media freedom in Venezuela 
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Sugar is in decline across the Carib- 
bean, but in Cuba’s communist economy 
there are few alternatives. Last year’s clo- 
sures left more than 100,000 workers job- 
less; the government now pays them to 
stay at home or to study in makeshift 
schools. For most, the only future is subsis- 
tence farming. Others are also affected. Big 
factories, such as one making cane cutters 
at Holguin, in eastern Cuba, and a tyre 
plant in Havana, have slashed output. 

Mr Castro admitted in December that 
2002 had been a “terrible year”: GDP grew 
by only 1.1% as tourism, now the island’s 
main industry, fell off; the price of im- 
ported oil was high, and Cuba was hit by 
three hurricanes. All this has shown up in 
scarcer public transport and more frequent 
power cuts. Many Cubans say they find it 
harder than ever to make ends meet. Tou- 
rism has picked up this year, but that may 
not offset sugar’s decline, officials say. 

On top of this, the crackdown has poi- 
soned ties with the European Union and 
Canada, which together provide more 
than 50% of the island’s tourists, trade and 
foreign investment. Often at odds with the 
United States over Cuba, the Eu and Can- 
ada are now furious at what they see as Mr 
Castro’s betrayal of their more construc- 
tive approach. A plan for Cuba to join the 
EU’s Cotonou trade pact has been 
dropped. To make the point, the EU mis- 
sion in Havana invited American dip- 
lomats, those dissidents still free and the 
wives of those who are not, to a reception 
this month. Cuban officials walked out in 
protest at the presence of “enemies”. Now- 
adays, such talk convinces few. m 


Stoning the messenger 


CARACAS 
Seeking censorship by other means 


O LOVE is lost between Venezuela’s 

populist president, Hugo Chavez, 
and the country’s privately owned me- 
dia. They call him a dictator, and worse; 
he accuses them of a slow-motion 
“coup”. He has a point. The main televi- 
sion stations, especially, act as a propa- 
ganda arm for the opposition, and their 
owners have conspired with opposition 
politicians and generals. And Mr Chavez 
is right to claim that the media are free of 
government censorship. 

But they face other threats. According 
to anew report by Human Rights Watch, 
in the 13 months to February 2003, there 
were at least 130 physical attacks on 
journalists in Venezuela. Most of the vic- 
tims were from opposition media; their 
assailants were government supporters. 
The government condemns the attacks, 
but has done nothing to stop them. 


Instead, the government is threaten- 
ing to withdraw the licences of televi- 
sion stations for alleged breaches of 
regulations. Meanwhile, congress is 
close to approving a law that would 
grant the broadcasting commission (in 
practice a branch of the government, 
says Human Rights Watch) wide powers 
to fine and shut down radio and televi- 
sions stations. New rules, aimed ostensi- 
bly at protecting children, would prevent 
broadcasters from transmitting all but 
the blandest news and commentary, es- 
pecially between 6am and 8pm. That 
looks like a formula for media self-cen- 
sorship without tarnishing the govern- 
ment’s claim to uphold media freedom. 
Correction In our edition of April 19th, we said that — 
19 opposition supporters were killed during a 


demonstration in Venezuela in April 2002. In fact, 11 
of the dead were supporters of President Chavez. 


Middle East and Africa 


The return of al-Qaeda? 


The undead 





What the bombings and scares in Africa and the Gulf reveal about the state and 


intentions of al-Qaeda 


FEW weeks ago, Colin Powell, Amer- 
ica’s secretary of state, hailed the pro- 
gress of the “war on terrorism”. His coun- 
ter-terrorism chief claimed that the 
terrorists were “on the run”. After the latest 
bombings, in Riyadh on May 12th and in 
Casablanca on May 16th, al-Qaeda is said 
to be back with a vengeance. Both these 
views—the premature reports of al- 
Qaeda’s demise, and the notion of its re- 
surgence—mistake the nature of the beast. 
This week was dominated by the fear 
of terrorism. On May 20th, America raised 
its terror alert to the second-highest level. 
American, British and German embassies 
and missions in Saudi Arabia were closed 
to the public. Britain gave warning of a ter- 
rorist threat right across East Africa; other 
governments followed suit. British-regis- 
tered flights to and from Kenya were 
grounded. A taped message, perhaps bear- 
ing the voice of Ayman al-Zawahiri, 
Osama bin Laden’s right-hand man, called 
for attacks on the embassies and interests 
of America, Britain, Australia and Norway, 
and denounced Arab states that had co-op- 
erated with America in the war on Iraq. 
Yet the terrorists have suffered a series 
of defeats. Al-Oaeda’s Afghan camps have 
been closed down. Though Mr bin Laden 
is thought to be hiding somewhere along 
the Afghan-Pakistani border, and some of 
his associates to be in Iran, George Bush 
claimed recently that nearly half of al- 
Qaeda’s leaders have been killed or seized, 


including Khalid Sheikh Mohammed, a 
henchman detained in Pakistan earlier this 
year. Senior captives (not the foot-soldiers 
cooped up in Guantanamo) are said to be 
talking to their captors. The terrorists are 
finding it harder to move money (and 
themselves) around the world. 

These trends are not incompatible: al- 
Qaeda is as much a movement as a coher- 
ent organisation, which makes judgments 
aboutits fortunes tricky. It retains a leader- 
ship structure capable of orchestrating vio- 
lence; the simultaneous strikes in Riyadh 
may well have been its doing, as both the 
Saudis and the Americans think. But the 
leaders also co-operate with a variety of 
other more or less autonomous groups. 
Moreover, Mr bin Laden’s cause com- 
mands the sympathy of tens of thousands 
of jihadis who graduated from the Afghan 
camps before scattering around the world, 
a cadre that dwarfs the few thousand sus- 
pects who have been detained globally. 

Some of these are thought to have 
formed their own independent outfits, 
leveraging local grievances to recruit ac- 
complices. The attacks in Casablanca may 
fallinto this category, though Moroccan of- 
ficials believe that they had international 
backing (see next story). Along with Jor- 
dan, Nigeria, Pakistan, Saudi Arabia and 
Yemen, Morocco was deemed ripe for lib- 
eration in a message purportedly from Mr 
bin Laden that surfaced in February. Other 
individuals are simply inspired by his ex- 


The Economist May 24th 2003 41 


Also in this section 
42 Moroccan bombings 
42 Baghdad faces anarchy 
43 Baghdad's Shia militia 
43 Iraq's lost antiquities 
44 Iraq and the UN 
44 Israel and the Palestinians 


ample and apocalyptic ideology. 

Terrorism has a complex ecology, in- 
hibiting generalisations. But two deduc- 
tions can be made from recent events. The 
first concerns tactics. Al-Qaeda andits affil- 
iates have been concentrating on so-called 
“soft” targets: civilians and the economy in 
developing countries. 

Like other terrorist groups, albeit more 
murderously, they are especially victimis- 
ing the tourist industry. Casablanca falls 
into this pattern, as did last year’s strikes 
on a Balinese night-club and a Kenyan ho- 
tel. The aim is to drive out the infidels and 
damage local economies, and thus the re- 
gimes that preside over them. Killing 
Americans and other westerners, even at 
the cost of large numbers of “martyrs”, 
generates massive publicity. Suicide re- 
mains a favoured technology. 


A repeat of September 11th? 

The second lesson is geographical. Saudi 
Arabia has furnished al-Qaeda with much 
of its personnel and cash; perhaps for that 
reason, attacks in that country had not, un- 
til last week, been commensurate with the 
terrorists’ denunciations of its rulers. That 
seems to be changing. There have been 
murky and contested reports of a hijacking 
plan, based on September 11th, being 
foiled this week at Jeddah airport. For their 
part, the Saudi rulers appear more deter- 
mined to suppress the militants, and have 
begun to be more successful than in the 
bungled raid that seems to have allowed 
some of the Riyadh bombers to escape just 
before carrying out their crimes. 

None of this means that al-Qaeda’s 
leaders have given up on the “far enemy”, 
America, or that it is incapable of plotting 
massive strikes against it. Intelligence from 
captives suggests the reverse. This war is 
bound to prove much longer, tougher and 
less conclusive than the war on Iraq. m 


42 Middle East and Africa 
Moroccan bombings 


Synchronised 
crime 


RABAT 
Morocco quickly identified the culprits. 
Perhaps too quickly? 


ITHIN 48 hours of the May 16th sui- 

cide bombing of five targets in Casa- 
blanca, including a hotel, a Spanish restau- 
rant and a Jewish community centre, the 
Moroccan authorities had declared them 
the work of a home-grown Islamist funda- 
mentalist group, al-Assirat al-Moustaquim 
(the Righteous Path). Twelve bombers 
died, along with their 29 victims (most of 
the victims were Moroccan citizens but 
also Spanish, French and Italian). 

Two Moroccans, allegedly involved in 
the bombing, were captured and are in the 
unkind hands of the security services. 
Mustapha Sahel, the interior minister, 
claims evidence of an international con- 
nection, there is talk of al-Oaeda subcon- 
tracting to alocal group or groups prepared 
to accept high suicide casualties. 

Security policemen descended on Sidi 
Moumen, the low-income Casablanca 
suburb that is reputed to be the Righteous 
Path’s home turf. The group had been 
known as a neighbourhood vigilante 
group with a strong religious bent. In Feb- 
ruary last year, a handful of its gang mem- 
bers cornered a local man known for his 
drinking, and stoned him to death. Itis part 
of a fringe movement of ultra-conserva- 
tive Islamists, called the Jihad Salafists by 
the security services. 

Salafists are literalists, seeking the strict 
application of holy texts. As recently as a 
year ago, young Salafist men in Afghan- 
style dress were offering recorded sermons 
praising Osama bin Laden from market 
stalls in Moroccan towns. Then the secu- 
rity services began a crackdown, picking 
up men with Afghan experience, and 
questioning them in unofficial detention 
centres for weeks or even months. 

Spain may have been targeted because 
of its support for the Iraqi war; the Jews be- 
cause of Israel. But it is Morocco that has 
been hurt. The bombings have been 
widely interpreted as an attempt to under- 
mine the stability of a system that still has 
an executive monarch at its pinnacle, but 
which ministers repeatedly insist is under- 
going a democratic transition. 

Despite official assurances that arrests 
made in the course of the investigation will 
follow the judicial process, liberals fear 
that the bombings may provide the pretext 
for an authoritarian backsliding. The sen- 
tencing of a journalist, Ali Lmrabet, this 
week to four years in prison, for articles 
and caricatures supposedly disrespectful 
of the monarchy, bodes badly. m 


Baghdad faces anarchy 


-The Economist May 24th 2003 





Freedom, but without law and order 


BAGHDAD 


We need electricity, not a minister of electricity, say Iraqis 


NSCONCED in the marble luxury of 

Saddam’s palaces, Iraq’s American ad- 
ministrators are mostly guarded from the 
anarchy that their six-week occupation 
has brought to Baghdad. Beyond the 
barbed wire, looters plunder the city un- 
punished, electricity and water are a rar- 
ity, and multi-lane, multi-mile-long 
queues for petrol snake through the city. 

The Iraqis are long suffering: despite the 
absence of law and order, pre-war predic- 
tions of civil war and rampant revenge- 
killings have yet to visit this city of 5m peo- 
ple and as many guns. But they despair at 
the ineptness. The electricity cuts have 
proved a boon for looters and gunmen 
working in the unlit darkness of the night, 
and the lawlessness now extends to day- 
light. Unarmed policemen watch help- 
lessly as thieves rob a car in front of their 
station; ajudge sits in the burnt-out shell of 
his court-room, the ash of previous judg- 
ments blowing in the air. 

At the gate of Baghdad’s Mustansiriya 
University, a physics professor with a 
Baathist past was lynched for molesting a 
girl. Neighbours wail of daughters kid- 
napped from cars caught in traffic jams, 
and of a market trafficking women emerg- 
ing in a dilapidated old Jewish quarter. Fa- 
thers keep their girls trapped indoors, and 
grenades trade for the price of a few felafel. 

“We waited 35 years for freedom, but 
now we are sad,” says an accountant, 
whose life-savings were lifted by bank- 
robbers. Money-changers play havoc with 
the exchange rates. The cost of many ev- 
eryday things, such as ice, has doubled, 


and the cost of services has tripled. 

Americans try to explain the disarray. 
The electricity plants were undamaged by 
bombs, but the grids may have been sabo- 
taged. The oil fields cannot produce petrol 
because looters have pillaged the water- 
pumping installations. Mindful that no 
Iraqi respects an unarmed policeman, the 
Americans have taken to sending tanks to 
follow patrol cars. 


Banishing the experts 

Exacerbating the chaos is the zeal of Paul 
Bremmer, the new head of the Office of Re- 
construction and Humanitarian Assis- 
tance (ORHA), for de-Baathification. To 
weed out the old guard, Mr Bremmer’s 
men have supervised internal elections for 
the new administrations of institutions, 
ranging from Baghdad University to the 
State Oil Marketing Organisation. This 
leads to complaints of upside-down man- 
agement. The United Nations is at a loss 
how to administer the remaining six 
months of the oil-for-food programme 
after three-quarters of the director-gener- 
als at the Ministry of Planning responsible 
for the distribution of rations—one of the 
more efficient operations of the old re- 
gime—were elected out of office. 

“Why can’t they bring back the traffic 
wardens? They are not war criminals,” 
asks Wamidh Nadhmi, a politics professor 
at Baghdad University and a long-time 
Saddam critic, now sunk in depression. 
ORHA’s young officials, devoid of Iraqi ex- 
perience, say they are seeking to proceed 
by consensus among the country’s myriad »» 
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> constituencies, and this takes time. Mis- 
takes could prove costly. But most of their 
energy seems devoted to political re- 
construction, co-ordinating with the posse 
of exiles they helped bring back to Iraq. We 
need electricity, not a minister of electric- 
ity, respond Iraqis. 

For many who have lived through the 
hell of Mr Hussein, the incoming exiles are 
regarded as little better than looters. Peo- 
ple make an exception of Adnan Pachachi, 
an elder statesman and former foreign 
minister, but accuse other foreign-backed 
groups of pillaging their party headquar- 
ters. “They came saying they are our repre- 
sentatives, and then, with American pro- 
tection, went on the rampage,” said a 
woman in the smart suburb of Mansour, 
whose home lies within a stone’s throw of 
seven houses, two clubs and two schools 
occupied by the new arrivals. 

After 30 years of war, sanctions and 
Baath rule, Iraqis are exhausted. Many are 
still too dependent on the state to take their 
fate into the own hands. But with tempera- 
tures pushing into the 40s, a summer mi- 
nus generators is curdling tempers. m 


Baghdad's Shia militia 


Iraq's lost antiquities 


Who’s to blame? 


BAGHDAD 
A move is afoot to blacken the 
museum’s name. This may not be just 


¢¢ AS SOON as there’s a government 
that decides that others should do 
this job, they’re welcome,” says Donny 
George, the research director at the Iraq 
National Museum. He thus acknowledged 
his own vulnerability to the de-Baathify- 
ing zeal of Pietro Cordone, the Italian dip- 
lomat whom the Americans recently put 
in charge of Iraqi culture. Visiting foreign 
archaeologists expect top people from the 
board of antiquities, Mr George included, 
to be pushed out. But they are suspicious 
about the reason: “The Americans are 
covering their ass,” suggested one. 
American forces were criticised last 
month for not preventing the theft of thou- 
sands of pieces, including some treasures 


The people who now run the slums 


BAGHDAD 


In the absence of an administration, the clerics have taken over 


N TOPJI, a poor area on the edge of 

Mansour, Baghdad’s smartest suburb, 
a Shia cleric, Bakr Muhammad Basri, has 
taken control, filling the power vacuum. 
Aged 36, he has a physics MA as well as 
his three years at a religious seminary, or 
Hauza, in Najaf. This enterprising cleric 
has, among much else, rewired the gen- 
erators in a nearby textile factory to 
power the neighbourhood when the 
mains fail, as they constantly do. 

He has commandeered Saddam Hus- 
sein’s personal bakery to supply the 
masses, and he has supervised the loot- 
ing of medicines from state warehouses 
to redistribute them free to local hospi- 
tals. He also drove a crane to the main 
roundabout to yank down the statue of 
Hassan al-Bakr, Saddam’s predecessor 
as president, who had had his father, a 
leading imam, executed 30 years ago. 

His henchmen, taking charge of 
Topji’s 15 schools and two colleges, have 
ripped the photos of Saddam from all 
textbooks, and banned a course called 
wataniya, literally patriotism, but better 
translated Saddamism. As part of the re- 
writing of history, Yasser Arafat Boule- 
vard has been renamed Imam Mahdi. 

Mr Basri claims his followers are 
armed with no more than their moral- 
authority. Sunni Palestinians in his 
neighbourhood tell a different story of 


gun-toting toughs ousting them from 
their homes. Baath apparatchiks have 
been ordered to hand over their guns, 
and stay indoors, tantamount to house 
arrest. Before Saddam’s fall, there were 
only two organised forces in Iraq, the 
Baath Party and the Hauza. With the Un- 
ited States committed to de-Baathifica- 
tion, the clerics face an open field. 

In the sprawling impoverished es- 
tates of northern Baghdad, their author- 
ity is even more striking. The imam of 
Hikma mosque, Muhammad Fartosi, 
claims to control 2m Shias with his 90 
young theological students from Najaf, 
plus some 1,000 toughs from the slums. 
This army of street boys, on a salary of a 
dollar a day, direct the traffic at key inter- 
sections and pile up the rubbish, giving 
the shanty-town some of the fastest- 
flowing and cleanest streets in all of 
Baghdad. 

His acolyte, Ali al-Rawawi, age 23, is 
the “mayor” of Gayera, a district of 
200,000 people, and responsible for a 
workers’ committee that is repairing six 
telephone exchanges. Another theologi- 
cal student helped stage elections for a 
new executive for the artists’ union. The 
union then signed an agreement to staff 
the clerics’ television channel, once they 
can get an outside broadcast unit looted 
from the Information Ministry to work. 
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of Mesopotamian culture. They took three 
days to make good on a pledge, delivered 
to Mr George, to dispatch a protective 
force. Now some American officials are in- 
sinuating that the museum staff handed 
the premises over to Iraqi troops, who 
used them as a defensive position. 

Matthew Bogdanos, a New York homi- 
cide prosecutor who has been carrying out 
an inquiry, attributes American slowness 
to the fact that the museum had been 
turned into a “combat zone”. In a report he 
put out this week, Mr Bogdanos said that 
the area around the museum was secured 
by a tank platoon only after “fierce fight- 
ing”. Not fierce enough, it would seem, to 
deter the dozens of journalists who 
greeted the tanks as they hove into view. 

Mr Bogdanos claims to seek the lost 
treasures, not scalps. But his insinuation 
that keys to important rooms in the mu- 
seum were removed from a director’s safe 
seems designed to suggest an inside job. In 
his report, he notes that his efforts to re- 
cover lost items have been hampered by 
the links between the museum staff and 
the Baath Party, and by the museum’s in- 
complete record-keeping system. 

Mr George, whose good English and 
personable manner make him the mu- 
seum’s public face, endeavours to answer 
such allegations. His assertion that the mu- 
seum’s archive is adequate and complete 
is endorsed by foreign colleagues. He 
maintains that the safe was opened by a 
safebreaker, whose keys were found on 
the premises. For the foreign archaeolo- 
gists who now throng the museum, the 
idea that their colleagues could have col- 
luded in its desecration is too appalling to 
contemplate. They tend to take a relaxed 
view of the Baathist credentials of Mr 
George and the head of the antiquities 
board, Jabir Khalil Ibrahim; no one in a se- 
nior position, they say, was unqualified. 

Since the looting, nine works of art 
from the public galleries, and hundreds >» 





Donny George (right) and returned beauty 
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more from the stores, have been returned, 
many from repentant locals. That still 
leaves a lot of missing artefacts, and Mr 
George fears that the finest pieces may 
have already left the country. 

And what has happened, or is happen- 
ing, to museums and sites outside Bagh- 
dad? On American insistence, the remit of 
a UNESCO mission to the country has 
been severely curtailed. The mission is 
confined to Baghdad and its environs, so 
delegates have not been able to see more 
distant archaeological sites that, local offi- 
cials report, have been severely looted by 
armed gangs. And Mr Cordone has de- 
clined to allow journalists to accompany 
him on a helicopter trip he plans to make 
to some of these plundered sites. @ 


israel and the Palestinians 
Rushing 
backwards 


JERUSALEM 
A wave of suicide bombings could 
sweep aside the road map 


66 TE’RE still on the road to peace,” 
V V George Bush assured the Middle 
East protagonists this week. “It’s just going 
to be a bumpy road.” Mr Bush was tele- 
phoning Israel’s Ariel Sharon and the Pal- 
estinians’ Mahmoud Abbas, on May 20th, 
after five Palestinian suicide bombings in 
three days stalled the new peace effort asit 
took its first tentative steps forward. 

The weekend had appeared to offer a 
frail glimmer of hope. On May 17th Mr 
Sharon and Mr Abbas had their first en- 
counter since Mr Abbas was appointed 
Palestinian prime minister, and Mr Sharon 
planned to fly to Washington the next day 
for talks on the road map with Mr Bush 
and his team. Two hours before the May 
17th meeting, a suicide bomber killed a set- 
tler couple on their way to a synagogue in 
Hebron. Six hours after the meeting, an- 
other bomber blew himself up on a busin 
Jerusalem, killing seven people. Minutes 
later, also in Jerusalem, a third young 
member of the same Hamas cell commit- 
ted suicide by a police road-block. 

Mr Sharon cancelled his Washington 
trip. Next morning, a suicide bomber in 
Gaza attacked an army vehicle, injuring 
three soldiers. In the afternoon, a young 
woman bomber targeted a shopping mall 
in the northern town of Afula. She was 
stopped at the entrance by a security 
guard, who was killed along with two 
shoppers when she set off her charge. 

Israeli intelligence officials gave warn- 
ing that the wave was not over. They ac- 
cused Yasser Arafat, whois still besieged in 
his Ramallah headquarters, of “signalling 
encouragement” to Islamist radicals. The 


Israeli government, arguing that Mr Arafat 
was trying to undermine his own prime 
minister, announced that foreign states- 
men who visited him would not be re- 
ceived by itself. The Palestinian territories 
were Sealed off, and tight closures were re- 
instated around Palestinian towns and vil- 
lages, paralysing all movement. 


Two monologues | 7 

The May 17th meeting produced an agree- 
ment to meet again. Otherwise, the two 
leaders talked past each other. Mr Sharon 
focused exclusively on the Palestinians’ 
duty, under the terms of the road map, to 
curb terrorism. He called on them, as the 
map says, to “immediately undertake visi- 
ble efforts on the ground to arrest, disrupt 
and restrain individuals and groups con- 
ducting and planning violent attacks on Is- 
raelis anywhere.” He offered to withdraw 
troops from Palestinian cities if the Pal- 
estinian Authority was prepared to as- 
sume responsibility for security. 

Mr Abbas dwelt on Mr Sharon’s failure 
to proclaim his unequivocal acceptance of 
the road map, which provides for a provi- 
sional Palestinian state by the end of 2003, 
and a permanent two-state solution by 
2005. Mr Sharon insists that the dismantle- 
ment of Jewish settlements, part of Phase 
I, is “not currently on the agenda”. Mr Ab- 





bas and his security chief, Muhammad 
Dahlan, assured the Israelis that they hada 
security plan and were prepared to con- 
front Hamas and Islamic Jihad—but only 
in the context of a broad and explicit politi- 
cal accommodation. The Palestinian peo- 
ple, they argued, needed to see that coun- 
ter-terrorism measures were part of the 
process leading to their independence. 

To Mr Sharon, and later to Mr Bush on 
the telephone, Mr Abbas urged an end to 
the Israeli badgering of Mr Arafat. It made 
his own domestic political position even 
less tenable, Mr Abbas argued. But Mr 
Sharon has political problems, too. On 
May 19th, 23 of the 40 Likud members of 
parliament signed on to an anti-road-map 
lobby run by the settlers. His coalition, 
which includes two parties to the right of 
the Likud, grows more restless with each 
new bombing. Mr Sharon's aides say that, 
to give Mr Abbas “a chance”, there will be 
no drastic reprisals. But if the attacks keep 
up, that policy may waver. 

Reports from Washington at midweek 
suggested that Mr Bush might move be- 
yond exhortatory phone calls to inviting 
the two leaders to meet him, perhaps as 
early as next week. A flurry of high-profile 
American diplomacy would indeed be the 
only action likely to impress the doubters 
and faint-hearts on both sides. @ 
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A model for Europe? 


BRUSSELS 


Belgium’s peculiar system of national politics is failing to heal ethnic divisions or 


to stem the rise of the xenophobic far-right 


T THE European constitutional conven- 
tion under way in Brussels there is 
much talk of the emergence of a European 
“demos”—a single European people who 
might one day form a genuine polity, com- 
plete with pan-European politicians and 
parties. Last week George Papandreou, 
Greece’s foreign minister, became the lat- 
est European heavyweight to call for the 
direct election of a president of Europe. 

The delegates arguing for the existence 
of a European demos might be a little less 
confident if they read the local newspa- 
pers in Belgium. Forget about Europe; there 
is still no Belgian demos. Linguistic divi- 
sions have proved too powerful to create a 
single political culture even in a small 
country of 10m people—a fact demon- 
strated once again by the Belgian elections 
of May 18th. Indeed, the very term “Bel- 
gian election” is misleading. Two elections 
were held on the same day in the country 
called Belgium, featuring different parties 
and leaders, depending on whether the 
vote was taking place in Dutch-speaking 
Flanders or French-speaking Wallonia. 

In the Flemish election the Liberal 
party led by Guy Verhofstadt (pictured 
above), the Belgian prime minister, won a 
narrow victory ahead of the Flemish so- 
cialists, Christian Democrats and the far- 
right Vlaams Blok. In the francophone 
elections the francophone Socialists 
emerged as the biggest party, just ahead of 


the francophone Liberals. The only genu- 
inely common theme was the Greens’ col- 
lapse—in both Flanders and Wallonia. 

Belgian politics now requires the va- 
rious political parties to form a governing 
coalition. An unstated requirement is that 
the prime minister almost certainly has to 
be Flemish, given that 60% of the popula- 
tion are Dutch-speaking. No Walloon has 
got the top job since the 1970s. So it is all 
but certain that Mr Verhofstadt will con- 
tinue as prime minister, probably at the 
head of a four-party coalition of Liberals 
and Socialists. 

A second term in office will let the boy- 
ish 50-year-old prime minister start work- 
ing on his image as a European elder states- 
man, perhaps with a view to landing a top 
job in the European Union. But further 
years of a Verhofstadt government will 
also underline the extent to which politi- 
cians are hamstrung by the consensual co- 
alition-building ways of Belgian politics. 

When Mr Verhofstadt first emerged on 
the national scene, he was a vigorous and 
unusual proponent of economic liberal- 
ism. He was even nicknamed “Baby 
Thatcher”. Yet, though his political origins 
place him on the centre-right, the need to 
form a coalition with the Socialists means 
that he has had to govern from the centre- 
left. The early Verhofstadt who spoke of 
privatisation and the need to encourage 
entrepreneurs has given way to a prime 
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minister who flirts with the anti-globalisa- 
tion movement and whose liberalism is 
largely expressed through social legisla- 
tion, such as the legalisation of gay mar- 
riage and euthanasia. 

Mr Verhofstadt does have some solid 
economic achievements to his name. The 
national budget has been balanced and a 
start has been made to reduce the Belgian 
state’s awesome national debt. But the 
economic climate is now worsening. Bel- 
gian unemployment has reached 11.6%, up 
by more than 1% since last year, and there 
are big job losses in store in Wallonia’s 
steel industry. That is particularly bad 
news, since unemployment in franco- 
phone cities like Liège and Charleroi al- 
ready runs at around 35%. 


Swollen Blokheads 
Bleaker economic times may help the far- 
right Vlaams Blok, which campaigns 
against immigration and for an indepen- 
dent Flanders. Its share of the vote in Flan- 
ders rose, as it has done in every national 
election since 1981. This time it got nearly 
18%, up from 15% in 1999. The mainstream 
parties will continue their policy of a “cor- 
don sanitaire”, in which all parties agree to 
refuse to form a coalition with the Blok. 
But privately many mainstream politi- 
cians feel the policy is backfiring, since it 
promotes the Blok’s image as anti-estab- 
lishment—thus boosting its popularity. 
That is certainly happening in the party’s 
power base in Antwerp, Belgium’s second 
city, where the entire city council has had 
to resign after a scandal and where ethnic 
tensions are very high between Muslim 
immigrants and the white working-class. 
For the Vlaams Blok the national elections 
of 2003 are just an interlude. Its sights are 
set on the mayoral election in Antwerp in 
2006—which it looks likely to win. m 


Spain’s municipal and regional elections 
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A dry run for next year 


VALENCIA 


The voting is local but the campaign has been a national one 


T’S the Spain you don’t read about, ex- 

ceptin holiday brochures and football re- 
ports: no terrorism except the rare Basque 
bomb, no separatists, no big regional party 
even, no crumbling economy, few huge 
demos, no recent natural or man-made di- 
sasters. Yet it is the “middle Spain” typified 
by Valencia’s 4.2m people and their every- 
day concerns—crime, jobs, housing—that 
will decide the country’s municipal and 
regional elections on May 25th, and quite 
possibly, its future national politics too. 

In theory, these are local elections: for 
town councils in all of Spain, regional as- 
semblies in 13 of the 17 regions. In Galicia, 
the vote will reflect official mishandling of 
last year’s huge oil spill from the sunken 
Prestige tanker; in the Basque region, ETA 
terrorists and the recent ban on their politi- 
cal party; in Aragon, the national water 
plan that will divert some of the Ebro’s am- 
ple flow to the dry south-east; in Catalonia, 
the challenge of local socialists to the pow- 
erful regional party; in the south-east, 
dreams of that much-needed water; in the 
far south, a local scandal or two, or the in- 
flow of illegal migrants, also much needed 
but little loved, from Morocco. Yet in politi- 
cal fact the elections have become a pre- 
lude to next spring’s national election. 

For that, thank José Maria Aznar, prime 
minister since 1996. While keeping that 
post until after the election, he plans to 
step down from his unchallenged leader- 
ship of his People’s Party (PP) this autumn. 
You would not guess it from the vigour of 
his campaigning. A few weeks ago, the PP’s 
prospects looked dim. It had provoked a 
general strike last year with widely dis- 
liked labour-law reforms. The Prestige had 
become a national scandal, hurting Mr Az- 
nar and Galicia’s pp government alike. 
Above all, he had eagerly backed the Iraq 
war, defying 90% of public opinion. 

Yet he has turned the tide, emphasising 
his iron handling of ETA and his contempt 
for Basque or any other regionalism. 
Above all, he asks, do voters want to let a 
“red” coalition—ie, the soft-left Socialist 
Party and the far left—put at risk the econ- 
omic gains of his years of power? In pp-run 
Madrid, polls show a shift putting left and 
right now neck-and-neck. Not so in Valen- 
cia, it too run by the pp. There, the pollsters 
say it should win again. 

One reason is indeed the economy: 
over the past 25 years, the region has seen 
an average of 3% annual growth, well 
above the national average. Another is the 


nature of that economy, heavily domin- 
ated by services. Tourism, based on natu- 
ral resources of sun and sea, has disfigured 
much of the region’s coast, but it also sup- 
plies 12% of regional output. Roads, both 
coastal and inland towards Madrid, have 
much improved. The city of Valencia sees 
itself as Spain’s natural outlet to the Medi- 
terranean, and its port has overtaken that 
of its rival, much bigger Barcelona. 

Agriculture, of course, has lost its old 
significance. But Valencia never had much 
heavy industry, to suffer from global com- 
petition. Old sectors like textiles and shoes 
have naturally shrunk, but ceramics—tiles 
and the like—survives. Today’s big em- 
ployer is a Ford car plant, with 7,000 work- 
ers. But outside the public services, small 
employers dominate all sectors. Hence, in 
part, a weak trade-union movement. 

Other reasons lie in the pp itself. Its 
long-time regional boss, Eduardo Zaplana, 
head of the regional government for seven 
years until 2002, and now minister of la- 
bour in Madrid, was boss indeed, and in 
practice he still is. This is a pretty united 
party, as the local Socialists are not. 

The city itself, 760,000 people in a 
metropolis of some 1.2m, is run—from a 
mayoral seat whose “crystal hall” would 
embellish any royal palace—by one of the 
few PP people Mr Zaplana could not boss 
around: Rita Barbera, mayor since 1991, 
and expecting to stay so. Populist as much 
as PP, she has overseen big changes (some 
planned when we ran the city, say the So- 
cialists—but who cares today?). For glam- 
our, and tourists, Valencia now has a glis- 
tening modern “city of arts and sciences”, 
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including, since December, a splendid 
aquarium. For daily use, it has a modern 
metro, good buses, clean streets, reason- 
able (and restrained) local taxes. It also has 
one notorious slum area, and too little 
low-cost housing; so does every big city in 
Spain. Crime is a big, if exaggerated, public 
worry. Jobs are another, though the unem- 
ployment rate is well below the national 
11.7% average. But this is a visibly well-off 
city, down to the call-girls whose ads fill 
four pages of one local daily paper. 

Not surprisingly, prosperity has helped 
the pp eat into the once sizeable regionalist 
vote; and what's left is now shared by two 
parties, neither of which may get over the 
5% threshold to win any seats at all. That is 
a big bonus in a country where local par- 
ties run three regions and often hold the 
balance of power at that level or at lower 
ones. And, as elsewhere, Valencia’s pp has 
another advantage, say its friends: like his 
views or not, Mr Aznar has a single, na- 
tional message, while the Socialists trim 
from one region to the next. m 


France’s Socialists 


Against change 


PARIS 
At their annual conference, France’s 
Socialists recoil from being radical 


66™P HE Socialists are back!” proclaims 
Francois Hollande, first secretary— 
and therefore official leader—of a party 
that France’s voters swept from govern- 
ment in last summer’s general election, 
having first humiliated the Socialist candi- 
date in the presidential election a few 
weeks before. “From the Congress of Dijon 
we are leaving stronger, more united, more 
determined.” All of which, claimed Mr 
Hollande, as the congress ended on May 
18th, signals “bad news” for France’s cen- 
tre-right president, Jacques Chirac, and his 
prime minister, Jean-Pierre Raffarin. “The 
pendulum is starting to move—and de- 
mocracy is alive again.” 

Really? Restoring party morale with 
three days of rousing speeches is the easy 
bit; winning power “after the terrible April 
21st”, when the Socialists’ candidate was 
knocked out in the first round of the presi- 
dential election by the far-right’s Jean-Ma- 
rie Le Pen, will be the hard part. The big 
question is whether the party should mod- 
ernise itself, taking the same “third way” 
as Britain’s New Labour, or go back to its 
roots, forsaking the liberal economic her- 
esies of Tony Blair and his kind. 

To judge by this week’s gathering, the 
party intends to duck the question. After 
all, the next presidential and general elec- 
tions are not until 2007, and next year’s re- >» 
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> gional and European ones will depend not 
so much on grand ideas as on making the 
party machine run smoothly. Hence a re- 
cruitment drive to add to the party’s 
130,000 members, and an appeal to all 
France’s parties of the left to collaborate in 
their choice of candidates. Does thatimply 
a grand new party of the left to match the 
Union for a Popular Movement (UMP) 
created by the right last year? Mr Hollande 
is coy: “There’s no need to get married in 
order to live happily together.” 

Meanwhile, the Socialists’ tactic is to at- 
tack the government wherever possi- 
ble—on the proposed reform of the pen- 
sion system, on the rise in unemployment, 
and so on. When France’s workers by the 
hundreds of thousands are taking to the 
streets (and a current teachers’ strike is 
threatening to muck up end-of-year ex- 
ams), it makes for easy popularity. Signifi- 
cantly, one of the biggest cheers of the con- 
gress was for the arrival of Bernard 
Thibault, head of the Communist-domin- 
ated CGT trade union. On the eve of the 
congress, two other leading unions had ac- 
cepted the government's pension reform, 
but the CGT remains opposed, calling for 
yet more street protests before the reform 
goes before parliament next month. 

The trouble with attacking the govern- 
ment on every front is that this smacks of 
what one Communist parliamentarian 
terms “the Socialist Party’s endemic op- 
portunism”. A similar charge comes from 
the CFDT, one of the union groups that 
have agreed to the pension reform. Instead 
of taking the easy route leftwards, it ar- 
gues, the Socialists should adopt “a social- 
democratic policy”. 

In the Socialist Party’s language that 
means following the ideas of Dominique 
Strauss-Kahn and Laurent Fabius, both of 
them finance ministers in the government 
that Lionel Jospin led to defeat last year, 
and both of them undeclared rivals for the 
presidential race in 2007. Mr Strauss-Kahn 
says his party has already chosen a reform- 
ist, modernising route. In the run-up to the 
congress the party rallied around the mod- 
erate Mr Hollande and consigned old- 
guard Socialists such as Henri Emmanuelli 
and Jean-Luc Mélenchon to the margins. 
Yet Mr Strauss-Kahn’s speech at the con- 
gress was greeted with politeness rather 
than enthusiasm, despite his impassioned 
appeals for social justice and equality. 

Mr Fabius got a much warmer recep- 
tion for eloquently defending the secular 
state and attacking such overt forms of reli- 
gious identity in public institutions as the 
headscarf for Muslim schoolgirls. But this, 
too, smacks of opportunism. The wearing 
of headscarves has resurfaced as a politi- 
cal controversy with the government- 
backed establishment last month of a 
French Council of the Muslim Religion—a 
body that has turned out to be dominated 
by traditionalists and fundamentalists. 





Hollande is still a bit flat 


In the short run, it makes political sense 
for Mr Hollande to embarrass the govern- 
ment by siding with the strikers. It makes 
sense, too, to stress the traditional values 
of the left in order to forge a common front 
on the left. Whether it will make sense for 
next year’s elections or for those in 2007 is 
less certain. Bernard Kouchner, who was 
health minister in Mr Jospin’s govern- 
ment, is unconvinced. He said that the So- 
cialists’ own proposals for pension reform 
were designed only to “dazzle the eyes”, 
and that their choice of strategy at Dijon 
boiled down to “a resistance to change”. m 


European defence 


Ready, or not 


Europe’s not-so-rapid-reaction force 


ODERN warfare, as military theorists 

have observed, is increasingly “vir- 
tual”—fought from a distance (by America, 
at least) and transmuted through televi- 
sion cameras. This week the European Un- 
ion outdid even the futuristic Americans, 
announcing the creation of a virtual army, 
which exists mainly in the minds of enthu- 
siastic politicians. 

After the Kosovo conflict had yet again 
illustrated Europe’s military reliance on 
America, the Eu set itself a goal: to be able 
to deploy, by 2003, up to 60,000 troops, 
within 60 days, and sustain them in action 
for up to a year. This ambition is the main- 
stay of Europe’s effort to develop some col- 
lective military clout. The force is sup- 
posed to act when NATO chooses not to, 
and to be capable of the full range of “Pe- 
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tersberg tasks”, a set of possible (mostly 
humanitarian) missions agreed upon at a 
German hotel of that name in 1992. On 
May 19th, Yiannos Papantoniou, defence 
minister of Greece (which holds the Eu’s 
rotating presidency), duly declared that 
Europe’s army was now ready for action; 
and that this was “a great day, an historic 
day for the European Union”. 

Not everyone was quite so sanguine. 
Geoff Hoon, Britain’s defence minister, 
pooped the party, pointing out that it had 
taken Britain 70 days to deploy 45,000 
troops to Iraq, and that there is alot more to 
do if the EU’s goal is to be met. Javier So- 
lana, the Union’s foreign-policy chief, said 
itneeded to be done urgently. 

The trouble is not the troops them- 
selves: the force is not a standing army, 
waiting for its orders in barracks in Brus- 
sels, but an ad hoc coalition of suitable 
components. The trouble is the shortfalls 
in equipment which, despite years of min- 
isterial talk about remedying them (and 
the possibility of borrowing some things 
from NATO), remain serious. The British 
are particularly worried about inadequate 
stocks of “smart” bombs, air-to-air refuell- 
ing capabilities, surveillance equipment 
and heavy-lift transport aircraft. The un- 
derlying problem is the reluctance of Euro- 
pean governments to put their money 
where Mr Papantoniou’s mouth is (in 
terms of both procurement and research) 
and duplication in what they do spend. 
Several governments this week blamed 
their predicament on the Eu’s Maastricht 
rules that govern public spending. 

In practice, say the British, this means 
that the EU would struggle to perform the 
tasks at the tougher end of the Petersberg 
scale. As Daniel Keohane of the Centre for 
European Reform, a London think-tank, 
puts it, Europe “is ready for peacekeeping 
but not for peacemaking or war-fighting”. 
The Eu recently took on a Lilliputian 
peacekeeping role in Macedonia, and it 
may yet be able to take over the much big- 
ger job in Bosnia from NATO next year. But 
it would probably not be able, for instance, 
to intervene on its own to stop war in the 
Congo. “The thing is a total mess,” says Sir 
Tim Garden, a former British air marshal. 

And even if the force were ready in 
practice as well as in theory, would Eu- 
rope’s politicians be ready for it? When 
and how Europe should act indepen- 
dently of America and NATO, and how 
gung-ho it should be, are questions that 
will stay contentious even after the Iraqi 
hatchet has been buried, though Poland’s 
request this week for NATO to help withits 
peacekeeping in Iraq may help to speed 
that process. Even those Petersberg tasks 
are open to interpretation. 

Mr Solana is working on a new Euro- 
pean security doctrine to resolve such is- 
sues. He shouldn’t count on the rapid-reac- 
tion force just yet. W 
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The euro zone 


Not so easy to join 


PRAGUE 
A good week for the euro, but less good 
for countries wanting to adoptit soon 


S THE euro was hitting four-year highs 
gainst the dollar, Pedro Solbes, the 
European Union’s monetary-affairs com- 
missioner, was telling the ten countries 
waiting to join the EU in 2004 that they 
will find their next challenge, qualifying 
for euro-zone entry, tougher than they 
have been expecting. 

Most of the EU newcomers have said 
they want to adopt the euro quickly. They 
know that as one precondition for doing 
so they will have to keep their national cur- 
rencies stable against the euro for at least 
two years after joining the Ev. But they ex- 
pected “stable” to mean keeping a cur- 
rency within a band of 15% on either side 
of a central rate against the euro. Wrong, 
said Mr Solbes. Euro-zone finance minis- 
ters will insist on a 2.25% band, he said—a 
much trickier proposition. The Ev is, in ef- 
fect, beefing up its signals to the accession 
countries that they should worry more 
about restructuring their economies and 
less about rushing to join the euro, which 
they are obliged to do sooner or later. 

As it happens, some of the accession 
countries are starting to agree. They see 
how painful it will be to comply quickly 
with another rule of the euro-zone, the ob- 
ligation to keep national budget deficits 
within 3% of GDP. Even some established 
euro-zone economies such as France and 
Germany are finding the deficit rule too 
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strict, though they invented it. It will be 
more demanding still for some of the ac- 
cession countries, struggling to meet big 
social obligations and revamp antiquated 
infrastructure inherited from communist 
times. Hungary’s deficit hit 9.5% of GDP 
last year, a figure the IMF called “startling”. 

Goldman Sachs, an American bank, 
says it detects “increasing underlying po- 
litical weakness” in some accession coun- 
tries when it comes to tackling big deficits, 
leading to delays in adopting the euro. Itno 
longer expects Poland and Hungary to join 
by 2007, its previous scenario. 

The accession countries worry that un- 
til they join the euro-zone their borrowing 
costs will be higher, their currencies more 
vulnerable to attack, and their political 
heft diminished within the EU. But their 
preparations to join the Union remain 
firmly on course. A referendum in Slovakia 
on EU accession produced a 92% yes vote 
last weekend. Poles vote on June 7th and 
8th. They too are likely to say yes, but an- 
alysts fear a turnout below 50%, which 
will mean the final decision must be taken, 
less gloriously, by the parliament. m 


Swiss referendums 
Turning yellow at 
the edges 


GENEVA 
The Swiss are still green-minded—but 
wary of becoming extravagantly so 


N THE 1980s, the otherwise conservative 

Swiss cut a pioneering dash towards 
greenery. They imposed what were then 
Europe’s toughest anti-pollution rules on 
cars. Recycling bottles and putting cans, 
batteries and vegetable waste in separate 
containers became a way of life earlier 
than for most Europeans. In some cantons 
you have to pay stamps for bin bags to dis- 
courage too much rubbish from being 
thrown away. 

In a referendum in 1990, voters en- 
dorsed a ten-year freeze on the building of 
new nuclear-power plants. Four years 
later, the Swiss defied their government by 
banishing heavy trucks from Alpine high- 
ways. This annoyed Switzerland’s Euro- 
pean Union neighbours, by making them 
switch a lot of their transalpine freight to 
trains by the middle of this decade. 

However, judging by the results of a 
batch of referendums on May 18th, the 
green ardour of the Swiss may be waning. 
Several verdant proposals were turned 
down-one for a new moratorium on 
building nuclear plants, another for the 
eventual total phasing-out of nuclear 
power, and a third for car-free Sundays 
four times a year. 

Indeed, the mood may even swing the 
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Í How green are you? 
Swiss referendum results, % of valid votes 


Question Yes No 


Should we try out car-free Sundays 37 —ss«62 
four times a year? 


REET REE HEH EERE EEE EERE EERE HEHEHE EERE HERE HEED 


Should we renew the present 42 58 
moratorium on building 
nuclear-power facilities? 


SERRE EEE HEE EEE EMER HEHEHE EEE HEHEHE EEE HEHEHE HEE EHS 


Should we eventually shut down 34 66 
nuclear-power plants and use 
alternative energy sources? 


Sources: IFES; Swiss parliament; swisspolitics.org 


other way. A road lobby is drawing up a 
referendum proposal to bore another hole 
alongside the existing St Gotthard road 
tunnel. That, say its backers, would double 
the road-tunnel capacity and unblock the 
frequent traffic jams on the main motor- 
way through the Swiss Alps. 

In the 1980s, the Swiss had plenty of re- 
minders of the fragility of their surround- 
ings. Acid rain hurt their forests. The Cher- 
nobyl nuclear accident in Ukraine put a 
radioactive cloud over Switzerland. But in 
those days the Swiss felt they could afford 
to fend off threats to their environment. 
Now their economy is stagnant. Ending all 
nuclear power (which provides 37% of 
Swiss electricity) and making symbolic 
gestures, such as occasionally giving mo- 
torways over to cyclists, now seems a little 
extravagant. 

Still, Switzerland’s mainstream parties 
have all been forced to become fairly 
green-minded—and are likely to remain so. 
The country’s four-party government had 
few qualms about signing the Kyoto Proto- 
col on climate change in 1998. The Swiss 
have accepted curbs on carbon-dioxide 
emissions. The country’s small Green 
Party has gained ground in elections to 
parliaments in Switzerland’s cantons, 
which have the biggest impact on every- 
day lives. A study by the GfS research insti- 
tute in Berne this month found that 70% of 
the Swiss want their public authorities to 
keep up their spending on the environ- 
ment. It is just that they don’t want to be 
bossed around by what they deem to be 





green zealots getting above themselves. m 
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With France galloping on apart, relations with America will not easily be repaired 





66r HE standard-bearer of great collective ideals: the rights of 

man, the nation-state, the spirit of conquest, the eman- 
cipation of peoples and countries.” George Bush might regard 
that as an apt description of America’s role in Iraq—apart, obvi- 
ously, from “collective” and “spirit of conquest”. Actually, it is a 
description of Napoleon by none other than Dominique de Vil- 
lepin, the French foreign minister, in a best-selling book on the 
French emperor. As a diplomat Mr de Villepin has become fam- 
ous for his claim to internationalism, and his denunciation of 
war. But as an author he is a romantic nationalist, not at-all 
averse to exporting liberty by force of arms. 

In the wake of the American-led liberation of Iraq, Mr de 
Villepin’s intellectual defences look as shaky as France’s di- 
plomacy. But his pride and nationalism are a consistent thread 
in both his thinking and his policy. He continues to argue with 
fierce passion, whatever the audience, that the positions France 
took in the run-up to the war in Iraq were completely justified. 
And the French government remains grimly confident that 
American policy in the Middle East is more likely to foster terro- 
rism than to suppress it. “The Americans have lit a match in a 
room full of gas,” is the verdict of a senior official. , 

Such views make it highly unlikely, unless there is a regime 
change in Paris, that the United States and France will enjoy any 
swift reconciliation. It is true that, in the short run, diplomatic 
fixes may be found. It looks likely, for instance, that the two sides 
will be able to agree to anew UN Security Council resolution on 
post-war Iraq, lifting sanctions and defining the roles of the UN 
and the coalition forces. Presidents Chirac and Bush may try to 
smile together for the cameras at next month’s G8 summit in 
France. But do not be taken in. All the ingredients for continuing 
ill-feeling between the two countries remain: personal bitterness 
between their leading figures, deep suspicion of each other’s 
motives, a genuine philosophical division, and a steady supply 
of controversial issues to aggravate the problem. 

The ill-feeling is likely to endure for quite a time. The Ameri- 
cans argue that the French government was perfectly within its 
rights to disagree with that of the United States but that it crossed 
the line between ally and adversary when Mr de Villepin trav- 
elled to Africa to rally opposition to the United States at the UN. 
And other episodes still rankle. Take, for example, Mr de Ville- 


pin’s initial refusal to say that he wanted the coalition to win the 
war; or an opinion poll which showed that a quarter of the 
French people actually wanted Saddam Hussein to win it. The 
French, for their part, regard American diplomacy in the ap- 
proach to the conflict as dishonest and reckless, concentrating 
mendaciously on weapons of mass destruction, when all the 
time determined to go to war simply to change the regime. 

Behind the name-calling is a serious division of philosophy 
and policy. The French still insist that the UN is the only source 
of legitimacy for armed conflict or for international recognition 
of a government. Senior American officials, however, do not ac- 
cept that the UN can have a veto over when the United States can 
use military force. They add that the ultimate legitimacy of a 
new Iraqi government—or of any government—flows not from 
the UN but from the consent of the country’s own people. The 
two countries also differ profoundly over the war on terrorism. 
France tells the Americans that they rely too much on military 
force, that they are naively optimistic about their ability to build 
democracies in the Middle East and dangerously insensitive to 
the feelings of people in the region. The Americans respond that 
France is too ready to tolerate rotten and dangerous regimes in 
the name of stability and international consensus. 

This philosophical gap leads to clear divisions on policy. The 
French are very keen to get their troops involved in peacekeeping 
operations in Iraq under a UN umbrella and openly sneer at the 
capabilities of some countries in America’s coalition of the will- 
ing. But the Americans laugh off the idea that they need French 
expertise to sort out Iraq. Nor are they rushing to extend an invi- 
tation, fearing it would just reintroduce the pre-war diplomatic 
conflicts into the post-war job of reconstruction. 

A new gap may soon emerge over the other two countries in 
Mr Bush’s “axis of evil”, Iran and North Korea. Concerns about 
North Korea’s nuclear capacity have already been well aired. 
Worries about Iran may well go fast up the agenda when the In- 
ternational Atomic Energy Agency issues a report next month. In 
neither case is America promoting war. But in both cases it may 
want tougher and quicker action than the French may stomach. 


It’s getting lonely in Paris 

And what of the other Europeans? If France is to avoid becoming 
miserably isolated in its prolonged stand-off with America, it 
needs support from its European Union partners. But the pros- 
pect of that is not looking rosy. Within the enlarged Eu of 25 
countries that will come into being next year, a clear Atlanticist 
majority prevails. Germany, France’s key European ally over 
Iraq (and many other issues), shares many French misgivings 
about America, but is much less keen to risk a prolonged con- 
frontation. The French comfort themselves that, in the long run, 
the EU may move in their direction. Public-opinion polls, across 
Europe “old” and “new”, showed opposition to the war in Iraq 
and considerable hostility to the United States. If that trend per- 
sists—and especially if the United States takes further controver- 
sial action over North Korea or Iran—the number of countries 
willing to swallow the idea that the EU should be a counter- 
weight to America may rise. 

For the moment, however, it is looking pretty lonely in the 
French foreign ministry. That may not worry Mr de Villepin. In 
his book on Napoleon he quotes approvingly a dictum of 
Georges Clemenceau, France’s leader in the first world war, that 
“our country advances only through crisis and in tragedy.” m 
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The 1936 Auto Union Grand prix Race 
Car Type C. One of the first cars 
where the engine is located behind 
the driver, as it is still found in F1 
cars today 
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Justice and the constitution 





Wigs on the warpath 


The home secretary’s battle with the judges is good news 


AVID BLUNKETT, the home secretary, 

is known as a man with a short fuse. 
His hostility to lawyers is famous and his 
disagreements with the Lord Chancellor, 
Lord Irvine, legendary and loud. But his at- 
tack on the judiciary for seeking to under- 
mine the will of Parliament goes well be- 
yond an ill-tempered personal spat. 

The deterioration inthe relationship 
was evident this week as Parliament de- 
bated the governmentť’s criminal justice 
bill, which includes several measures that 
worry judges as well as civil libertarians. It 
allows for greater disclosure of defen- 
dants’ prior convictions and takes away 
some of judges’ freedom to set jail terms 
for murderers. The Lord Chief Justice, Lord 
Woolf, in a restrained rebuke to Mr Blun- 
kett, said judges were “concerned by the 
tone and content of the debate”. 

Tensions between home secretaries 
and the judiciary are hardly new. In the 
1990s, judges overturned many decisions 
made by Michael Howard, a Conservative 
home secretary. But some new factors 
have sharpened the hostility between the 
judiciary and the government. 

The immediate cause of the row is a se- 
ries of defeats for the government on asy- 
lum and terrorist cases. The Home Office 
was, for instance, ruled to have acted ille- 
gally in denying benefits to six Afghan ref- 
ugees because they had failed to apply for 


asylum at the port of entry. Mr Blunkett 
was furious. “Frankly,” he said, “I am fed 
up with having to deal with a situation 
where Parliament debates issues and the 
judges overturn them.” When the lower 
court’s decision was upheld by the Court 
of Appeal, the home secretary’s bluster 
quickly evaporated. But within days he re- 
turned to the attack, claiming that judges 
were “seeking to undo acts of Parliament”. 

The legal profession is outraged. Sir Oli- 
ver Popplewell, a recently retired High 
Court judge, who is therefore free to speak 
his mind, described an article by Mr Blun- 
kett as “whining” and politicians as “con- 
trol freaks”. Lord Alexander, the chairman 
of Justice, a legal pressure group, com- 
plains that Mr Blunkett is engaged in “a 
dangerous and subversive attack” aimed 
at diminishing respect for judges. Describ- 
ing the home secretary as “a populist hard- 
liner”, Lord Alexander says he is threaten- 
ing the balance of the constitution. 

But this row is not just about a few 
embarrassing cases: it is about a shift in 
power from the executive to the judiciary, 
manifested mainly in the growth of judi- 
cial review. The incidence of these cases, 
in which the courts examine the legality 
and fairness of government actions, has 
increased over 30 years from just over 100 
a year to more than 4,000. In a recent case, 
for instance, a man who was jailed for 
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eight years after being wrongfully con; 
victed of the robbery of a Post Office van 
secured £50,000 in compensation only 
after taking the Home Office to court. In an- 
other, the courts upheld the rights of pris- 
oners to have access to the media so that 
they could campaign to have their convic- 


"tions overturned. 


Why is there so much more judicial re- 
view these days? Partly because there are 
sO many more intrusive laws and restric- 
tions; partly because people and busi- 
nesses are increasingly willing to assert 
their rights; partly because there are more 
single-issue pressure-groups around will- 
ing to back such actions. 

Politics may have something to do with 
it. There seems to be more judicial review 
when governments have big majorities. 
That may be because judges take it upon 
themselves to constrain the power of an 
Overweening executive, or because gov- 
ernments unconstrained by strong opposi- 
tions are more likely to pass bad laws. 

But it is the government itself which 
has done most to encourage the growth of 
judicial review. The incorporation of thé 
European Convention of Human Rights 
(ECHR), a sort of Bill of Rights, into British 
law in 1998 allowed judges to declare any 
law incompatible with the ECHR—a ruling 
that in practice requires the government to 
amend the law. 

As a result, says Mr Blunkett, judges 
“routinely rewrite laws that Parliament 
have passed”. That’s an exaggeration. So 
far the judiciary has used its new powers 
with restraint, as indicated by Lord Woolf, 
who has said that “a degree of conserva- 
tism is a virtue” in dealing with applica- 
tions for judicial review. Only about a 
quarter of applications under the human- 


» 


rights legislation have been upheld, and in >» 





> only four out of more than 400 human- 
rights cases since the act came into force 
have the courts declared British law to be 
incompatible with the ECHR. Yet the ECHR 
plays a partin a trend which is having a big 
impact on the way government works at 
all levels. 

Is this growing judicial activism a good 
thing? Not unequivocally. There are costs: 
judicial review leads to more paperwork, 
for instance, because civil servants have to 
be increasingly sure that they have fol- 
lowed procedures precisely as laid down 
in the statute. Failure to follow procedure is 
the main reason why the government 
loses judicial-review cases. 

But for those, like this newspaper, who 
think that the British constitution (or lack 
of it) endows the executive with too much 
power, this new judicial activism is a wel- 
come development. Britain’s judiciary is a 
pale shadow of that in countries with writ- 
ten constitutions, such as America, where 
the Supreme Court constantly scrutinises 
the actions of the executive and the legisla- 
ture in the light of the constitution. But the 
growing assertiveness of Britain’s judges is 
an indication that things are moving in the 
right direction. The crosser Mr Blunkett 
gets, the better. m 





Business and the euro 


Cooling 


Businessmen have become wary about 
joining the euro 


E BLEW hot, he blew cold. In a speech 

to business leaders this week, Gordon 
Brown said that euro membership could 
bring benefits to Britain. But the chancellor 
of the exchequer also insisted that he 
would not take risks with Britain’s hard- 
won economic stability. That’s code for a 
verdict of “not yet” when he finally 


presents on June 9th the Treasury’s assess- 


ment of the five tests for joining the euro. 

But suppose Mr Brown had surprised 
his audience at the Confederation of Brit- 
ish Industry’s annual dinner by declaring 
that the verdict was yes, Britain could now 
join the euro. How would business leaders 
have reacted? 

Six years ago, when the first assessment 
of the tests was made, they would have 
been rapturous. In 1997, the CBI was 
gung-ho for early membership. So, too, 


was the Engineering Employers’ Federa- 
tion, whose members trade extensively 
with Europe. The cpt and the EEF articu- 
late the views of bigger businesses and 
manufacturing exporters. But the British 
Chambers of Commerce (Bcc), which rep- 
resents smaller, more domestically ori- 
ented firms, was also in favour of joining 
the euro. 

Since then, however, much of that early 
enthusiasm has evaporated. The cpi’s 
stance changed markedly three years ago 
when Digby Jones replaced Adair Turner, a 
euro-enthusiast, as director-general. Mr 
Jones stopped promoting the euro cause 
and made clear that the cpr would wait for 
the government to make its own mind up. 
When Sir John Egan became cBi president 
a year ago, he said that business opinion 
on the euro had swung from being broadly 
in favour to being broadly neutral. Unlike 
the previous three presidents since 1996, 
Sir John is a euro-sceptic. 

The scc also changed its policy to a 
neutral stance after a poll of its membersin 
2000 revealed no more than a wafer-thin 
majority in favour of joining the euro. A 
more recent survey, published in January, 
revealed even greater scepticism. Only 35% 
thought that Britain should adopt the sin- 
gle currency as soon as possible. Even if 
the five tests were met, 49% said that Brit- 
ain should wait and see how the euro de- 
veloped before making a decision. 

Businessmen accept that joining the 
euro is likely to boost inward investment 
and business competitiveness. But 63% of 
the Bcc members said the government 
would be weakened in its ability to man- 
age the British economy. And they had 
other worries: 68% thought it would lead » 
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> to more regulation and 54% believed the War aftermath 


tax burden would be higher. 

The EEF agrees that joining the euro 
rightnow would bea bad idea. It wants the 
verdict on June 9th to put an end to con- 
tinuing speculation about an early referen- 
dum, with any further decision postponed 
for four-to-five years. This stance reflects 
the fact that 55% of its members backed a 
“wait and see” approach when polled re- 
cently. They are especially concerned 
about the poor performance of the euro 
area and the encroachment of European 
regulations in social and employment 
law. Increasingly, engineering firms are 
looking to other parts of the world for 
growth opportunities. 

The most important single reason for 
the change of mood among businessmen 
is that Britain seems to be making a better 
job of managing its economy. “We have 
now demonstrated that we can live out- 
side the euro in terms of macro-economic 
stability,” says Ian McCafferty, the CBI’s 
chief economic adviser. In his speech on 
May 20th, Mr Brown made another 
pointed reference to the “credibility and re- 
silience” of the economic-policy regime 
“built around the Bank of England”. 

The ebbing of business support for 
joining the euro is an important reason 
why hopes of early membership are likely 
to prove illusory. Public opinion remains 
consistently hostile by a margin of two-to- 
one to joining the euro. Britain in Europe, a 
pro-euro lobby, published a pamphlet this 
week arguing that “winning from behind” 
was possible provided that a broad co- 
alition of support could be mustered. 
Maybe: except that the most crucial ally in 
such a coalition—business—is no longer 
prepared to report for duty. m 


Culture in Birmingham 


High baltitude 


BIRMINGHAM 
Culture and creativity are black and 
brown these days 


N JUNE 4th, one British city will be 
named European Capital of Culture 
2008, and five others will be disappointed. 
Birmingham is pretty confident that it 
won't be in the second group. The city al- 
ready boasts a fine symphony orchestra, 
several decent museums, and a respect- 
able quantity of splashy architecture. Most 
importantly, Birmingham has a secret 
weapon, developed a few years ago by a 
group of restaurateurs: a type of curry 
known as balti. 
In the most literal sense, balti is food 
cooked over high heat in a small wok. But 
the dish has a poetic and metaphorical 
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Currying favour in Birmingham 


force that extends well beyond the curry 
house. Last year, Birmingham’s former 
“poet laureate” (itis the only city in Britain 
which appoints its own) Roi Kwabena 
celebrated the city’s “cuisines galore/carni- 
vals in the shadow of public art/an entire 
district dedicated to balti”. Birmingham’s 
boosters say the cuisine represents the city 
at its best. Just as balti combines Pakistani 
and West Midlands culinary traditions, 
they explain, so the city incorporates dif- 
ferent cultures in a creative and harmoni- 
ous whole. They even fed some to the Cap- 
ital of Culture assessment panel, to make 
sure they got the message. 

The competition has seen a lot of talk 
like this. Liverpool and Bristol, two other 
cities that are stillin the running for the cul- 
tural accolade, have touted their history as 
“world cities” (centres of the slave trade, 
sneer the Brummies). Last month, Liver- 
pool threatened its citizens with the loss of 
the prize if they elected a BNP councillor. It 
is all very different from 1990, when Glas- 
gow claimed the City of Culture title on the 
basis of its museums and administrative 
expertise. But diversity is de rigueur these 
days. On May 27th, Demos, a think tank, 
will unveil a “Boho Britain Creativity In- 
dex”, which ranks 40 British cities accord- 
ing to their ethnic diversity, proportion of 
gays, and patents per capita. According to 
these criteria, Birmingham is the 8th most 
creative city in Britain. 

None of this seems to hold much ap- 
peal in Lozells, where many of Birming- 
ham’s black and Asian residents live. The 
area has escaped the propaganda blizzard 
that has enveloped the city centre, and 
questions about the Capital of Culture bid 
are met with blank looks. One young black 
woman pauses in the midst of buying pak- 
oras to offer the heretical suggestion that 
the city has quite enough culture as it is. 
Aliur Wahid, manager of the Bangladeshi 
Youth Forum, says that “the people who 
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The trouble with heroes 


be EROING,” wrote the comedian 

Will Rogers, “is one of the shor- 
test-lived professions.” So it seems for 
Lieutenant-Colonel Tim Collins. He 
was taken up by the media at the begin- 
ning of the war in Iraq, partly for an el- 
oquent speech that had him widely 
compared to Shakespeare’s Henry V, 
and partly for his cigar-chewing Bran- 
doesque good looks. Now he is being 
investigated for alleged war crimes: the 
Army is said to be looking into claims 
that Colonel Collins has breached the 
Geneva Convention in a number of 
ways, including by pistol-whipping an 
Iraqi civic leader. 

If Colonel Collins turns out to have 
behaved less than impeccably, it would 
not be the first time that fine words and 
inspiring leadership went with rough 
deeds. Shakespeare understood that: he 
had Henry cry, “Let every soldier kill 
his prisoners,”—a line that most mod- 
ern interpretations of the play omit. 





Smoking gun 


come through these doors don’t know 
much about it. But they should—they are 
being used to promote the city’s bid.” 
Birmingham’s civic boosters furiously 
deny that they are using ethnic minorities 
as a window-dressing for their campaign— 
which, if successful, is unlikely to send 
tourists flocking to Lozells. They can talk 
up a storm about how the notion of cul- 
ture has been expanded to take in more 
than museums. And they earnestly hope 
that the Capital of Culture folks agree, al- 
though, as Stephen Hetherington, the 
manager of the bid, admits, it’s not clear 
what criteria the assessors are using, or 
even whether the government will pay 
any attention to them. “They might simply 
go for the most marginal constituency,” he 
says. “That, by the way, is Birmingham.” m 


Bagehot | The ties that do bind 


Tony Blair and Gordon Brown can’t go on like this 





T BBC is currently airing a programme called “TIl Show 
Them Who’s Boss”. In it, Gerry Robinson, the former chair- 
man of Granada, pushes his nose into the affairs of a number of 
family-run firms. The common theme is that of complex and 
fractious relationships interfering with the interests of the busi- 
ness. The lesson Mr Robinson, a charming fellow but a ruth- 
lessly clear thinker, draws each week is that these enterprises 
will fail unless there is some agreement about who is in charge. 
Of course, his advice is rarely taken. The insight of a rational out- 
sider is the last thing any of those involved wants to hear. 

Have Tony Blair and Gordon Brown reached a similar point 
in their relationship? If the open factional warfare that has bro- 
ken out over the decision on whether to hold a referendum on 
joining the euro is anything to go by, it may be too late for any 
Robinson-style counselling. After a brief rapprochement in 
March, when the chancellor threw his weight behind behind the 
prime minister over Iraq, it has apparently been back to business 
as dysfunctionally normal. Only worse. 

It was entirely predictable that, once the war was over, the 
euro would take centre stage, thanks to the government's self- 
imposed deadline to pronounce on the five tests by June. It was 
equally predictable that, in the run-up to what Mr Blair has fool- 
ishly described as the most important decision the government 
would take, the media would focus on the struggle between the 
chancellor and the prime minister over whether the prospect of 
holding a euro referendum can possibly be resurrected before 
the next election. 

But although this has been played out in the newspapers and 
the television studios as high political drama, there has been 
something slightly contrived about the whole thing. One side 
characterises Mr Brown as the sturdy guardian of Britain’s econ- 
omic interest, protecting the nation from Mr Blair’s besotted 
Europhilia. The other portrays Mr Brown’s hostility to the euro 
as part of an unrelenting campaign to undermine Mr Blair until 
the prime minister finally decides to throw in the towel and 
hand over to Mr Brown. 

None of this, naturally, comes from either Mr Brown or Mr 
Blair. Their camp-followers feed it to journalists who, in the ab- 
sence of any real suspense over the actual decision, are grateful 
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for anything to liven up the story. Certainly, there is some seri- 
ous political arm-wrestling going on between the chancellor and 
the prime minister. But the deliberate exaggeration of the differ- 
ences between the two men has reached a point at which it both 
poisons their already strained relationship and creates real peril 
for the government. 

Both men understand the danger, but have no idea what to 
do about it. At the end of last week, they took the unusual step of 
issuing a joint declaration insisting that they were in complete 
agreement over the euro. The reaction was incredulous laughter. 
After Gordon Brown made a largely positive speech to the CBI 
this week about the need for an outward-looking and flexible 
Europe, the pro-euro camp, which has become increasingly hys- 
terical ahead of the announcement on June 9th, accused him of 
adding a sixth and potentially insuperable economic test to the 
five existing ones. 

While these attempts to calm things down have been ig- 
nored, a wild speech by Peter Mandelson, a former minister and 
confidant of Mr Blair, is taken seriously. He accused the chancel- 
lor of being “politically obsessed” and having “out-manoeu- 
vred” the prime minister at “incalculable” cost to the country 
and the New Labour “project”. Never mind that Number 10 
speedily, and in brutal terms, rubbished what Mr Mandelson 
had said: the effect was as if the words had been Mr Blair’s own. 

There are real tensions and disagreements over real issues be- 
tween Mr Blair and Mr Brown. Yet deep down both men under- 
stand what their excitable supporters do not: there is no escape 
from their marriage. Were Mr Blair to push Mr Brown into quit- 
ting the government-say by threatening to move him to the For- 
eign Office—rather than finding himself liberated to do all the 
things he wants, he would face a rebellious rabble with Mr 
Brown at its head. Meanwhile, Mr Brown is these days in danger 
of becoming the champion of both the Labour left and the anti- 
European Tory press: a strange political base for the party’s arch- 
moderniser. 


Let’s work together 

Personal ambition apart, the truth is that the things that divide 
the prime minister and the chancellor are not nearly as great as 
their rival camps like to pretend. The notion that Mr Blair wants 
to push Britain into the euro regardless of the economic risks de- 
fies belief. The idea that Mr Brown is a driven Europhobe is just 
as implausible. They may not have quite the same view about 
the balance of risk of between staying out and going in, but in 
the short term Mr Blair has accepted that he is bound by the 
chancellor’s judgment, and in the longer term both want to 
move on from the looming “not yet” verdict. This week the sup- 
posedly Eurosceptic chancellor said he looked forward to “unit- 
ing around a pro-European consensus”. But unless something 
changes, the chances of that are remote. 

Dealing with each other is difficult, but not impossible. Their 
real problem is holding back their loyal but destructive follow- 
ers. What Mr Blair and Mr Brown need is some kind of road map 
(to borrow a term from a different conflict) that clearly defines 
the things both men want to achieve and how they intend to 
work together for the next four or five years. And, above all, they 
must communicate it to their supporters and demonstrate their 
commitment to it by word and deed. After the last few days, they 
don’t need Gerry Robinson to tell them that things can’t go on 
like this. m 
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Executive pay 


Have fat cats had their day? 


LONDON AND NEW YORK 


British and American shareholders have begun what looks increasingly like a 
sustained revolt against excessive executive pay 


UTSIDE the QE2 conference centre in 

London, where GlaxoSmithKline 
(GSK) heldits annual meeting on May 19th, 
there were activists protesting at the firm’s 
drug-pricing policies in poor countries. In- 
side, two old ladies (one cosily covered in 
animal hair) complained, at some length, 
about the firm’s treatment of beagles. Yet 
for most of GsK’s shareholders this week, 
there was only one topic of real impor- 
tance: the severance arrangements of the 
firm’s gallic, magnificently haughty boss, 
Jean-Pierre “J-P” Garnier. 

Those arrangements, estimated to be 
worth $35.7m to Mr Garnier should he de- 
part prematurely, have put Gskina bitof a 
spot. Under new rules, shareholders in 
Britain get to vote each year on their firm’s 
executive-pay plans. Gsk’s shareholders 
promptly voted against management. This 
has left the firm’s hapless board trying to 
balance shareholders’ ire against its con- 
tractual obligations to Mr Garnier. The 
chairman, Sir Christopher Hogg, promised 
a full review of Gsxk’s pay policies even as 
Mr Garnier was hinting that he and his 
lawyers might dig in. 

It seems certain that the Gsk vote will 
go down in history as a landmark in cor- 
porate governance. Some British activists 
think it may mark the moment when Brit- 
ish capitalism decided to stop converging 
with its American counterpart—Mr Gar- 
nier’s pay package was like that of a typical 
American boss, not a British one. It might 


also mark the moment when shareholders 
in British companies finally realised that 
they could not rely only on the separation 
of chairman and chief executive to keep 
management on its toes, and had to do the 
job themselves. But in this era of globalisa- 
tion, a purely British conclusion may be 
too narrow—after all, over half of Gsx’s 
sales come from America and Mr Garnier 
spends more time in America than in Brit- 
ain. The really striking fact is that the GSK 
vote is part of adetermined new campaign 
by shareholders on both sides of the Atlan- 
tic to tackle how firms pay bosses. 

This new assertiveness has several 
causes. In the wake of scandals and other 
corporate disasters in America and Eu- 
rope—from Enron to Marconi—investors 
want evidence that boards have begun to 
take their duties to shareholders more seri- 
ously. In Britain, the National Association 
of Pension Funds has stiffened the resolve 
of its members. Spurred on by their Gsk 
triumph, British activists may turn their at- 
tention to HSBC, Tesco and IC1. In America 
this year, investors submitted hundreds of 
shareholder resolutions for a vote at an- 
nual meetings, asking that management 
change executive-pay practices. For the 
first time, many of these resolutions— 
which, as in Britain, are not binding on 
management~—are being passed. Now, in- 
vestors want to see evidence of the sort of 
spine in the boardroom that might have 
prevented the worst excesses of the late 
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1990s. Executive pay, says Bill Patterson, 
the head of corporate governance at AFL- 
CIO, a trade-union group, “has become the 
litmus test for corporate reform.” 

There is an emerging consensus (ex- 
cept, it seems, in corporate boardrooms) 
that pay in the 1990s contributed to—and 
perhaps sometimes caused—undesirable 
or even destructive behaviour. Sharehold- 
ers increasingly accept that the rot was not 
in a few bad apples but throughout the en- 
tire system—maybe including themselves. 
Even mutual funds, says Mr Patterson, 
which usually toady up to firms to protect 
corporate pension-fund business, have 
been voting against management on exec- 
utive-pay issues this year. 

Exhibit A is just the sort of severance ar- 
rangement that Mr Garnier’s lawyers ex- 
tracted from GSK’s supine board. The 
boss’s pay is meant to help align his inter- 
ests with those of shareholders. Yet, in 
what has become standard practice, if in 
America more than Britain, GSK was pro- 
posing to heap lavish rewards on Mr Gar- 
nier in the event that it decided to sack 
him. A survey of firms in America’s S&P 
500 index by The Corporate Library, a 
watchdog website, found that, during 
2001-02, American chief executives on av- 
erage negotiated severance arrangements 
worth a stunning $16.5m apiece. 


Taking the pulse 

At best, such “golden parachutes” (along 
with golden handshakes, golden bungees 
and other happinesses) reward the boss 
merely for showing up and leaving: “pay 
for pulse”, as it has become known in 
America. Unsurprisingly, golden para- 
chutes have become a particular focus of 
shareholder ire in America this year. At 
Tyco, Hewlett-Packard, United Technol- 
ogies, Alcoa, Union Pacific, Raytheon, Veri- 
zon and Delta Air Lines, a majority of in- >> 
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> vestors have voted in favour of resolutions 
asking firms to submit extra-generous sev- 
erance deals to a shareholder vote. 

American shareholders, in particular, 
are gunning for fixed-price share options 
(whose strike price is set at the then market 
price, and which are thus, unlike “perfor- 
mance-based” options, in the money as 
soon as a firm’s share price begins to rise). 
They reckon that managers have boosted 
the short-term performance of their firm 
(fiddling the accounts to pull profits from 
the future, and so on), watched the share 
price climb, and cashed in their options, of- 
ten leaving the firm a wreck. 

This year, for the first time, TIAA-CREF, 
a big fund manager, has focused its gover- 
nance efforts on curtailing the use of such 
options—as well as trying to get them prop- 
erly accounted for—drawing up a list of 
50-60 firms at which it thinks fixed-price 
options are being most abused. Of these, 
TIAA-CREF had words with 25 and filed 
resolutions at ten; seven of them were 
withdrawn after the firms “took steps”. 
The resolutions asked firms to use more 
performance-based options, so that 
bosses no longer get rewarded by a general 
rise in the stockmarket. They also asked 
that, once options are exercised, bosses be 
made to hold on to their shares for longer, 
encouraging a longer-term focus. At two 
firms—sBC Communications and Siebel— 
the matter came to a vote. TIAA-CREF’S 
resolution won a respectable 35% of votes 
at SBC. 

Because in both Britain and America 
such votes are not binding, cynics have 
predicted that the shareholder revolt will 
soon fizzle out. Do not bet on it. If share- 
holders judge that boards remain deaf to 
their worries, they may start to attack 
individual directors, especially those who 
sit on compensation committees (called 
remuneration committees in Britain). 
Some British institutions are agitating for a 
boardroom shake-up at GSK. Mr Patterson 
says that, if boards fail to act, AFL-CIO will 
start running campaigns against individ- 
ual directors, pressing for their removal. 

Other plans are afoot. Britain’s Labour 
government may have dropped plans to 
outlaw excessive payoffs to departing di- 
rectors, but it faces growing pressure to in- 
crease the ability of shareholders to con- 
trol management. America’s Securities 
and Exchange Commission has begun 
what, to bosses at least, must look like a 
worryingly open-ended inquiry into 
America’s proxy-voting rules. Under con- 
sideration: whether to make shareholder 
resolutions binding, or even, horror of 
horrors, to allow shareholders to put for- 
ward their own candidates as board direc- 
tors without an expensive “proxy contest”. 
The mere thought of an election in which 
there are more than hand-picked-by-the- 
boss candidates must surely be concentrat- 
ing afew minds in the boardroom. m 


24i 
ERT è 
Ad, 


Vaccines 


Shot in the arm 


The vaccine business is booming 


DECADE ago, Paul Drayson was best 

known as the man who invented 
“Scooples”, a crispy bread that helped to- 
make his fortune. This week, Mr Drayson’s 
claim to fame is the sale of PowderJect, a 
British vaccines company he co-founded 
in 1993. Subject to shareholder approval, 
PowderJect will be acquired by Chiron, an 
American rival, for £542m ($890m), a 
whopping 31% premium over its average 
share price during the three months to the 
end of April. 

Mr Drayson’s move from basic biscuits 
to high-tech medicine is mirrored in the 
vaccine industry itself. In the 1980s, vac- 
cines were the poor relations of pharma- 
ceuticals—low-tech, low-margin products 
sold mainly to government agencies to 
help them fight childhood disease. But the 
same biotechnology which has trans- 
formed other drugmaking has also al- 
lowed vaccine-makers to combat new dis- 
eases and create higher-margin vaccines 
(such as for hepatitis B) for adult consum- 
ers willing to pay out of their own pockets. 

Mother Nature is also giving vaccine- 
makers a boost. Ageing populations in the 
rich world are increasingly offered flu vac- 
cines by governments keen to keep health- 
care bills low: together, Chiron and Pow- 
derJect become the second-biggest sup- 
plier in this $1 billion market. The 
emergence of novel infectious diseases 
also means new opportunities for vaccine 
firms: Chiron, for example, has already 
started work on a vaccine against SARS. 

Fear of bioterrorism is also helping. 
Since 2000, Acambis, a British vaccine 
firm, has secured $771m in contracts from 
the American government to supply it 
with smallpox vaccine. PowderJect, for its 
part, won a £32m order from the British 
government to do the same, a deal subject 
to keen scrutiny since Mr Drayson is also a 
prominent contributor to the Labour 
party. After an official inquiry, the contract 
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Global vaccine sales, $bn 
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was deemed above board, and now Pow- 
derject is waiting to hear whether it has 
won another big government order. All in 
all, reckons Amber Gibson, an analyst 
with Datamonitor, global vaccine sales 
have more than doubled since 1999 and 
are likely tò grow by around 10% a year on 
average until 2010. 

That said, vaccine-making is ‘an expen- 
sive, complicated and time-consuming 
business. It costs roughly $400m to bring a 
new product to market, and years of test- 
ing to ensure its safety. Even so, several 
vaccines have been withdrawn because of 
side-effects. Uncertainty about likely fu- 
ture demand, particularly in the case of 
bioterrorism, can be great, discouraging in- 
vestment in innovation. Lingering con- 
troversies in some countries over links be- 
tween, say, a combination vaccine for 
measles, mumps and rubella, and autism, 
excite public fears. Even though an indus- 
try-wide product-liability fund has been 
set up, in America the fear of lawsuits is 
constant. Manufacture can be tricky, and 
capacity in short supply. A big attraction of 
PowderJect to Chiron, aside from its re- 
search, is its manufacturing operations in 
Britain and Sweden. 

No wonder vaccine-making is increas- 
ingly in the hands of big firms: between 
them, GlaxoSmithKline, Aventis Pasteur, 
Wyeth, Merck and the soon-to-be-en- 
larged Chiron control more than 80% of 
the market. PowderJect itself was the pro- 
duct of several mergers; will it be the last 
for its new owner? W 


European takeovers 


Reform’s last gasp 


PARIS 


Will the latest blocking of a takeover 
directive wreck the entire initiative? 


ROPEAN commissioners often have 
to puton a brave face. Part of their job is 
to cajole and charm national politicians 
into signing up to new Europe-wide pro- 
jects or rules, and they do not always suc- 
ceed. Pity then Frits Bolkestein, the com- 
missioner in charge of the single market. 
On May 19th, his latest effort to introduce a 
directive on corporate takeovers was sty- 
mied by what amounted to pork-barrel 
politics. He put on a brave face, but must 
have been utterly dismayed. It is quite 
likely that the directive is dead. The effort 
to create it has lasted some 14 years. 

The fate of the directive reveals the fail- 
ings of Europe’s business-reform pro- 
gramme. A previous directive almost be- 
came law in 2001, but fell at the final 
hurdle in the European parliament after 
the Germans withdrew their support. The >> 
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> Germans were back in opposition this 
time, joined by the Scandinavians and 
British. Officially, a decision on the direc- 
tive is postponed. In reality, there is un- 
likely to be further progress. 

What motivates the opposition? The 
Germans fear that they might lose control 
of their big industries. Vodafone's hostile 
takeover of Mannesmann in 2000 scared 


corporate Germany witless. Scandina- 


vians dislike the directive’s one-share-one- 
vote principle. That betrays the influence 
of family dynasties, such as Sweden’s Wal- 
lenbergs, who rely on multiple voting 
rights to keep control of their empires. And 
there is also festering frustration directed 
at the Commission because it has several 
times intervened on competition grounds 
to stop the formation of Nordic champi- 
ons, most notably in banking. 

But why on earth was Britain among 
the blockers? Here is where the pork comes 
in. Britain is fighting hard against a direc- 
tive that would give more rights to tempo- 
rary workers. Itsided with the Germans on 
takeovers in return for support on that 
other front. Ironically, on May 20th, Gor- 
don Brown, Britain’s chancellor, gave a 
speech in which he said that he wanted 
Britain to play a much bigger role in liberal- 
ising the European economy and encour- 
aging competition. Mr Bolkestein might re- 
mind him of that next time he presents the 
takeover directive, if there is a next time. 

Lawyers in Brussels admit to a growing, 
general unease about the future of the sin- 
gle-market project. Liberalisation of the 
energy market is still delayed, thanks 
mostly to French intransigence. Financial- 
services reform is stuttering. Yet the Com- 
mission seems reluctant to use its full pow- 
ers to force the pace. It has had some suc- 
cesses—a recent court ruling against golden 
shares, for example—but these have had 
only a limited impact. 





Monti practises his brave face 


WorldCom 
Crime pays 


NEW YORK 


Business 57 


Yet more ways for shareholders to recoup their losses in America 


OR the biggest fraud in accounting 

history, the biggest fine. On May 19th, 
MCI, formerly known as WorldCom, an- 
nounced that it had agreed with the Se- 
curities and Exchange Commission to 
settle an investigation into its accounting 
for a staggering $1.51 billion. As the firm 
is in the bankruptcy court, the sEc will 
enter its claim along with WorldCom’s 
other creditors, and will get only 30 
cents or so on the dollar. Even so, the © 
$500m that is bound for a new SEc “in- 
vestor-restitution fund” is by far the big- 
gest fine ever levied on a non-financial 
firm. The next biggest, $10m from Xerox, 
does not even come close. 

Such a victory is handy for the SEC, 
which has been criticised for its sup- 
posed inaction after various accounting 
scandals. But the fine also draws atten- 
tion to new rules, passed with the Sar- 
banes-Oxley act last year, which make it 
easier for shareholders to recover money 
from bankrupt firms. As this disturbs the 
ranking of creditors (which usually has 


Another area where there is ongoing 
trouble is in merger control. To general ap- 
proval late last year, Mario Monti, the com- 
petition commissioner, announced im- 
portant procedural reforms after a series of 
decisions by his department suffered 
embarrassing rebuffs in court. Those re- 
forms have not yet been implemented. 
Worse, a proposal for new merger guide- 
lines proved so garbled in its central defini- 
tions that it had to be withdrawn. A re- 
placementis expected in a few weeks. 

The Commission’s perceived weak- 
ness is encouraging bolder moves against 
it. Festival, an Italian cruise-ship operator, 
has issued proceedings aimed at overturn- 
ing the merger of rivals Carnival and P&O 
Princess. The Commission approved the 
deal in February, but Festival says that the 
merger was not scrutinised properly. 

General Electric (GE), a huge American 
conglomerate that was controversially 
frustrated in its effort to merge with 
Honeywell in 2001, is also back in the fray. 
The Commission’s decision to block the 
Honeywell deal is subject to appeal, al- 
though thatis moving only slowly to court. 
But GE wants to buy Instrumentarium, a 
Finnish medical-equipment maker. After 
objections from Philips, a Dutch rival, the 
Commission began a review last month. It 
is too early to know whether another 
cross-border spat is looming, but perhaps 
Mr Monti should practise putting on his 
own brave face. Justin case. E 


shareholders, as the “residual-risk tak- 
ers”, at the bottom of the heap) on 
which America’s capital markets are 
built, the consequences of such a de- 
velopment are not yet fully understood. 
Sarbanes-Oxley has made it far 
harder for firms to get private securities- 
fraud claims thrown out by the bank- 
ruptcy courts, as they used to do rou- 
tinely. At a guess, says Rick Tilton, the 
boss of Greenacre Asset Advisors, a 
bankruptcy specialist, assorted lawsuits 
hanging over MCI may cost the reorgan- 
ised firm $2 billion in payments to share- 
holders: a handsome settlement, but not 
big enough for the parasite to kill the 
host. Thus, together with the $500m that 
the sec has extracted, shareholders 
could recover $2.5 billion. Other bank- 
rupt firms, such as Enron and Adelphia, — 
face a similar situation. This may please 
the crowd, but there is a cost: bank lend- 
ers and bond investors (especially those, 
like Mr Tilton, who specialise in dis- 
tressed debt) may soon raise their prices. 


China's oil companies 


Drilling for the 
Party 


HONG KONG 
China wants more energy 


HERE is today only one industry in 

which the Chinese are showing up all 
over the world as buyers: oil. This week, 
China National Petroleum Corporation 
(CNPC), the largest of China’s three state- 
controlled producers—and better known 
under the name of its listed subsidiary, Pe- 
troChina—announced a deal in Sudan to 
double its output at a refinery there and to 
build a pipeline to a port. In April, CNPC 
increased its investments in Indonesia and 
got permission from Russia to build a pipe- 
line from Siberia to China. This follows 
other recent deals in Venezuela, Peru, Can- 
ada, Thailand, Myanmar, Turkmenistan, 
Azerbaijan and Oman. 

The other two Chinese producers are 
also busy. Last week, CNOOC, the small- 
est of the three but the main offshore pro- 
ducer, said that it will buy a stake in Austra- 
lia’s largest gas field. This follows a 
set-back last week in Kazakhstan’s part of 
the Caspian Sea. Both cnooc and China 
Petroleum & Chemical Corporation, also 


known as Sinopec, China’s second-largest >» 
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> producer, had hoped to buy stakes from 
the current owner, Britain’s BG Group, but 
were pre-empted by western heavy- 
weights including Exxon Mobil, Royal 
Dutch/Shell, Eni and TotalFinaElf. 

This Chinese buying spree owes much 
to the politics of China’s industrialisation. 
The Communist Party deems it necessary 
to maintain GDP growth of at least 7% a 
year to avoid social unrest and assure its 
own survival. Disruptions such as that 
caused by the sars outbreak only make it 
more paranoid. So the Party wants to se- 
cure adequate supplies of energy. 

China’s own reserves, most notably at 
its huge Daqing oil field in the north-east, 
are slowly running out. Since 1993, when 
China became a net importer, its reliance 
on foreign oil has increased steadily. The 
International Energy Agency estimates 
that netimports could triple during this de- 
cade to more than 4m barrels a day. More- 
over, over half of China’s imports cur- 
rently come from the Middle East and 
seem, in Beijing, worryingly exposed to 
the whims of China’s biggest potential 
strategic rival, America. Hence the urgency 
of diversifying to other sources of supply. 

Each of the three firms under the gov- 
ernment’s control has spun off a subsid- 
iary and listed some of the shares—be- 
tween 10% and 30%—on stock exchanges 


Cigarettes 


in Hong Kong and New York. Alongside 
those in China’s telecoms operators, these 
shares have become international bell- 
wethers for the Chinese market as a 
whole. In April, it became known that 
Warren Buffett, a revered American inves- 
tor who usually avoids emerging markets, 
has built up a stake in PetroChina. 

The success of these listed firms—and 
thus the proper treatment of their minor- 
ity shareholders—is itself part of govern- 
ment strategy. China wants to complete its 
transition from a planned to a market 
economy, and thus feels it must prove that 
it can turn rusty state-owned enterprises 
into modern, competitive companies. 
Both PetroChina and Sinopec used to be 
welfare organisations that operated 
schools, housing, hospitals and play- 
grounds for their staff, in addition to refin- 
eries. (CNOOC, which is younger and has 
few assets on dry land, had an easier start.) 
These remnants of Maoism were carefully 
separated from the listed firms. Nonethe- 
less, all three constantly have to assuage in- 
vestor concerns that political pressures 
could override shareholder value. 

Minority shareholders are certain to 
pay close attention to the terms on which 
the three firms conduct their buying 
sprees, including the extent to which trans- 
actions by the parents are ring-fenced from 


Puffed up or stubbed out? 


Good news and bad for Big Tobacco 


Fo Big Tobacco May 21st brought 
mixed news—although, as rising 
share prices confirmed, the good news 
far outweighed the bad. The merchants 
of death celebrated after a Florida ap- 
peals court overturned an earlier judg- 
ment awarding $145 billion to plaintiffs 
in a class action suit against five tobacco 
firms. The court dismissed the class, say- 
ing that its sheer variety of complaints 
made it unsuitable for such treatment. 

Earlier, the 192 member states of the 
World Health Organisation voted unani- 
mously to pass the Framework Conven- 
tion on Tobacco Control, the first 
international treaty to clamp down on 
tobacco consumption. Among its many 
measures, the new treaty obliges govern- 
ments to prohibit advertising, as far as 
their constitutions permit, as well as re- 
quiring at least 30% of any tobacco pro- 
duct’s packaging to be given over to 
health warnings. It also encourages 
countries to set cigarette taxes at a level 
that will discourage smoking. 

Industry analysts are divided as to 
the treaty’s likely effect on Big Tobacco. 
Martin Feldman at Merrill Lynch be- 
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lieves that, if enough developing coun- 
tries (which now account for roughly 
75% of the world’s cigarette market) 
choose to enforce the treaty strongly, 
then cigarette consumption will eventu- 
ally falter as it has done in the rich 
world. But Jonathan Fell, at Morgan 
Stanley, says that gradual and uneven 
implementation means that it may be a 
long time, if ever, before the treaty af- 
fects the leading firms—though it may 
eventually drive smaller players to the 
wall if the advertising ban deprives 
them of the, er, oxygen of publicity. 
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the listed subsidiaries, and whether the 
prices are appropriate. A more funda- 
mental debate over strategy is also over- 
due. China’s rulers, weaned on dogmas of 
self-sufficiency, assume that owning over- 
seas assets is safer than buying from world 
markets at prices that fluctuate, says Ar- 
thur Kroeber, an editor at the China Econ- 
omic Quarterly, a research publication. In 
time, they may discover that running pipe- 
lines in exotic places can be just as risky. m 


Low-cost airlines 
Cheap and 
cheerful 


Despite aviation’s worst slump, the 
world is full of new airlines 


N LATE October, a new airline, Air Ara- 

bia, will start flights from Sharjah in the 
United Arab Emirates; its principal des- 
tinations will include Baghdad and Teh- 
ran. It will start with only a couple of 
leased Airbuses, but has big ideas about 
becoming the Middle Eastern equivalent 
of easyJet, the leading European low-cost 
carrier (LCC). The essence of the easyJet 
low-cost model is frequent flights to main- 
stream airports. In this way, it appeals to 
cost-conscious business travellers as well 
as bargain-hunting leisure travellers. 

Air Arabia is no solitary venture. No 
fewer than 15 airline entrepreneurs want 
permission to start airlines in Iraq itself. 
Starting a new airline anywhere might 
seem crazy when the industry is losing bil- 
lions—even easyJet lost £48m ($76m) in its 
latest half-year. But numerous new air- 
lines are also taking off in Europe and Asia. 
According to Keith McMullan of Aviation 
Economics, a London consultancy, there 
are two main reasons: cheap assets and 
profitable role models to follow. 

With about 1,800 unwanted planes 
parked in the Arizona desert, aircraft are 
cheap. Airbus narrow-body A320s, ideal 
for low-cost carriers, are in plentiful supply 
as the European manufacturer has not cut 
production, unlike Boeing. So A320s are 
available for only about $150,000 a 
month, compared with $350,000 nor- 
mally. But the role models are equally im- 
portant. “Europeans have seen the success 
of a handful of tccs in America, led by 
Southwest Airlines, JetBlue and AirTran,” 
says Chris Avery of J.P. Morgan. “There is a 
window of opportunity for newcomers 
before Ryanair and easyJet become so big 
they cannot be challenged.” 

Despite an intensely competitive mar- 
ket, German tour operators are moving 
into low-cost airlines. Michael Frenzel, 
chief executive of TUI, Europe’s biggest 
holiday company, boasted to the World »» 
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> Travel and Tourism Council’s conference motives influence its commissioning deci- 


last week that his LCC, called Hapag-Lloyd 
Express, has doubled its fleet and hopes to 
carry 2m passengers this year. He, perhaps 
unwisely, is not worried that his tcc will 
cannibalise Tu1’s traditional charter-pack- 
age business, already hit by weak book- 
ings and reporting heavy losses this week. 

The tcc phenomenon has also spread 
to Asia. Virgin Blue (part-owned by Sir 
Richard Branson) has won 30% of the Aus- 
tralian market since it launched in 2000, 
and is planning to start serving Pacific is- 
lands such as Fiji. Air Asia is also consider- 
ing expanding from its Malaysian domes- 
tic market. The region has other new LCC 
carriers such as Air Mekong in Cambodia, 
Air Paradise in Bali, and even Air New Zea- 
land, which has re-emerged from near- 
bankruptcy as an LCC. 

As these carriers fly longer distances 
than their European counterparts they 
could show the limits of the tcc model. 
LCGs’ cost edge comes from cheap, flexible 
labour and fast turn-arounds at airports. 
But the longer the flight, the more that costs 
such as fuel matter. Aircraft also take lon- 
ger to clean up and turn round after an 
eight-hour flight. Airlines such as Laker 
Airways in the 1980s and CityBird in the 
late 1990s tried to combine long-haul and 
low-cost and failed. But, with Southwest 
and JetBlue thriving flying coast-to-coast in 
America, that may not be inevitable. = 


Selling the BBC abroad 
No sex please, 
we re American 


The Beeb’s strange commercial triumph 


ANNY to British broadcasting and 
guardian of upmarket Tv, the BBC 
was last week celebrating the sale of raun- 
chy entertainment to America. At the “up- 
front” market, when the networks unveil 
their autumn schedules to advertisers, 
NBC Said that it had snapped up “Cou- 
pling”, a BBC series made by Hartswood 
Films, an independent producer, and a 
possible replacement for NBC’s outgoing 
comedy, “Friends”. In the “Coupling” pi- 
lot, based on BBC scripts but recast and set 
in Chicago, one couple has sex in a lava- 
tory, and one actor wisecracks that “one 
swallow does not a girlfriend make.” 
The BBC regards this achievement with 
a mix of pride and bafflement. When BBC 
America, a cable channel, was launched 
five years ago, says Rupert Gavin, head of 
BBC Worldwide, the corporation’s com- 
mercial arm, “they used to just say ‘bring 
us Monty Python and posh girls in frocks’.” 
Today, the BBC’s surprise American hits 


are not only steamy drama such as “Cou- 
pling”, but the middle-market reality series 
and formats—home decoration (“Trading 
Spaces”), gardening (“Ground Force”), 
fashion (“What Not to Wear”)—for which 
the BBC is so chastised at home. 

This trend raises an awkward issue, 
however. BBC Worldwide, a fully owned 
subsidiary, grew up on the back of maga- 
zine publishing, particularly the Radio 
Times. Although the Bgc is still Britain’s 
third-biggest consumer publisher, the 
business now spreads into TV sales, music, 
DVDS, toys, video games and the like. 
Worldwide’s job is to make money from 
BBC properties that can be ploughed back 
into programme-making for the benefit of 
the British licence-fee payer. With a trea- 
sure chest of famous brands, plus an ar- 
chive library, that sounds simple enough. 

But the Beeb is constrained in a way 
that its purely commercial rivals—from 
Disney to Viacom—are not. Worldwide is 
not supposed to use a cross-subsidy from 
the licence fee to compete unfairly. So ev- 
ery decision is subject to scrutiny by 
squads of in-house lawyers and “fair 
trade” monitors. The effort to observe the 
rules can be clumsy. In the late 1990s, for 
instance, the BBC set up beeb.com, an in- 
ternet site that was meant to make money 
and stand alone from the BBc’s (free) web- 
site. Nobody else understood the distinc- 
tion. Last year, beeb.com was shut down. 

Short of privatising the BBC, which is 
not on the political agenda at least before 
the renewal of its charter in 2006, this orga- 
nisational separation is probably the best 
way for the Beeb to generate commercial 
income. It certainly does a better job of ex- 
ploiting this system than it used to. In the 
year to March 2002, BBC Worldwide’s 
sales reached £660m ($946m), up by 61% 
from 1998, and it returned £106m to the 
BBC, a 41% increase. The BBC’s TV Sales, 
worth £172m, are still tiny compared with 
those of its global rivals. Disney alone 
probably sells about $1 billion of Tv pro- 
grammes a year outside America. Those 
who know Worldwide well say that its 
sales team is not particularly aggressive. 
Yet the BBC’s TV exports were up by 15% in 
the year to March 2002, helped by the 
global roll-out of BBC branded cable and 
satellite channels. Half of Worldwide’s 
revenue now comes from international 
sales, up from a third five years ago. 

The more that BBC Worldwide exports 
globally, however, the trickier its relation- 
ship with the BBC’s public-service arm 
could become. Worldwide is supposed to 
be chiefly a glorified sales house, market- 
ing content dreamt up by free-thinking 
public-service spirits. Any other media 
conglomerate that was making, say, anew 
pre-school children’s Tv series, would first 
build merchandising revenue into the 
business model. In theory, the BBC is not 
supposed to let such naked commercial 


sions. It is meant to work backwards and 
discover, miraculously, that the educa- 
tional new pre-school series it has just de- 
vised—its latest is “The Fimbles” (pictured 
below)—can be transformed into soft toys, 
games and Dvps, and exported. Commer- 
cial rivals say this claim to be above com- 
mercial motivation is preposterous: “I 
guarantee that their ability to sell market- 
able stuff makes them more likely to com- 
mission those sorts of programmes,” says 
one executive at Viacom’s Nickelodeon. 

Mr Gavin insists that the tension be- 
tween the commercial and public-service 
impulses has not led to editorial compro- 
mise. “The Blue Planet”, for instance, a co- 
production with Discovery Communica- 
tions, an American media group, is re- 
garded as a successful blend of quality and 
marketability. The BBC is simply “turning 
British shows into American hits”, as a 
publicity sign in the entrance to World- 
wide’s London HQ puts it—and strictly in 
that order. As for accusations of over-com- 
mercialisation, Mr Gavin sees the issue as 
one of brand protection: he would not 
launch a lads’ mag or a porn channel, nor 
even endorse a garden fork with a BBC gar- 
dening show. Buta soft Fimbles toy, witha 
high “cuddle value”, he says, brings a char- 
acter to life and enhances the brand. 

The limit of acceptable commercialisa- 
tion, though, is hard to define. The BBC 
happily marketed dolls from its children’s 
series “Tweenies” at McDonald’s, a move 
that some considered (God forbid) Disney- 
fication. The BBC insists that its recent suc- 
cess exporting middlebrow entertainment 
will not change the way it commissions 
programmes: blame British taste, not 
American, for such stuff. Just imagine, 
though, what the Beeb might achieve were 
it freed from the shackles of public owner- 
ship to make and sell what it liked. Then 
the Magic Kingdom might really quake. m 
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Available, by chance, at a toyshop near you 
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Face value | The ponytail versus the penguin 


Does Sun’s Jonathan Schwartz have a better strategy than Microsoft’s for surviving the threat of free software? 





OW can you compete with something given away free? That 

has been the question dogging big software firms, above all 
Microsoft, ever since free (“open-source”) programs made it into 
the mainstream—notably Linux, which is now a serious rival to 
costly proprietary operating systems such as Microsoft’s Win- 
dows. It has also been the chief headache for Jonathan Schwartz 
since Sun Microsystems put him in charge of its software busi- 
ness a year ago. Although there has long been speculation that 
Linux might one day kill Windows, Sun has always seemed a 
more plausible, and imminent, victim of free software. But the 
Silicon Valley firm is now fighting back: anew approach, the pro- 
duct of Mr Schwartz’s labours, was unveiled on May 19th. 

Aged 37 and pony-tailed, Mr Schwartz might easily be mis- 
taken for a hacker, or even for one of the Young Turks who de- 
veloped Linux just for the hell of it-though he also shares the 
aggression and feistiness for which his boss, Scott McNealy, is 
well known. He joined Sun in 1996 when it bought his software 
firm, Lighthouse Design. After that, he was the driving force be- 
hind the Liberty Alliance, an industry group developing a rival 
method to Microsoft Passport for securely and easily moving 
personal details around the internet. Seasoned observers of the 
industry are impressed by his grasp of the complicated beast that 
is software. But will even that be enough? 

Ironically, for Sun, in contrast to Microsoft, Linux has been 
less a software than a hardware challenge. Yes, the program is 
free—but many firms use it mainly because it allows them to buy 
cheap servers powered by Intel chips rather than more expen- 
sive Sun boxes. Since Sun’s flagship Solaris operating system and 
Linux are both a variant of Unix, an operating-system standard, 
many applications written for the former can be easily con- 
verted to run on the latter. The result is that Sun is rapidly losing 
market share to makers of Intel-based servers, mainly Dell. 

At first, Sun dismissed this threat. Then it tried to embrace Li- 
nux—offering its own cheap Intel-based servers running the free 
operating system. (Mr McNealy even dressed up as a penguin, 
the Linux mascot, at Sun’s 2002 analyst meeting.) Yet the new 
computers were poorly received. Potential customers doubted 
that Sun was really serious about Intel-based machines. 

So what is Mr Schwartz’s new strategy? In San Francisco this 


week, Sun unveiled two new low-priced servers based on Intel 
chips. It also revealed that Oracle had agreed to make its software 
work on these machines—adding to speculation that Oracle is 
about to buy Sun. But much more significant was a subtle but 
crucial shift in the firm’s Linux strategy: as well as Linux, Sun 
will now also push an Intel-compatible version of Solaris. 

Mr Schwartz may seem to want to have it both ways. But he is 
trying to capitalise on an important trend. Some software users 
have started to realise that even Linux is not as free as it appears: 
for instance, it has to be maintained and upgraded. “Linux is like 
a puppy—in the beginning it’s great, but you also have to take 
care of it,” says Mr Schwartz. He hopes that firms will opt for So- 
laris, because it requires less care. 

Simply put, Mr Schwartz wants to give customers a choice. 
On the one hand, he will offer them an open-source solution, 
which lets them tinker and benefit from the collective brain 
power of volunteer developers. On the other, he will offer a pro- 
prietary option for customers worried about operational costs. 

Contrast this with how Sun’s arch rival is dealing with the Li- 
nux threat. Microsoft executives no longer call open source a 
“cancer” and a “destroyer of intellectual property”, at least in 
public. But, if anything, the firm has become more aggressive in 
competing with Linux. Last week, Microsoft was reported to 
have set up a special fund to pay for deep discounts on sales of 
Windows, to stop governments switching to Linux. “Under NO 
circumstances lose against Linux,” demanded an internal e-mail. 


Restless in Redmond 

Microsoft has also, indirectly, aided a lawsuit that could hurt Li- 
nux. On May 19th, it said that it had licensed the rights to Unix 
technologies from sco Group, a small software firm. Earlier this 
year, SCO sued IBM, which has made a big commitment to Li- 
nux, seeking damages of at least $1 billion for allegedly sharing 
its Unix intellectual property with the Linux community. sco 
also sent a letter to 1,500 of the world’s largest firms, saying that 
they could be liable for their use of Linux. The lawsuit had 
seemed to be a ham-fisted attempt by sco to get itself bought, or 
bought off, by Big Blue. But the deal with Microsoft lends cre- 
dence to sco’s claims and helps it financially to press them. If 
the case (in which, ironically, sco is represented by David Boies, 
who led the antitrust action against Microsoft) drags on, it is 
likely to discourage a growing number of firms from using Linux. 

So which approach is more promising? It is unlikely that dis- 
counts and spreading “fear, uncertainty and doubt” (or FUD in 
geek-speak) will stop Linux—as long as customers see it as a via- 
ble alternative to Windows. Yet with its $46 billion in cash and its 
near monopoly on desktop Pcs, where Linux has made little 
headway, Microsoft seems safe, however daft its Linux strategy. 
(Assuming that trustbusters let the firm follow it—the discounts 
may violate antitrust law, in Europe if not in America.) 

Conversely, Sun may not have the time to see whether its 
way of dealing with Linux works, at least for itself. Such is the 
perceived threat of commoditisation to its franchise that it is 
increasingly seen as a possible takeover target, with Cisco and 
IBM, as well as Oracle, mentioned as possible buyers. 

Whatever Sun’s fate, Mr Schwartz is probably right that the 
software industry will not be taken over by free programs, as 
some geeks would like. The main attraction of open source, as he 
says, is the fact that it is “great for innovation”, not its question- 
able claim to be free. m 


Special report The beauty business 


Pots of promise 


Anindustry driven by sexual instinct will always thrive 


EDIEVAL noblewomen swallowed 

arsenic and dabbed on bats’ blood to 
improve their complexions; 18th-century 
Americans prized the warm urine of 
young boys to erase their freckles; Victor- 
ian ladies removed their ribs to give them- 
selves a wasp waist. The desire to be beau- 
tiful is as old as civilisation, as is the pain 
that it can cause. In his autobiography, 
Charles Darwin noted a “universal pas- 
sion for adornment”, often involving 
“wonderfully great” suffering. 

The pain has not stopped the passion 
from creating a $160 billion-a-year global 
industry, encompassing make-up, skin 
and hair care, fragrances, cosmetic surgery, 
health clubs and diet pills. Americans 
spend more each year on beauty than they 
do on education. Such spending is not 
mere vanity. Being pretty—or just not 
ugly—confers enormous genetic and social 
advantages. Attractive people (both men 
and women) are judged to be more intelli- 
gent and better in bed; they earn more, and 
they are more likely to marry. 

Beauty matters most, though, for re- 
productive success. A study by David Buss, 
an American scientist, logged the mating 
preferences of more than 10,000 people 
across 37 cultures. It found that a woman’s 


physical attractiveness came top or near 
top of every man’s list. Nancy Etcoff, a psy- 
chologist and author of “Survival of the 
Prettiest”, argues that “good looks are a 
woman’s most fungible asset, exchange- 
able for social position, money, even love. 
But, dependent on a body that ages, it is an 
asset that a woman uses or loses.” 

Beauty is something that we recognise 
instinctively. A baby of three months will 
smile longer at a face judged by adults to be 
“attractive”. Such beauty signals health 
and fertility. Long lustrous hair has always 
been asign of good health; mascara makes 
eyes look bigger and younger; blusher and 
red lipstick mimic signs of sexual arousal. 
Whatever the culture, relatively light and 
flawless skin is seen as a testament to both 
youth and health: partly because skin per- 
manently darkens after pregnancy; partly 
because light skin makes it harder to hide 
illness. This has spawned a huge range of 
creams to treat skin in various ways. 

Then again, a curvy body, with big 
breasts and a waist-to-hip ratio of less than 
0.8—Barbie’s is 0.54—shows an ideal stage 
of readiness for conception. Plastic surgery 
to pad breasts or lift buttocks serves to 
make a woman look as though she was in 
her late teens or early 20s: the perfect mate. 
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“Mimicry is the goal of the beauty indus- 
try,” says Ms Etcoff. 

Basic instinct keeps the beauty indus- 
try powerful. In medieval times, recipes 
for homemade cosmetics were kept in the 
kitchen right beside those used to feed the 
family. But it was not until the start of the 
20th century, when mass production coin- 
cided with mass exposure to an idealised 
standard of beauty (through photography, 
magazines and movies) that the industry 
first took off. 


From small roots to big business 

In 1909, Eugene Schueller founded the 
French Harmless Hair Colouring Co, 
which later became L’Oréal—today’s in- 
dustry leader. Two years later, Paul Beiers- 
dorf, a Hamburg pharmacist, developed 
the first cream to bind oil and water. Today, 
it sellsin 150 countries as Nivea, the biggest 
personal-care brand in the world. Around 
the same time, in Tokyo’s upmarket Ginza, 
Arinobu Fukuhara hit on eudermine lo- 
tion—the first Japanese cosmetic based on 
a scientific formula, and the first product 
for the Shiseido company. 

But it was the great rivalry between two 
women in America that made the industry 
what it is today. Elizabeth Arden opened 
the first modern beauty salon in 1910, fol- 
lowed a few years later by Helena Rubin- 
stein, a Polish immigrant. The two took 
cosmetics out of household pots and pans 
and into the modern era. Both thought 
beauty and health were interlinked. They 
combined facials with diets and exercise 
classes in a holistic approach that the in- 
dustry is now returning to. 


Rubinstein considered facelifts (via>> 





> leather straps and electricity) to be as ac- 
ceptable as lipstick, while Arden pio- _ 
neered beauty branding, with her iconic _ 
gold and pink packaging. The two women, 
together with Max Factor (which origi — 


nally produced make-up for actresses), 
built the foundations of modern market- 


ing, bewitching consumers with aggres- _ 
sive tactics such as celebrity endorsements | 
and magazine advertorials. In the 1930s _ 


they were joined by Revion, and after the 
second world war by Estée Lauder. All 
these companies are still around. 

The emerging beauty industry played 
on the fear of looking ugly as much as on 
the pleasure of looking beautiful, drawing 
on the new science of psychology to con- 
vince women that an inferiority complex 
could be cured by a dab of lipstick. Even 
then, ruthlessness and outright quackery 
lurked behind the façade. On launching 


her famous eight-hour cream, developed — 


for her horses, Arden quipped: “I judge a 
woman and a horse by the same criteria: 
legs, head and rear end.” 


Anything but skin-deep 

Analysts at Goldman Sachs estimate that 
the global beauty industry—consisting of 
skin care worth $24 billion; make-up, $18 
billion; $38 billion of hair-care products; 
and $15 billion of perfumes—is growing at 
up to 7% a year, more than twice the rate of 
the developed world’s cpr. The sector's 
market leader, L’Oréal, has had compound 
annual profits growth of 14% for 13 years. 
Sales of Beiersdorf’s Nivea have grown at 
14% a year over the same period. 

This growth is being driven by richer, 
ageing baby-boomers and increased dis- 
cretionary income in the West, and by the 
growing middle classes in developing 
countries. China, Russia and South Korea 
are turning into huge markets. In India, 
sales of anti-ageing creams are growing by 
40% a year, while Brazil has more “Avon 
Ladies” (900,000) than it has men and 
women in its army and navy. Although 
the industry’s customers are predomi- 
nantly women, it is increasingly marketing 
itself to men too. 

The juicy returns are attracting new en- 
trants. The household-goods giants Uni- 
lever and Procter & Gamble (P&G), facing 
maturity in many of their traditional busi- 
nesses, are devoting more resources to 
their beauty divisions--as evidenced by 
P&G's current $6.5 billion offer for Ger- 
many’s Wella, a hair-care company, to bol- 
ster its earlier purchase of Clairol, a hair- 
dye business. Simon Clift, marketing head 
of Unilever’s personal-care businesses (in- 
cluding its big Dove and Sunsilk brands), 
says: “We are a Cinderella, seen as a soap- 
powder company, but we have changed 
our belief about what we do well.” 

Most luxury-goods groups now have 
perfume brands, and many (like Dior, Cha- 
nel and Yves St Laurent) are selling 
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make-up and creams too. LVMH, the big- 
gest luxury-goods group of all, has moved 
into retailing with its Bliss spas and Seph- 
ora shops (which sell make-up). 

At the same time the industry is 
consolidating. Many innovative younger 
brands have been swallowed up by the gi- 
ants. Japan’s Kao boughtJohn Frieda to tap 
into the hair-dye business, one of the fast- 
est-growing segments of the market. And 
in the past five years, LVMH has bought 
Hard Candy and Urban Decay, two funky 
young make-up brands; while Estée Lau- 
der has acquired Stila, mac and Bobbi 
Brown, another collection of up-and-com- 
ing names in make-up. 

Since this burst of transactions, six mul- 
tinationals account for 80% of American 
make-up sales, while eight brands control 
70% of the skin-care market. With its Nivea 
brand, Beiersdorf is one of the few large in- 
dependents left, desired by everyone from 
P&G and Unilever to L’Oréal. 


Science fictions 

Unable to outspend their big new rivals, 
the traditional beauty companies are try- 
ing to out-innovate them, by making even 
more of their scientific credentials. The in- 
dustry is marketing a new category of pro- 
ducts that blurs the line between cosmet- 
ics and non-prescription drugs—so called 
“cosmaceuticals”. L’Oréal’s advertise- 
ments now stress how many product pat- 
ents it has filed. 

The focus on science has led to some 
genuinely new ideas, such as face cloths 
impregnated with cleansers that combine 
surfactant and paper technology. As yet, 
though, most of it is pseudo-science. Shi- 
seido’s recent international launch of its 
new Body Creator skin gel claims that its 
fat-burning pepper and grapefruit oil can 
melt 1.1kg of body fat in a month without 


any need to diet or exercise. At last year’s 
launch in Japan, customers bought a bottle 
_ every 3.75 seconds. 


Avon's chief executive, Andrea Jung, 


A expects Cellu-Sculpt, a new cream that 
Claims to take an inch off your thighs in 
- four weeks, to sell three times as much as 


an ordinary body cream in its first six 
weeks. P&G is also playing the game. It is 
busy plugging the science behind its new- 
est cream, Olay Regenerist, and it has built 
Pantene into the world’s biggest hair-care 
brand on the basis of its “pro-vitamin B” 
ingredient. But a report by Britain’s Which? 
magazine recently pointed out that vita- 
mins need to be ingested to work, and that 
a Pantene shampoo it tested was no better 


than a supermarket’s own brand. 


That is hardly surprising: Jacques- 


Franck Dossin, an analyst at Goldman 
Sachs, says that beauty firms spend just 
2-3% of their sales on research & develop- 


ment—compared with 15% by the pharma- 
ceuticals industry. On the other hand, they 
spend a whopping 20-25% on advertising 
and promotion. Some of that money has 
been well spent. L’Oréal’s “Because I’m 
worth it” tag-line has long been a huge suc- 
cess. And new companies like Pout are at- 
tracting attention with lipsticks labelled 
“Lick my lolly” and “Bite my cherry”. 

Nevertheless, marketing is becoming 
hugely expensive, putting pressure on 
margins. Goldman’s Mr Dossin worries 
that, in response to intensifying compe- 
tition and consolidation, L’Oréal has re- 
cently cranked up its spending on market- 
ing, forcing an advertising war with rivals 
that will end up undermining everyone's 
profitability. Scott Beattie, Elizabeth Ar- 
den's boss, says that its marketing budget, 
which grew by 25% in 2002, will rise by an- 
other 40% this year. Avon plans to hike its 
advertising budget by 50%. 

This competition has left some ex- 
hausted. Revion, once one of the biggest 
make-up brands, has been tottering on the 
edge of bankruptcy. Its current boss, Jack 
Stahl, a former president of Coca-Cola, is 
fighting to get the business back on track. 
Unilever, which is facing slowing growth 
overall, is stranded in no-man’s-land. It 
sold the great Elizabeth Arden brand and 
missed out on the boom in hair colour. 
Critics say it should now sell its remaining 
beauty business to a more focused group, 
such as Elizabeth Arden. Meanwhile P&G, 
seen as the first serious threat to L’Oréal for 
decades, is struggling with its $5 billion ac- 
quisition of Clairol. It has been losing mar- 
ket share at an alarming rate to both the 
French and to Kao’s John Frieda. 

Changes in distribution are also help- 
ing to separate the winners from the losers. 
The only real growth is coming through 
huge grocery chains such as Wal-Mart that 
want to deal with just a handful of big sup- 
pliers. That is good news for P&G and 
L'Oréal (which already gains two-thirds of »» 
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> its revenues from mass retailers). But Estée 
Lauder and Revlon are more dependent on 
unfashionable department stores where 
sales are declining and selling costs are 
high. Estée Lauder’s chief executive, Fred 
Langhammer, bravely preaches the vir- 
tues of department stores: “People will al- 
ways need advice about what skin cream 
to use,” he says. But he is wisely hedging 
his bets by buying fun specialist retailers, 
such as MAC. 


Body rebuilding and refitting 

Two potentially lucrative markets are be- 
ing all but ignored by the traditional 
beauty companies. The first is cosmetic 
surgery, already a $20 billion business, 
which has been growing and innovating 
by leaps and bounds. The number of cos- 
metic procedures have increased in Amer- 
ica by over 220% since 1997. Old favourites, 
such as liposuction, breast implants and 
nose jobs, are being overtaken by botox in- 
jections to freeze the facial muscles that 
cause wrinkles. With the number of these 
up by more than 2,400% since 1997, botox 
injections have become the most common 
procedure of all. 

The newest lines are bottom implants, 
fat inserts to plump up ageing hands, and 
fillers like Restylane and Perlane for facial 
wrinkles. Cosmetic dentistry is also a 
booming business. Jeff Golub, Manhattan 
dentist to stars like Kim Catrall of “Sex and 
the City”, dubs himself a “smile designer”. 
“We are able to create all sorts of illusions,” 
he says. “The smile has become a fashion 
statement.” Tooth whitening is the botox 
of the cosmetic dentistry business. 

What used to be the preserve of ac- 
tresses and celebrities has become safer 


and more affordable. Alan Matarasso, one. 


of America’s leading plastic surgeons, 
says: “Ten years ago you could reconstruct 
a woman’s breasts for $12,000—now it can 
be done for $600.” Drooping prices have 
helped cosmetic surgery to move into the 
mainstream. More than 70% of those who 
come under the knife now earn less than 
$50,000 a year. 

The second big new market is in “well- 
being”’—whole treatment systems that 
cover beauty, exercise and diet, including 
visits to spas, salons and clubs, and hark 
back to the early days of Mesdames Arden 
and Rubinstein. People are increasingly 
seeking natural cures rather than turning 
to chemicals, and an emphasis on being 
fit—not just thin—is growing in popularity. 
The trend is being led by a list of celebri- 
ties. Avon’s boss, Andrea Jung, says mod- 
ern beauty has been “redefined as health, 
self esteem and empowerment.” 

Beauty firms are falling over them- 
selves to sell products with new-age pro- 
mise—Arden has a range of products called 
“Happy”, Avon sells diet bars, and L’Oréal 
owns a few spas. However, it has been left 
largely to entrepreneurs like American cos- 


metic surgeon Stephen Greenberg to offer 
real innovations. His “extreme make-ov- 
ers” combine cosmetic surgery, a personal 
trainer for your body, and an image con- 
sultant for your face and hair. The tradi- 
tional beauty companies have yet to grasp 
the opportunities in these rapidly growing 
and fragmented markets. 


A slap in the face? 

At the same time, the beauty business 
needs to guard against a growing con- 
sumer backlash. Like those facing the to- 
bacco and food industries, this has two ele- 
ments. The first concerns truth in 
advertising. Creams and cosmetics are 
making increasingly extravagant market- 
ing claims. So far, women have been will- 
ing to buy into the illusion. Should that 
change (and there are signs it might), then 
manufacturers expose themselves to po- 
tentially ruinous litigation. 

Second, there is a moral dimension. 
The beauty industry is at a stage where it 
can permanently change a person’s looks. 
Given advances in genetic engineering 
and the competitive drive, a race for 
beauty is conceivable in which people will 
strive to model themselves on some form 
of idealised human being. By selling the 
weapons to win this war, the industry 
may find itself roundly condemned and 
subject to legislation. 

Public handwringing is already evident 
in the case of teenagers indulging in cos- 
metic surgery. In “Branded”, a book on 
marketing to teenagers, Alissa Quart notes 
that in America the number of teenage 
breast implants and liposuctions rose by 
562% between 1994 and 2001. There is a 
cynical marketing phrase for all this: help- 
ing “kids look older younger”. A number 
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of new books have begun to question the 
ethics of marketing beauty products and 
services to adults too. 

Part of the backlash so far is tighter 
regulation. Europe recently passed new la- 
belling and animal-testing laws on cos- 
metics and will soon give the public the 
right to probe how firms create cosmetics. 
This is sure to raise costs for the industry 
worldwide. Much of the concern, how- 
ever, is misdirected. Compared with the 
lead or belladonna that once gave women 
gothic dreamy eyes, today’s lotions are rel- 
atively harmless, and consumers are well 
informed. Cosmetic-surgery techniques 
are improving—liposuction using electri- 
cally vibrating rods, not manual jabbing, 
still sounds horrible, but it is safer. Worries 
about newish procedures such as botox 
look overdone too—the stuff has been 
around for a decade as a medical treat- 
ment. Even silicone breast implants may 
be back on the market soon, after improve- 
ments in technology. 

The fact is that neither moral censure 
nor fears about safety will stop people 
from wanting to look better. The desire is 
too entrenched. An 18th-century British 
law proposing to allow husbands to annul 
marriages to wives who had trapped them 
with “scents, paints, artificial teeth, false 
hair and iron stays”, had no effect on 
women, who continued to clamour for the 
latest French skin creams. During the sec- 
ond world war, the American government 
had to reverse a decision to remove lipstick 
from its list of essential commodities in or- 
der to prevent a rebellion by female war 
workers. The beauty business—the selling 
of “hope in a jar”, as Charles Revson, the 
founder of Revlon, once called it—is as per- 
manent as its effects are ephemeral. m 
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Rainy day for Resona 


TOKYO 


The rescue of Japan’s fifth-biggest bank may be a sign of even worse trouble ahead 


N MAY 17th, Resona, Japan’s fifth-larg- 

est bank, admitted that its capital-ad- 
equacy ratio (ie, its capital divided by its as- 
sets, weighted by risk) had fallen to around 
2%, half the required minimum for domes- 
tic banks. That evening, Junichiro Koizumi, 
the prime minister, agreed to inject public 
money into the bank in order to prevent its 
collapse. Resona, which by early July will 
receive some ¥2 trillion ($17 billion) in re- 
turn for new shares, will in effect be na- 
tionalised: the government will own more 
than half of its equity. 

Resona—created only in March by the 
merger of Asahi Bank and Daiwa Bank, 
troubled recipients of ¥1 trillion of public 
cash between them a few years ago—was 
known to be in a bad way, even by Japa- 
nese standards. Nevertheless, its cry for 
help caught the government off guard. A 
few weeks earlier, the bank had reported a 
capital-adequacy ratio of 6%. 

So what went wrong? Remarkably for 
Japan, where accountants are notoriously 
chummy with their clients, the bank’s au- 
ditors were not convinced by its figures. 
Like many Japanese banks, Resona 
counted a large lump of “deferred tax as- 
sets” in its capital base. These assets— 
created when a bank makes losses, for ex- 
ample by writing off bad loans—material- 
ise only if a bank makes enough taxable 
profit within the next five years to recoup 
the losses. In late April, one of Resona’s 


two auditors, Asahi & Co, disputed the 
bank’s rosy profit forecasts and quit. The 
forecasts would have enabled Resona to 
include ¥700 billion of deferred tax assets 
in its tier-one capital, making up 70% of the 
total, in its accounts for the year to March 
31st. The other auditor, Shin Nihon, Ja- 
pan’s largest accounting firm, got cold feet 
shortly afterwards, and refused to put its 
name to the accounts unless Resona cut its 
deferred tax assets by 40%. 

Japan’s financial regulator, the Finan- 
cial Services Agency (FSA), insists that no 
other big bank has had similar trouble 
with its accountants. This should be borne 
out when the banks publish their results 
on May 26th. Nonetheless, Resona’s trou- 
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bles sent bank shares tumbling, and with 
good reason. Resona is not the only bank 
whose deferred tax assets account for a 
large proportion of its capital base and 
which is making big losses (see chart). As 
long as the outlook for profits remains 
weak, there is a risk that others’ reliance on 
deferred tax assets could be called into 
question in future—say at the end of Sep- 
tember, the next time the banks draw up 
their accounts. With the economy in reces- 
sion, and with deflation showing no signs 
of abating, more and more borrowers are 
getting into trouble. Other lenders may yet 
have to beg for public money. 

The Resona episode has also raised 
questions about the FSA. What is the 
point, asks Yasuhisa Shiozaki, a politician 
in the ruling Liberal Democratic Party, of a 
banking regulator that has to rely on priv- 
ate auditors to check banks’ measurement 
of their capital? The rsa has been promis- 
ing reforms, but so far to little effect. Its 
boss, Heizo Takenaka, the financial-affairs 
minister, tried to introduce a cap on the 
amount of deferred tax assets banks can 
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> last September; but he was beaten back by 
politicians, bankers and even bureaucrats 
within his own ministry. The FSA says a 
committee is discussing stricter rules—but 
admits that it does not know when or if 
they will be implemented. 


Reviving Resona 

Having been taken by surprise, the FSA is 
now trying to explain how it will “revive” 
Resona. It says it will send a13-strong team 
to monitor the bank’s management. Al- 
though the bank has already announced a 
30% wage reduction, among other cost-cut- 
ting measures, it is not clear how much it 
will be forced to change. 

The FSA says it will take a “hands-off” 
approach. It will not even re-evaluate Re- 
sona’s assets—which might reveal a yet 
worse capital position—before pouring in 
public money. Like other banks, Resona 
not only faces the mammoth task of get- 
ting rid of existing bad loans, which the 
FSA has been allowing to build up for 
years, but also has to tackle masses of fresh 
ones as the economy remains feeble. 

The FSA says that Resona will first sepa- 
rate its bad loans from the good. This is 
similar to what the government tried to do 
in 1998 when it nationalised Long-Term 
Credit Bank and Nippon Credit Bank. In 
the event, both banks, which were later 
sold to private investors, were left with 
plenty of duds on their books. Cleaning up 
will be no easier this time around. Many of 
Resona’s borrowers are small and me- 
dium-sized companies that the govern- 
ment has pledged to support. Politicians 
are likely to face a public outcry if many of 
these are sent, as has been suggested, to 
the Resolution and Collection Corpora- 
tion, the state agency for collecting bad 
loans. Tackling Resona’s bigger troubled 


borrowers will hurt other banks, which 
also hold big chunks of their debt. 

Resona may have particular trouble 
dealing with the many quasi-govern- 
mental projects that it helps to finance in 
Osaka in the west of Japan, its home patch. 
These include big waterfront schemes, 
which already have huge capital deficits 
and continue to make big losses. Foreclos- 
ing on these will hurt local governments, 
which are struggling to balance their 
books themselves, as well as generate 
huge losses for other big banks. 

That is why there is a risk that Resona, 
under pressure from politicians, might use 
its public money to forgive a portion of its 
bad debts—and keep undeserving borrow- 
ers alive. A change of management should 
help: but although five of Resona’s direc- 
tors, including its president, have resigned, 
their duties have been taken over by four 
other executives, including two existing 
board members. Shareholders have little 
reason to put pressure on management. 
Beyond some dilution of their shares, they 
have suffered little in the latest debaclé— 
perhaps because the government knows 
that some of them, such as Asahi Mutual, 
an insurer in deep trouble, have problems 
of their own. The rescue of Resona is 
“clearly a transfer from taxpayers to share- 
holders,” says Chris Walker of Credit 
Suisse First Boston in Tokyo. 

Resona’s bail-out, adds Mr Walker, ap- 
pears to be a strenuous effort by the gov- 
ernment to preserve the status quo. As 
such, it does little to solve the problem of 
over-capacity in the banking industry, 
which has seven big banks and hundreds 
of smaller ones. Instead, it hurts those 
banks that are trying to strengthen their 
operations without government help. 
There may be worse to come. m 





Asset management 


European disunion 


A single European market in asset management is still a long way off 


REATING a single European market in 

financial services is proving painful. 
Only the securities markets have a fast- 
track method of tweaking European regu- 
lations, thanks to the recommendations of 
an expert panel headed by Alexandre 
Lamfalussy, a veteran Belgian central 
banker. But the barriers to cross-border 
dealing and investing are still legion. A re- 
port published on May 19th by the Invest- 
ment Management Association (IMA), a 
trade body for British asset managers, 
shows an industry still far from being truly 
pan-European. Mightn’t we, asks the IMA, 


have our own Lamfalussy process to help 
us along? 

The 1MA’s study, prepared by the Cen- 
tre for European Economic Research, a 
German institute whose initials are ZEW, 
estimates that a single market could bring 
€5 billion ($5.8 billion) or more a year in 
added economic benefits, and increase Eu- 
ropeans’ pension pots by about 9%. Such 
sums may be largely guesswork, but the 
obstacles to trading are clearly formidable 
and costly. 

Asset managers in Britain see discrimi- 
natory taxes as the biggest obstacle to sell- 
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ing their wares in other EU countries. The 
worst offender is Denmark, which is prac- 
tically closed to foreign entrants, says Frie- 
drich Heinemann, one of the authors of 
the study. In February, only 17 foreign 
funds were registered in Denmark. The tax 
benefits for a Plan d’Epargne en Actions, a 
French investment scheme similar to Brit- 
ain’s individual savings account, are avail- 
able only to locally managed funds. Aus- 
tria discriminates against foreign 
investment funds with its Sicherungs- 
steuer, a tax on income from such funds. 

Nor can fund managers easily buy their 
way into new markets. Rules for mergers 
differ considerably between countries. 
Mergers in Britain are straightforward, but 
German regulations make it hard even for 
two domestic funds to join forces: they re- 
quire one to shut down first. Luxembourg 
makes cross-border mergers practically 
impossible by demanding that 100% of 
fund holders approve them. All this may 
help explain why European funds tend to 
be sub-optimal in size. The Eu has three 
times as many funds as America, even 
though Europe’s overall investments are 
only half as big. 

Although a single European “passport” 
for asset managers was established 18 
years ago, funds still need to register with 
regulators in each country. That can be 
cumbersome, especially in Italy, say fund 
managers. It causes some firms to focus 
only on bigger countries, leaving consum- 
ers in smaller ones with less choice. “There 
may be a single passport but you still need 
a visa for each country,” says Sheila Nicoll, 
the IMA’s deputy chief executive. 

A study for the European Commission 
in 2001 identified 15 barriers to the efficient 
clearing and settling of securities across 
national borders, which add significant 
costs to European investors. The order- 
routing services of Clearstream, Crest and 
Euroclear, the main European securities 
depositories, provide processing systems 


that are incompatible. There is still no »» 
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> “straight-through-processing”, a jargony 
term for a system that allows securities 
trades to be cleared and settled instanta- 
neously. 

To cure these ills, the 1mA has come up 
with a list of proposals, although it has 
modest expectations of their success. 
Among other reforms, the group wants to 
end regulatory and tax discrimination 
against foreign funds and cross-border 
mergers, scrap the registration of funds 
country by country, and standardise pro- 
cedures for clearing and settlement. But it 
took15 years to negotiate the 1985 EU direc- 
tive on UCITS (undertakings for collective 
investment in transferable securities) and 
another ten years to pass the first amend- 
ments to it. “In the foreseeable future we 
cannot catch up with America’s unified fi- 
nancial market,” says Mr Heinemann, “but 


Asset managers’ pay 


What pain? 


we can at least try to narrow the gap.” 

Despite European fund managers’ 
claims that they fully support efforts to 
bring down barriers to a single market, 
they have a built-in bias towards domestic 
funds. German managers are reluctant to 
sell Italian funds. Their British counter- 
parts do little to advertise French products. 
Why bother when their clients prefer 
names they know and can pronounce? 

The preference for home-grown pro- 
ducts is supported by a heavy dose of pro- 
tectionism. Italian pension funds are ob- 
liged to appoint Italian fund managers. 
Belgian pension funds are required to in- 
vest in Belgian government debt, and the 
Dutch do not get tax relief on contribu- 
tions to foreign pension funds. Will that 
home bias diminish as, sooner or later, the 
barriers come down? E 


Compensation, though still handsome, reflects the market downturn 
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WO years ago the asset-management 

industry in Britain was obsessed 
with equities and spurned bonds: that 
was evident in the way asset managers 
rewarded their employees. In 2001, the 
average income of someone managing a 
portfolio of domestic equities was 
£134,000 ($193,000), while his humble 
counterpart on the bond desk got less 
than £60,000 (see chart). 

Come 2003, the situation is reversed. 
The now quite obviously brilliant fixed- 
income chappie gets a recession-beating 
£120,000, while the lacklustre lad in eq- 
uities gets a mere £80,000. A director of 
research—whose importance has dimin- 
ished, thanks to scandals in America— 
has seen his lordly pay fall by more than 
half, though to a still reasonable 
£130,000. 

This is what asset managers like to 


call “sharing the pain”. A global survey 
of compensation paid by investment- 
management firms, released last week, 
shows that there has been only a small 
element of pain-sharing to reflect the de- 
cline in market performance since 2001— 
much less than that suffered by inves- 
tors. Average total compensation 
enjoyed by asset managers in the biggest 
financial centres fell from $190,000 to 
$148,000. But it is still $170,000 in Bos- 
ton and London, and $200,000 in New 
York. Average pay varies with the type 
of firm: hedge funds pay their managers 
on average $230,000, well above the rest 
of the street. Big American hedge funds, 
with more than $5 billion under man- 
agement, pay an average of more than 
$300,000. 

The Association for Investment Man- 
agement and Research (AIMR) and Rus- 
sell Reynolds Associates, a head-hunting 
firm, sifted replies from over 16,000 
AIMR members, including banks, bro- 
ker/dealers and fund managers, in North 
America, Britain, Hong Kong, Japan, Sin- 
gapore and Switzerland. The survey 
does not show much individual suffer- 
ing, although it omits other forms of 
cost-cutting, such as reducing the head- 
count. It shows that the gap between 
men’s and women’s pay has hardly nar- 
rowed in aggregate; but in Britain, where 
women were paid 24% less than men in 
2001, the difference has fallen to 3%. 

But are these people happy? Almost 
half of them feel they are underpaid, 
and almost half that their pay is just 


_ right; only 2% feel they may be taking 


more out of the pot than they put in. 
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China’s financial markets 


Bush telegraph 


HONG KONG 
How an American woman is filling 
China’s financial-information gap 


ROKERS and fund managers in China 

are a macho lot, not at all used to doing 
business with petite, blonde American 
women. Dealing with Fredy Bush, the 
founder and boss of Xinhua Financial Net- 
work (XFN), a sort of fledgling Chinese 
Bloomberg, can therefore be an unsettling 
experience. “They find a way to test me,” 
says Ms Bush good-humouredly. This usu- 
ally involves too many toasts with shots of 
baijiu, a potent liquor. 

Ms Bush is just one of many who no- 
ticed the glaring malfunctions in China’s 
capital markets. She is also one of the few 
to have spotted a way of making money 
by tackling one of the problems: China’s 
dismal lack of financial information. 

Until Ms Bush arrived on the scene, 
China had no market intelligence to speak 
of. Its only official news agency, Xinhua, is 
an arm of the propaganda ministry; its 
journalists have no training in finance, and 
certainly no culture of digging aggressively 
for stories. The country’s individual inves- 
tors (69m of them, says the government; 
more like 10m, says Stephen Green, author 
of a recent book on China’s stockmarket) 
do use news websites, but these offer little 
more than market gossip. Institutional in- 
vestors used to have no dedicated wire ser- 
vice at all. 

Nor did investors have proper bench- 
marks. China’s two stockmarkets, in 
Shanghai and Shenzhen, calculate market 
averages. But neither adjusts for the small 
portion of shares that are actually avail- >» 
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> able to investors: an important omission, 
because the government typically owns 
about two-thirds of the firms listed. Nor 
are there industry-specific averages. This 
absence of proper indices is the main rea- 
son why China still lacks a liquid market in 
derivatives. 

The dearth of information went fur- 
ther. With no market for corporate bonds 
to speak of, there were no credit ratings. 
Foreign and Chinese firms that wanted to 
enter joint ventures had no way of gauging 
the counterparty risk of potential partners. 

XFN, founded in 2000, has now largely 
plugged institutional investors’ informa- 
tion gap. It dispatches over 300 wire stories 
a day, mostly to proprietary terminals on 
the desks of Chinese fund managers. It is- 
sues credit ratings. Unsolicited by the com- 
panies being assessed, these ratings ap- 
pear to be forcing many managers to 
behave better. And itissues a series of indi- 
ces, properly weighted by the free float of 
shares. In April, one of China’s mutual- 
fund companies launched the first family 
of funds linked explicitly to xFN’s indices— 


one for high-tech shares, one for cyclical 
stocks, and so on. 

The key, as so often in Chinese busi- 
ness, was to link western know-how with 
Chinese connections. For the former, Ms 
Bush brought in FTSE, a British firm that 
calculates (among other top share bench- 
marks) London’s FTSE 100 index. For the 
latter—and this was her biggest and most 
controversial coup—she formed a partner- 
ship with Xinhua. Ms Bush stresses that 
Xinhua provides no capital and no em- 
ployees: if it did, xFN’s editorial credibility 
might be undermined. Instead, it supplies 
influence: opening doors, keeping XFN out 
of bureaucratic tangles, and, not least, pro- 
tecting it from other western rivals, which 
need Xinhua’s approval to expand their re- 
porting in China. 

Xinhua itself has promised Ms Bush 
that it would not launch a rival service for 
20 years. So long as China continues to 
open and reform its capital markets, XFN’s 
services should therefore be in demand. 
That should fortify Ms Bush as she pre- 
pares to down another shot of baijiu. m 





Legg Mason 


Bucking the trend 


NEW YORK 


At least one firm knows how to survive a bear market 


N 1999 Raymond “Chip” Mason was an 

unusual chief executive of a leading se- 
curities firm: he freely admitted that he 
had no idea where his industry was head- 
ing. These days, he still stands out: as one 
of the few who knew the industry had lost 
its way. 

As the confusion of the late 1990s dissi- 
pates in lawsuits, anger, layoffs and losses, 
it is plain that Legg Mason, the Baltimore 
firm Mr Mason heads, largely avoided the 
seductive pitfalls of those fevered times, to 
its benefit today. Its results for the year to 
March would look good at any time. In the 
present environment, they are stunning. 
Revenues and assets under management 
are at record levels. Profits are 22% higher 
than they were when the market peaked. 
Although Legg Mason, as a regional firm, 
has a lowish profile, the market has no- 
ticed it: its shares trade at 21 times (last 
year’s) earnings, compared with 17 for 
Goldman Sachs and 14 for Citigroup. 

The length of Mr Mason’s tenure has 
probably helped. In an industry where 
many retire (or quit) young, he has been 
around a long time, having founded Legg 
Mason’s predecessor in 1962, when he was 
25. The original three-person office grew 
quickly, before merging with another Bal- 
timore firm in 1970. Results thereafter were 


consistently good, but by the late 1990s 
Legg Mason found itself on the wrong side 
of all the hot trends. 

Now, that looks like the right place to 
have been. Legg Mason never put much 
into investment banking: so it missed the 
huge profits from initial public offerings— 
and then the investigations into spinning 
and fraudulent research that have blighted 
Wall Street. The firm never put much capi- 
talinto proprietary trading: so it missed the 
rewards of the bull market—and then the 
losses in the crash. Convinced that its cli- 
ents wanted to meet brokers, it eschewed 
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Master Mason 


the internet and call centres: that cost it 
buzz, and some savings—but maintained 
the morale of staff and the loyalty of cus- 
tomers. It also chose not to buy other full- 
service firms, having been badly bitten in 
the 1980s: that cost it growth—but spared it 
the indigestion that goes with mergers. 

Instead, Legg Mason concentrated on 
buying or developing asset-management 
operations, which now provide 60% of 
profits. Its success stems from two deci- 
sions taken many years ago. In 1986 Mr 
Mason spent $16m on a little-known firm 
specialising in bonds, Western Asset Man- 
agement. Western now has more than $115 
billion in assets under management, and 
earns more than ten times its purchase 
price annually. Better still, as a fixed-in- 
come manager, it has done better as the 
economy has done worse, supporting 
Legg Mason’s results when revenue from 
equity transactions has been diminishing. 

Mr Mason’s other smart move had 
come earlier, in the late 1970s. He noticed 
that every day a young man would drop in 
to pick up his wife, a Legg Mason em- 
ployee—and would have to be dragged out 
of the firm’s small library every night. 
Thinking someone so interested in the 
business might have a special aptitude for 
it, Mr Mason offered William Miller a job 
as an assistant on the firm’s small mutual 
fund, the Value Trust. Mr Miller turned out 
to be astonishingly good: the Value Trust 
has outperformed the s&p 500 for each of 
the past 12 years. Assets in the Value Trust 
and similar institutional offerings now 
amount to $22 billion. 

Returns have been only part of Mr 
Miller’s contribution. His letters to share- 
holders have become as much a part of a fi- 
nancial education as Warren Buffett’s, and 
his portfolio the source of widespread 
scrutiny. Amazon, Tyco, and Waste Man- 
agement have all been held by Mr Miller 
when they were widely loathed by others. 
Usually, Mr Miller’s strategy is to provide 
reason at times of panic. A side benefit has >» 
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> been a mountain of press coverage on Legg 
Mason’s investment prowess that no 
amount of advertising could produce. 

If it is any solace for the rest of Wall 
Street, both Mr Miller and Mr Mason have 
become increasingly optimistic about the 
prospects for the stockmarket and for their 
industry. Mr Miller believes that share 
prices bottomed last October. Mr Mason 
has long since shed the sense of confusion 
he felt in 1999. He believes that the current 
environment is nothing worse than a clas- 
sic bear market following a boom, not un- 
like the late 1960s and early to mid-1970s, 
though not quite as wrenching. Trading 
will surely return to record levels in five 
years at most, probably much sooner. 
Rather than cutting jobs, the common Wall 
Street preoccupation, he is adding staff, in- 
cluding brokers. m 


Central European savings banks 
A tale of two 
banks 


WARSAW 
While Hungary’s OTP impresses, 
Poland’s PKO flounders 


ORMERLY a monopolist lender to the 

Hungarian masses, now a fast-growing, 
privatised universal bank, Orszagos Taka- 
rekpenztar es Kereskedelmi Bank (wisely 
shortened to OTP) is giving larger western 
rivals a run for their money. On May 20th 
OTP bought Dsk, Bulgaria’s second-largest 
bank and the last in state ownership, hav- 
ing seen off Austria’s Erste Bank with a 
€311m ($364m) offer. 

This is OTP’s second foreign acqui- 
sition—it bought IRB, a Slovakian bank, in 
2001—and it is looking for more. Although 
some analysts, seeing no synergies in retail 
banking in different countries, think it 
overpaid for DSK, OTP believes it can repli- 


i Big in the east 


Assets of central and eastern European banks* 
2001, $bn 
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PKO Bank 
Polski (Poland) 


OTP (Hungary) 

Nova Ljubljanska 
Banka (Slovenia) 
Zagrebacka Banka 
(Croatia) 

BIG Bank Gdanski 
(Poland) 

Bank Gospodarki 
Zywnosciowe] (Poland) 
Banca Comerciala 
Romana (Romania) 
Bank Ochrony 
Srodowiska (Poland) 


Source: The Banker *Excluding Russia 
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The new bull market 


NEW YORK 


Investors want opinions on global fragility more than corporate insights 


AST year investors craved analysis of 
arcane corporate accounts. The year 

before they clamoured for intelligence 
on upwardly mobile technology stocks. 
But this year there is no hotter commod- 
ity than political risk: will governments 
fall, will countries go to war (of the con- 
ventional or trade variety), what chance 
of a nuclear exchange? And if so, who 
will benefit? 

A visible beneficiary of this phenom- 
enon has been Eurasia Group, a small 
consultancy founded on the idea that 
politics often matter at least as much as 
economics for businesses and investors. 
Five years ago Eurasia consisted of one 
man, Ian Bremmer, a few computers, 
and a letterhead. Now it has 40 full-time 
employees and another 480 part-timers 
spread over 65 countries—an inspiration 
for any academic with a seemingly use- 
less degree in political science. Accord- 
ing to Mr Bremmer, revenues were $8m 
in 2001 and $15m last year, with $30m 
possible this year. In future even $100m 
is thinkable if his client base, currently 
numbering 130, expands beyond Amer- 
ica. Most consultancies these days are 
happy if they are just shrinking slowly. 

Eurasia’s customers include big banks 
and investment-management firms, 
along with the usual multinationals. 
They are bombarded with an ever-ex- 
panding list of products, ranging from 


cate its domestic success in eastern Eu- 
rope’s less developed markets. It deserves 
the benefit of the doubt. For a post-com- 
munist financial group, OTP is a rarity: 
Hungary’s biggest bank is not only acquisi- 
tive, but also profitable and independent. 

Its return on equity has been 20%-odd 
since it went public in 1995. Unlike most of 
the region’s banks, it restructured itself 
without a western partner (although 
McKinsey, a ubiquitous consulting firm, 
advised it on cost-cutting). Having 
trimmed its headcount sharply and up- 
graded its risk-management systems to 
cope with a boom in mortgage lending, 
OTP has built up strength at home. It may 
lose its cherished autonomy after Hungary 
joins the European Union in May 2004: if 
governments have to give up their “golden 
shares” in national champions, it may fall 
to a foreign bidder. For now, however, it is 
fit to shop abroad itself. 

The same cannot be said of others—in 
particular, PKO Bank Polski, Poland’s sav- 
ings giant, although it has the advantage of 
having central Europe’s biggest economy 


niche studies (“New Kazakh Politics: In- 
side the Ministry of Energy”), to meet- 
ings with various foreign potentates, _ 
seminars on trade, weekly e-mails and © 
snap transmissions on disasters. Multi- 
nationals favour in-depth studies; hedge 
funds, unsurprisingly, like direct calls on 
things that could unsettle markets. 
Newspapers and broadcasters call on 
Eurasia too. In a joint venture with Leh- 


man Brothers it produces a monthly in- 


dex of political risk, reprinted in The 
Economist. Mr Bremmer writes a 
monthly column for the Financial Times 
and frequently appears on news shows. 

There is no market price to punish 
Eurasia if it happens to be wrong. In fact, 
it is almost impossible for an outsider to 
second-guess its utterances. It will be 
years, for instance, before the accuracy 
of the stability index can be judged. 
Wrong calls are quickly forgiven and for- 
gotten. A month ago Eurasia suggested 
“coalition forces may face a determined 
defence of Baghdad” but that was hardly 
a wild guess. Other predictions it has 
made have been spot-on. 

Certainly, when news is so efferves- 
cent, there is appetite for the seemingly 
informed take: on Turkey (a “loser” in the 
Iraq war); Russia (winner); North Korea 
(short-term better, long-term worse). The 
greatest political risk to Eurasia itself is 
peace in our time (a long shot). 


as its base. The last of the region’s big 
banks still in state hands, it was excluded 
from privatisation in the early 1990s be- 
cause of its crippling legacy of communist- 
era housing loans. Although successive 
governments have groomed PKO for sale 
by guaranteeing most of its old housing 
credits and shoring up its skimpy capital, 
the bank has avoided aggressive restruc- 
turing. Unlike OTP, it is woefully over- 
staffed and has yet to overhaul its IT sys- 
tems. “They couldn’t be more different,” 
says Paul Tucker of Merrill Lynch. 

Still, PKO’s sheer size makes up for 
some of its competitive shortcomings. It 
boasts nearly one-quarter of Polish retail 
deposits, despite fierce competition from 
nimbler foreign-owned rivals. It has also 
spruced up its dull image and introduced 
catchy products. But it will probably notre- 
structure properly unless it is privatised. 
The government, though, is determined to 
keep majority control. It plans to sell 30% 
on the stockmarket, but has yet to appoint 
an adviser. Meanwhile, oTP shows what 
might have been achieved. m 
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Is oil wealth a blessing or a curse? 
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HREE decades ago, the Organisation of Petroleum Exporting 

Countries (OPEC) sent oil prices rocketing. By 1980, a barrel 
cost $30, ten times the price in 1970. Consumers suffered, 
whereas oil producers reaped an enormous windfall. Many as- 
sumed then that oil was a gift of God that would transform poor 
countries into flourishing economies within a generation. Yet 
even during those heady early days there were doubts. Juan 
Pablo Pérez Alfonso, a founder of OPEC, complained in 1975: “I 
call petroleum the devil’s excrement. It brings trouble...Look at 
this locura—waste, corruption, consumption, our public services 
falling apart. And debt, debt we shall have for years.” 

Several new publications (for details, see www.econo- 
mist.com) argue that history has proved him right. A new book 
from the Open Society Institute, a foundation financed by 
George Soros, points out that resource-poor countries grew two 
to three times faster than resource-rich countries between 1960 
and 1990 (even after adjusting for differences in population, ini- 
tial income per head and other variables). Revealingly, the re- 
source-rich countries began to lag only after the 1970s—in other 
words, only after oil wealth started to pour in. 

Two factors explain this. The main economic problem is 
known as Dutch Disease, after the effects of the discovery of nat- 
ural gas in the Netherlands in the 1960s. An oil bonanza causes a 
sudden rush of foreign earnings; this drives up the value of the 
currency. That, in turn, makes domestically produced goods less 
competitive at home and abroad. Over time, domestic manufac- 
turing and agriculture fade and growth suffers. 

Tricky as this problem is, oil economies such as Norway and 
Alaska have come up with a clever (though still imperfect) sol- 
ution: they hive off much of the oil income into “stabilisation” 
funds, disbursing “dividends” to citizens slowly—directly in 
Alaska, via social spending in Norway—so that the economy 
does not overheat. Chile, one of the world’s more successful de- 
veloping countries, has a similar fund for its copper revenues. 

Contrast this cautious approach with the recklessness of the 
OPEC countries of the Middle East, which expanded domestic 
spending by about 50% a year between 1974 and 1979. This en- 
riched the elite, but spawned white-elephant projects and fu- 
elled inflation of more than 15% a year. Venezuela has earned 





over $600 billion in oil money since the 1970s, but the real in- 
come per head of its citizens fell by 15% between 1973 and 1985. It 
is falling again today. 

On top of these economic difficulties can come even worse 
political problems. Because oil infrastructure can be controlled 
easily by a few, it often leads to a concentration of political 
power. Michael Ross, of the University of California at Los Ange- 
les, argues that oil worsens poverty by stunting democratic de- 
velopment, among other things. It also tends to cause, or at least 
aggravate, civil wars. A new report by Christian Aid, a charity, 
says that oil economies are more likely than non-oil economies 
to maintain large armies, and generally do worse on literacy, life 
expectancy and other measures of human development. In ad- 
dition, sudden oil wealth affords ample opportunity for corrupt- 
ing the politicians who award contracts to foreign oil firms. 


Wishful thinking? 

These recent reports are troubling, but is there really any pros- 
pect of change? Surprisingly, the answer may be yes. For some 
time now, Publish What You Pay—a collection of activist 
groups—has been pestering Big Oil to reveal all the payments it 
makes to governments, which usually insist that such details be 
kept secret. Now some big investors are getting in on the act too. 
On May 19th, ten investment funds managing some $600 billion 
of assets declared their support for transparency: “This is a sig- 
nificant business risk, making companies vulnerable to accusa- 
tions of complicity in corrupt behaviour...and possibly 
compromising their long-term commercial prospects.” Tony 
Blair has been promoting the Extractive Industries Transparency 
Initiative, a scheme that calls for voluntary disclosures. Britain 
now plans to push for an international approach by raising the 
topic at the G8 summit in France next weekend and at a ministe- 
rial meeting on June 17th. 

A multilateral approach would certainly be more realistic 
than any national or unilateral steps. That is what Bp discovered 
when it recently voluntarily revealed the terms of its contracts in 
Angola. No other oil company followed suit, and the local pow- 
ers let it be known that they were displeased. A multilateral ap- 
proach could involve the World Bank and the International 
Monetary Fund, which could push countries to publish the de- 
tails of contracts and to set up resource funds. Some countries 
howl that such initiatives violate their sovereignty, but that is a 
smokescreen: rulers with nothing to hide would surely welcome 
transparency. Others, including Abu Dhabi and Kazakhstan, 
boast that they already have such funds—but these are weak- 
ened by a lack of proper oversight. In contrast, the American pro- 
posal for dealing with Iraqi oil revenues could result in the 
creation of a fund monitored by Kofi Annan. 

But reform will not be easy. The World Bank recently de- 
manded transparency in return for backing a controversial pipe- 
line running from Chad to Cameroon. After much hesitation, 
both countries agreed to set up mechanisms that will allow out- 
side monitoring of oil revenues and vowed that the funds will be 
used only for development purposes. The ink had barely dried 
on the accord when Chad’s ruler was caught diverting oil money 
to military spending. Getting firms to “publish what you pay is 
an essential first step,” observed George Soros at the launch of 
the Open Society book, but the harder step is to get governments 
to “publish what you receive...and then be accountable for what 
you receive.” m 
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Ethernet 


The big three-O 


The longevity of Ethernet has lessons for today’s information technologists 


HEN Ethernet, now by far the most 

popular way of distributing data 
around local networks, was devised by 
Bob Metcalfe in a memo on May 22nd 1973, 
at Xerox’s celebrated Palo Alto Research 
Centre (PARC), it was designed to send 
data at about 3 megabits per second. To- 
day, 1 gigabit per second Ethernet is com- 
mon and speeds of 100 gigabits per second 
are being developed. The vast majority of 
the internet’s traffic begins and ends its 
journey on Ethernet networks, which are 
found in nearly every office network and 
home broadband connection. 

It was not supposed to be this way. Few 
imagined that this particular networking 
protocol would last as long as it has. In- 
deed, the landscape is littered with better- 
financed, better-backed rival protocols 
that failed against Ethernet. 1BM’s Token 
Ring system is one famous casualty. Asyn- 
chronous Transfer Mode, supported by the 
telephone industry, is another. So the case 
of Ethernet is worth examining: the rea- 
sons for its longevity may offer lessons to 
the information-technology industry. 


Keep it simple, stupid 

The first reason is simplicity. Ethernet 
never presupposed what sort of medium 
the data would travel over, be it coaxial ca- 
ble or radio waves (hence the term “ether” 
to describe some undefined path). That 


made it flexible, able to incorporate im- 
provements without challenging its fun- 
damental design. 

Second, it rapidly became an open stan- 
dard at a time when most data-networking 
protocols were proprietary. That openness 
has made for a better business model. It 
enabled a horde of engineers from around 
the world to improve the technology as 
they competed to build inter-operable pro- 
ducts. That competition lowered the price. 
What is more, the open standard meant 
that engineers in different organisations 
had to agree with each other on revised 
specifications, in order to avoid being cut 
out of the game. This ensured that the tech- 
nology never became too complex or over- 
designed. As Charles Spurgeon, author of 
“Ethernet: The Definitive Guide” puts it, “It 
always stayed close to the ground. It ad- 
dressed problems customers came up 
against, not problems that networking spe- 
cialists thought needed to be addressed.” 
That, coupled with the economies of scale 
that come from being the entrenched tech- 
nology, meant that Ethernet was faster, 
less expensive and less complicated to de- 
ploy than rival systems. 

Third, Ethernet is based on decentrali- 
sation. It lets smart “end-devices”, such as 
pcs, do the work of plucking the data out 
of the ether, rather than relying on a cen- 
tral unit to control the way those data are 
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routed. In this way, Ethernet evolved in 
tandem with improvements in computing 
power—a factor that was largely over- 
looked by both critics and proponents 
when Ethernet was being pooh-poohed in 
the 1980s and early 1990s. 

Beyond the technology, there is even a 
lesson for companies investing in research, 
albeit one learned through tears rather 
than triumph. Xerox failed to commercial- 
ise Ethernet, as it similarly missed exploit- 
ing other inventions created at PARC, such 
as the mouse and the graphical user inter- 
face. To develop Ethernet fully, Dr Metcalfe 
had to leave PARC and found 3Com, now a 
big telecommunications-component firm. 
The lesson may have sunk in. In January 
2002 PARC was carved out as an indepen- 
dent subsidiary of Xerox. That allows it to 
explore partnerships, spin-offs and licens- 
ing agreements without having to get its 
parent’s permission. 

And the future? Many geeks believe the 
fashionable wireless standard 802.11b, 
better known as Wi-Fi, is poised to become 
the next iteration of the technology, once 
concerns about its security have been re- 
solved. Wi-Fi is able to deliver cheap in- 
ternet access at a rate of many megabits- 
per-second, and it can do so at a range of 
up to 100 metres. Dr Metcalfe, who based 
Ethernet’s early designs on a radio net- 
work called AlohaNet, that linked the Ha- 
waiian islands, sees Wi-Fi as “Ethernet 
coming home”. 

That raises the question of whether a 
technology that outlived even its inven- 
tor’s expectations will ever be supplanted, 
or whether it will continue to be upgraded 
indefinitely. As Dr Metcalfe quips, “When 
something rises up to defeat Ethernet, it’s 
very likely that they’re going to call it Ether- 
net.” Now that, indeed, is adaptability. m 
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Relativity 
There was a young fellow called 
Bright... 


Light can travel faster than light. Sort of 


OBODY likes being late for an ap- 

pointment. So it would be a boon in- 
deed if you could arrive somewhere be- 
fore setting out. That is what Daniel 
Gauthier and his colleagues at Duke Uni- 
versity in North Carolina have managed to 
do, after a fashion, with pulses of light. 

Light normally travels fastest in a vac- 
uum. But on May 22nd Dr Gauthier re- 
vealed to a meeting of the optics division 
of the American Physical Society, in Boul- 
der, Colorado, that this is not always the 
case. Parts of a light wave can be acceler- 
ated beyond this speed by passing the 
wave through a vial of energetic potas- 
sium atoms. On the face of it, this contra- 
dicts Einstein’s special theory of relativity. 
So, rather than saying as Einstein did that 
nothing can be faster than the speed of 
light in a vacuum (abbreviated as c), physi- 
cists now prefer a more precise version: in- 
formation cannot travel faster than c. 

Dr Gauthier began his experiment with 
a vial of gaseous potassium and a laser. He 
used the laser to excite the potassium at- 
oms in a particular way, illuminating the 
vial with two slightly different frequencies 
of light. He chose the difference in fre- 
quency between the two beams so that it 
would match the difference in energy re- 
quired to excite electrons in the potassium 
atoms by a specific amount, known as a 
Raman transition. If another pulse of laser 
light, with a frequency between that of the 
two steady beams, was then sent into the 
gas, it sped up. 

Dr Gauthier is not the first to perform 
this trick, but his predecessors, who used 
rubidium rather than potassium, got only 
a weak effect. Their results were obscured 
by so-called “non-linear” processes that in- 
terfered with the speeding-up. Dr Gauth- 
ier’s results, by contrast, were so clear-cut 
that portions of the laser pulse appeared to 
leave the vial before they entered it. 

There is, however, no cause for alarm. 
What Dr Gauthier was manipulating is ac- 
tually something called the “group veloc- 
ity” of the pulse. Loosely speaking, this is 
the speed at which the pulse’s crest travels. 
When he looked closely at the leading 
edge of the pulse, he found that it travelled 
at the plain old speed of light, c. 

That is where the rewriting of Einstein 
to refer to information comes in. Because 
the pulse is smooth, the appearance of the 
“superluminal” crest can be inferred math- 
ematically from the shape of the pulse’s 
leading edge. That means no additional in- 


formation is conveyed by the arrival of the 
crest itself. In other words, any informa- 
tion encoded in the crest is not travelling 
faster than light—and the (modified) ver- 
sion of relativity still holds water. 

Dr Gauthier found himself wondering, 
however, what would happen if he intro- 
duced a jump into the pulse. Because the 
jump would be sudden, it could not be pre- 
dicted by observing the leading edge of the 
pulse. In other words, it might be used to 
convey information at superluminal ve- 
locities. But nature seems to have thought 
of that one. The group’s latest experiment, 
which Dr Gauthier told the conference 
about, showed that the jump is not acceler- 
ated in the same way that a smooth crestis, 
but travels only at c. The details of why the 
jump causes the pulse to slow down are 
not well understood. But it seems that 
physicists are not going to outsmart Ein- 
stein’s century-old theory just yet. W 


Human evolution 


Girl power 


When the going gets tough, have 
daughters 


N MOST species, people included, males 

and females exist in more or less equal 
numbers. There is a good reason for this. 
Suppose females were rare. Lots of males 
would fail to reproduce. So a genetic muta- 
tion that caused parents to have more 
daughters than sons would be rewarded 
with extra grandchildren. Thus it would 
spread until it ceased to bring further ad- 
vantage, in other words when the sexes 
were equal in number. Mutatis mutandis, 
the same argument applies if it is males 
who are rare. But what applies in general, 
does not always apply in particular. There 
are circumstances when it might behove 
an individual mother to give birth pref- 
erentially to sons or to daughters. In a pa- 
per just published in the Proceedings of the 
Royal Society, Mhairi Gibson and Ruth 
Mace, of University College, London, out- 
line such a case in people. 

The mothers concerned are Ethiopian. 
Some are malnourished. Those that are, 
seem more likely to give birth to daughters 
than sons. Dr Gibson and Dr Mace used 








Thinking of the grandchildren 


two measures to assess how well-fed the 
mothers were. The body-mass index mea- 
sures fat and muscle, but cannot distin- 
guish between them. The mid-upper-arm 
muscle-area index is able to make the dis- 
tinction. In both cases, there was a clear 
correlation between how malnourished a 
woman was and how likely her most re- 
cent child was to have been a girl. In the 
case of the muscle-area index, the best-fed 
women were more than twice as likely to 
have had a son recently than the worst-fed. 

There are two possible explanations for 
this. One is that the cost to the mother of 
bearing sons is greater than that of bearing 
daughters. That is suggested by the fact 
that women who have borne only sons 
have shorter lives than those who have 
borne only daughters. A mother who is 
well nourished probably tolerates such 
costs better than one who is not. Better, 
then, for a starving woman to abort a male 
fetus early and hope for better times, or for 
a daughter next time round. 

The other explanation is not the pros- 
pects of the mother, but those of the child. 
In most species, people included, the re- 
productive output of males is more vari- 
able than that of females. Successful males 
have lots of offspring, unsuccessful ones 
few, or even none. A female’s output is 
likely to be closer to the average. Since both 
health and height contribute to male suc- 
cess, and both are reduced by gestating in 
the womb of a malnourished woman, 
there may be little point, in terms of grand- 
children accrued, to such a woman giving 
birth to ason. 

These explanations are not, of course, 
mutually exclusive. Indeed, if both were 
true they could add up to a very powerful 
effect. Exactly what, in fact, Dr Gibson and 
Dr Mace observed. m 
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Mouse evolution 


Town mouse, 
country mouse 


Dusty museum specimens still have 
scientific value 


T IS rare to be able to point to a clear ge- 

netic change that might be the result of 
natural selection in a changing environ- 
ment, but Oliver Pergams, of the Univer- 
sity of Illinois at Chicago, and his col- 
leagues seem to have done so. As they 
report in Nature, they have studied 
changes in the DNA of the white-footed 
mouse during the past 150 years. That they 
were able to do so is due to the efforts of 
museum curators over this period. 

By diligent searching, they were able to 
track down museum collections (one as far 
afield as Switzerland) that had been made 
from five sites in the Chicago area. They ob- 
tained 61 mouse skins this way, and 
trapped a further 52 mice to see what the 
modern version looks like. 

The DNA they chose to study was from 
mitochondria. These are the cellular struc- 
tures responsible for releasing energy from 
glucose, and they have their own chromo- 
somes. Students of ancient DNA like them 
because each cell has lots of identical mito- 
chondrial chromosomes, but only one or 
two copies (depending on how close itis to 
dividing) of the main nuclear chromo- 
somes. That makes extracting mitochon- 
drial DNA easier. 

Dr Pergams chose a stretch of DNA 340 
base pairs long (a base pair is one of the 
chemical “letters” in which the genetic 
code is written). He found two common 
variants, known as haplotypes A and M, 
of this stretch. The variants differed by four 
base pairs. All five collection sites showed 
a consistent pattern: haplotype A was 
gradually replaced by haplotype mM. In the 
Chicago area, the former is now almost ex- 





A picnic in the country 


Third-world medicine 
Testing times 


Science and technology 77 


Anew organisation should help the diagnosis of diseases in poor countries 


ILLIAM OSLER, one of the foun- 

ders of modern medicine, ob- 
served that the best means of diagnosis 
was one finger in the throat and one in 
the rectum. Things have moved on since 
then, at least in rich countries. But in the 
world’s poorest places modern diagnos- 
tic technology is in short supply. 

Take tuberculosis (TB), for example. 
The standard method of diagnosis is a 
microscopic hunt in a sample of sputum 
for the bacteria that cause the disease. 
Even when a country can afford the 
equipment and people to do this, it is a 
time-consuming and inaccurate proce- 
dure. As a result, many patients are well 
into the disease by the time they are di- 
agnosed, a delay that not only under- 
mines their chance of recovery, but also 
exposes their neighbours to infection. 

There is thus a need for fast, accurate 
and affordable diagnostics for the dis- 
eases which hit the poor hardest. What 
has been lacking, so far, is much interna- 
tional co-ordination and funding to de- 
velop and distribute these where they 
are required. No longer: May 22nd saw 
the launch of the Foundation for Innova- 
tive New Diagnostics (FIND), which 
draws on the World Health Organisa- 
tion’s expertise in infectious disease, and 
on $30m from the Bill & Melinda Gates 
Foundation. Over the next five years, the 


tinct. The change coincides precisely with 
the settlement of Chicago, suggesting that, 
for mice, living in an urbanised habitat is 
easier if you are haplotype M. 

Of course, correlation is not causation. 
But it is suggestive. There is, however, an- 
other problem. The four variations be- 


foundation will focus on bringing better 
tests for TB into the field, before moving 
on to other poor-country afflictions, 
such as malaria. 

As Mark Perkins, the scientific direc- 
tor of FIND, points out, there are plenty 
of ideas for new diagnostic tests in aca- 
demic centres and biotechnology com- 
panies around the world. For TB alone, 
more than 50 firms are developing or al- 
ready selling tests that might be useful in 
poor places. These include dipsticks that 
can detect antibodies to TB bacteria, 
patch tests that reveal infection by the 
way the skin reacts to bits of those bacte- 
ria, and DNA chips which can identify 
the germ from its genes. 

The problem is that most of these 
firms (and also the academic groups) are 
too small to do the research needed to 
adapt their ideas for use in poor coun- 
tries, let alone make them in bulk for Af- 
rica, Asia and Latin America and push 
them over regulatory hurdles in those 
places. FIND’s role is to bring govern- 
ments, firms and universities together, 
and give them enough money to do the 
job. Providing developing countries 
with better access to expensive, life-sav- 
ing drugs has become an international 
rallying cry. Combined with better di- 
agnostics, these medicines could, in- 
deed, make a world of difference. 


tween A and Mare what is knownassilent 
mutations. In other words they make (be- 
cause of redundancies in the genetic code) 
no actual difference to the composition of 
the protein encoded in this part of the 
chromosome. It is, therefore, hard to argue 
that natural selection could favour M over 
A on the basis of these differences. What is 
likely is that the A and M haplotypes vary 
elsewhere, too, and that some of those va- 
riations make a difference to protein com- 
position, and thus to a mouse’s success. 

It is a pity that the team studied silent 
mutations, but it is hardly a cause for criti- 
cism. Working with DNA from long-dead 
individuals is not, despite the image por- 
trayed by “Jurassic Park”, an easy thing to 
do. DNA is a fragile molecule, and it tends 
to break up into short sections fairly 
quickly. The pieces Dr Pergams was deal- 
ing with were a mere 400 base pairs long, 
on average. Hence the choice of a section 
340 pairs long for study. The whole mito- 
chondrial chromosome, by contrast, is 
16,000 base pairs long. Dr Pergams was 
unlucky to be working with silent muta- 
tions. Better luck next time. m 
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Mount Everest 


Writers with altitude 





Human beings are enthralled by mountains—and mountain literature. We examine 
the history of a literary genre, and choose the season’s best new offering 


N MAY 29th 1953, at a little before 

noon, the earth’s highest peak, Mount 
Everest, was scaled for the first time. West- 
ern infatuation with mountains has deep- 
ened over the past half-century. More than 
10m Americans go climbing every year; 
50m go hiking. In Britain, 4m people 
consider themselves to be hill-walkers of 
one stripe or another. Sales of outdoor 
products are estimated at over $10 billion 
annually—and armchair mountaineering 
has never been more popular. 

Bookshops build their own little Ever- 
ests devoted to the display of titles about 
mountains and mountaineering. These 
works offer a variable mix of natural 
beauty, personal philosophy and vica- 
rious fear. In addition, they seem to pro- 
vide an answer to a universal, if some- 
times vague, spiritual need. Maurice 
Herzog’s “Annapurna” (1952), the most 
popular mountain book of all time, has 
sold15m copies in 50 languages. 

The attraction of altitude is not new, of 
course. Religions have long depicted 
mountains as vantage-points from which 
enlightenment or salvation might be 
gained: think of Moses on Pisgah or Dante 
trying to reach paradise by climbing 
Mount Purgatorio. Early pilgrims to moun- 
tains were astounded by the fresh vision 
of the world gained at great height, and 
they often compared themselves to gods 
or to what the Greeks called the kataska- 
pos, the “looker-down”. 


“The Snow Leopard”, by Peter Mat- 
thiessen, a distinguished American nature 
writer, was the first modern book to cap- 
ture the spiritually elevating aspect of 
mountains. Published in 1978, it became 
an instant classic, and has remained in 
print ever since. Mr Matthiessen, a field 
naturalist, set out into the Himalayas to 
track a snow leopard—“the rarest and most 
beautiful of the great cats”—to its home on 
Crystal Mountain. Once embarked upon, 
his journey became as much an existential 
quest as a natural-history trek. It was, he 
wrote, “a true pilgrimage, a journey of the 
heart”, set against the backdrop of Nepal’s 
mighty peaks. For the author—and, in no 
small measure, also for its readers—“The 
Snow Leopard” was the first book that 
really crystallised the sense, since hard- 
ened into a cliché, that one might find one- 
self in the mountains. 

Books about mountains tend to divide 
into three types: the spiritual, the epic and 
the tragic. Mr Matthiessen’s book epito- 
mises the first of these. The most famous 
epic of recent years is Joe Simpson’s 
“Touching the Void” (1988). In 1985, during 
the ascent of aremote peak in the Peruvian 
Andes, Mr Simpson fell into a crevasse. 
The impact of landing drove his lower leg 
up through the right knee joint. 

Against all the odds, Mr Simpson es- 
caped from his mountain tomb and 
dragged himself to safety over six miles of 
glacial moraine. “Touching the Void”, his 
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account of his escape, has sold hundreds 
of thousands of copies. Like “The Snow 
Leopard”, itis a book that slides easily back 
and forth between description and philos- 
ophy. Mr Simpson’s meditations on risk, 
endurance, and death transformed his 
story from the mountaineering gothic-hor- 
ror it could so easily have been into a mov- 
ing fable about human resilience. The film 
rights have been sold, and Tom Cruise is 
said to be considering playing Mr Simp- 
son. Exactly how Hollywood will film a 
man crawling for six miles along a glacier 
remains to be seen, but then triumph over 
adversity has long been a celluloid staple. 

The third type of mountain book, the 
tragic, reached its peak with Jon Krakauer’s 
“Into Thin Air”. In 1996 a freak storm hit 
Mount Everest during the key climbing 
season: the so-called May “weather win- 
dow”. Eight climbers died in the storm. 
One of the survivors, an American named 
Beck Weathers, was frozen face down 
overnight at an altitude of over 8,000 me- 
tres. He lost his nose, one hand and all of 
his remaining fingers to frostbite. 

Of the many books which were spun 
out of that killer storm, “Into Thin Air” was 
the most impressive. As an experienced 
feature writer, Mr Krakauer was able to 
convey the human dynamic of the story: 
the tensions, the challenges and the differ- 
ent personalities involved in the disaster. 
As an accomplished climber. he also wrote 
inspiringly about the beauty of the region, 
and he managed to explain something of 
the sublime madness of mountaineering. 

He discussed what Mr Simpson calls 
“the beckoning silence”: the inverted grav- 
ity which pulls people upwards, to slopes, 
summits and danger. The combination of 
high-altitude drama, take-home vertigo 
and climbing philosophy proved irresist- 
ible to readers. Mr Krakauer’s book sold 
320,000 copies in its first month of publi- »» 
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Mountain books 


Try this one 


Mountains of the Mind: How Desolate 
and Forbidding Heights Were Trans- 
formed into Experiences of Indomitable 
Spirit. By Robert Macfarlane. Pantheon 
Books; 320 pages; $24. Granta; £20 


F ALL the books published to mark 

the 50th anniversary of climbing 
Mount Everest, Robert Macfarlane’s 
“Mountains of the Mind” stands out as 
by far one of the most intelligent and 
interesting. 

As a climber, he well understands 
how “the mountains one gazes at, reads 
about, dreams of and desires are not 
the mountains one climbs.” As a 
scholar, he teases out how perceptions 
of mountains have changed over the 
past three centuries, and he seasons his 
text with personal memories of peaks 
scaled and chilblains earned. 

Mr Macfarlane argues that we owe 
these changes in cultural attitude to the 
protagonists of the Sublime—Burke, Ad- 
dison and Rousseau—to the leading Ro- 
mantic poets and to such artists as 
Turner, Friedrich and Ruskin. In the 
19th century, mountain exploration 
came to be regarded as something 
greater than simply the preserve of a 
Victorian bourgeoisie who could catch 
the new trains to the Alps, or gritty pub- 
lic-school boys being groomed for em- 
pire. Mr Macfarlane delves skilfully into 
the cultural implications of palaeontol- 
ogy, geology, Darwinian evolutionary 
theory and the discovery of the earth’s 
tectonic plates in a style that shows he 
can be as poetic as he is plucky. 


> cation, and climbed swiftly to the top of 
the bestseller lists on both sides of the At- 
lantic. There are over 3.6m copies in print. 

Mountains provide an antidote to 
modern life and its dreary preoccupation 
with maximising comfort and minimising 
risk. They offer particular qualities— 
remoteness, wildness, separation from the 
humdrum—which are denied by the 
increasingly cosseted and climate- 
controlled nature of western urban living. 
A growing number of people long for envi- 
ronments that do not respond to the flick 
of a switch or the twist of a dial. More than 
this, mountains seem increasingly to pro- 
vide a much-needed spiritual resource. 
Even when flattened into book-form, they 
offer a viewpoint from which people can 
not only look across extraordinary and 
mysterious landscapes, but also down 
into themselves. m 
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Who killed Daniel Pearl? 


A French bestseller puts forward an intriguing new theory 


ANIEL PEARL was a Wall Street 

Journal reporter who was kidnapped 
in the Pakistani city of Karachi in January 
last year. Pearl’s captors filmed themselves 
cutting his throat and then severing his 
head from his body. “I am American,” he 
said on camera. “I am Jewish. My family 
on my father’s side is Zionist.” 

In the distorted vision of Islamic terro- 
rism, Pearl was a spy for the cIa or for Is- 
rael’s Mossad, a man to be held hostage in 
exchange for the release of a senior Taliban 
official and Pakistani militants captured in 
America’s war in Afghanistan. After a 
three-month trial that ended last July, a 
Pakistani court found four Muslim extrem- 
ists guilty of the kidnapping and murder. 
Their ring-leader, the British-born Omar 
Sheikh, was sentenced to be hung; the 
other three to 25 years’ imprisonment. 

European interest in this gruesome epi- 
sode might have been expected to dwin- 
dle had it not been for Bernard-Henri Lévy, 
a French writer and philosopher and Presi- 


dent Chirac’s former special envoy to Af- 


ghanistan. As France’s most recognisable 
tele-intellectual, Mr Lévy has a wide fol- 
lowing. The very week it was published, 
“Qui a Tué Daniel Pearl?” jumped to the 
top of the French bestseller list; it has 
remained there ever since. 

Mr Lévy, composing what he freely ad- 
mits is a mix of a novelist’s imagination 
and an investigator’s evidence, offers an 
intriguing explanation for why Pearl might 
really have been killed. The journalist had 
been trying to make contact with Mubarak 
Ali Shah Gilani, the “guru” of Richard Reid, 
the hapless Muslim convert who tried to 
use explosives in his shoe to blow up an 
aircraft on its way from Paris to Miami. Mr 
Lévy believes that Pearl was close to 
uncovering collusion between extremist 
Islamic groups and officials of Pakistan’s 
Inter-Services Intelligence agency, known 
commonly as 1si. Omar Sheikh was not a 
zealot acting outside the law but an Is! 
agent, Mr Lévy believes; the agency was 
helping supply Osama bin Laden’s al- 
Qaeda with weapons of mass destruction 
and providing Pakistani nuclear secrets to 
both Iran and North Korea. 

If true, this has terrifying implications. 
Pakistan, supposedly President Bush’s 
brave ally in fighting terrorism, Mr Lévy 
says, is playing “a double, even triple 
game” and could even have helped plot 
the September 11th attacks. What a mis- 
take to be obsessed with Iraq, he argues, 


Qui a Tué Daniel Pearl? By Bernard- 
Henri Lévy. Grasset; 536 pages; €20 


when the real rogue is a fanatical and 
nuclear-armed Pakistan. 

Mr Lévy can prove very little of this, but 
it would be foolish to dismiss his theories 
as mere fantasy. It is beyond doubt thatthe 
Ist under its former head, Hamid Gul, 
aided the Taliban and had dubious links 
with extremist Islam. And it is beyond 
doubt too that Mr Lévy has been thorough. 
He has probed the background of Omar 
Sheikh, the “perfect Englishman” who 
abruptly dropped out of the London 
School of Economics. Mr Lévy’s travels, 
sometimes on a French diplomatic pass- 
port, took him to Dubai, Afghanistan, 
Britain, Bosnia and even—to meet Pearl’s 
parents—to Los Angeles. In Pakistan, he 
retraced Pearl’s steps, stayed in the same 
hotels and sought out the same contacts, 
which took some courage since Mr Lévy, 
despite being a declared atheist, was, like 
Pearl, born Jewish. 

His writing has a keen sense of detail 
and atmosphere, which makes his book a 
gripping read. But it is also a sobering chal- 
lenge to the Islam of tolerance and moder- 
ation: Muslims must defeat the “madmen 
of God, or rather the Devil” who “call for ji- 
had and, explosives strapped to their bel- 
lies, aspire to die as martyrs.” As Mr Lévy 
points out, that battle will be la grande 
affaire of the 21st century. m 





A taste for risk 








Sl} eee 
k ORICA ny 


Hollywood moguls 


Mr Really Big 


When Hollywood Had a King: The Reign of 
Lew Wasserman, who Leveraged Talent into 
Power and Influence. By Connie Bruck. Ran- 
dom House; 528 pages; $29.95 


HE recent history of MCA/Universal 

Studios is littered with the failure of for- 
eigners—Japanese (Matsushita), Canadian 
(Seagram), French (Vivendi)—to under- 
stand power in Hollywood. Power resides 
not with the studios which have seduced 
so many foreign buyers, but with the stars: 
the actors and directors, and the agents 
who secure their multi-million-dollar pay 
packets. If the upper hand in Hollywood 
has shifted away from the studios over the 
past half-century, nobody was more influ- 
ential in bringing about this change than 
Lew Wasserman, the man who built MCA 
into an entertainment giant—and then 
sold it to the Japanese. 

Wasserman, who died last year at the 
age of 89, was in some ways the anti- 
mogul. Dour, publicity-shy, reserved with 
women, he was the archetypal suitin a cre- 
ative industry. His long-time secretary re- 
calls in this book, which is packed with 
such anecdotes, that in the 1960s he ex- 
pected an hourly update on the numbers 
taking the fledgling Universal Studios tour. 
If she were just a few minutes late, Wasser- 
man would call and bellow at her. Then he 
would painstakingly collate the daily to- 
tals, record the weather conditions and 
compare the week’s performance against 
that of the previous year. 

The attention to detail, the obsession 
with the bottom line, was typical. Wasser- 
man applied the same unbending logic to 
each of his ruthlessly pursued business 
ventures. When he took over in 1946 at the 
Music Corporation of America, a talent 
agency which its founder, Jules Stein, had 
built from his days booking live bands in 
Chicago, Wasserman used its growing grip 
on talent to break the studios’ power, drive 
up the rates for actors and force the studios 
to share profits with the stars. If Tom 
Cruise or Harrison Ford now demand up- 
front payments of $20m-25m a film, this is 
in no small part due to the mogul’s efforts. 

What Wasserman grasped so clearly 
was the value of leverage. If you could as- 
semble a critical mass of talent, you could 
break the studio system. If you controlled 
the top movie stars, you could wrap other 
elements—a producer, director, lesser 
actors—into a deal with a star, in a practice 
that became known as packaging. By 1960, 
MCA controlled some 70% of all Holly- 
wood stars, including Marlon Brando, 
Jimmy Stewart, Marilyn Monroe and Clark 


Butterflies 
Model colours 


An Obsession with Butterflies: Our Long 
Love Affair with a Singular Insect. By 
Sharman Apt Russell. Perseus Books; 238 
pages; $24 and £18.99 


UTTEREFLIES are the supermodels of 

the insect world. No other bug repre- 
sents such mesmerising beauty, nor is 
imbued with such universal spiritual 
symbolism. The butterfly as a metaphor 
of transformation and rebirth has long 
appealed to mystics of all stripes. In an- 
cient Greek the word psyche meant both 
soul and butterfly. Pope Gelasius I com- 
pared the life of Christ to that of the cat- 
erpillar: Vermis quia resurrexit. The 
worm has risen again. 

Sharman Apt Russell has done a 
wonderful job of gathering bits of exotic 
butterfly lore to brighten up her account 
of the insect’s life-cycle, its acrobatic sex- 
ual practices and its amazing gift for 
mimicry. There are intriguing digres- 
sions, too, into the lives of great butterfly 
hunters of the past, and an engaging ac- 
count of some recent developments in 
butterfly conservation. 

All of which makes for fascinating 


Gable. By the time the government forced 
him to divest the talent business by threat- 
ening anti-trust proceedings, Wasserman 
had grown into a true Hollywood power- 
broker; he went on to become a polished 
supplier of mass entertainment, from such 
TV series as “The Six Million Dollar Man” 
and “Kojak” to such blockbuster films as 
“Jaws” and “E.T.”. 

Wasserman once commented: “I don’t 
consider I have power. I have relation- 
ships.” And how. At one time Ronald Rea- 
gan’s Hollywood agent, he was friends 
with politicians from Lyndon Johnson to 
Bill Clinton. For 50 years, he counted as a 
friend and business associate Sidney Kor- 
shak, a lawyer who was investigated 
(though not indicted) for his links to the 
mob. Indeed, as Connie Bruck points out, 
“the culture of MCA bore no small resem- 
blance to the Mafia’s”: loyalty ruled and 
was rewarded, betrayal went unforgiven. 

This portrait is inspired less by affection 
than by awe. Yet, in the interviews that Ms 
Bruck conducted before Wasserman’s 
death, she was able occasionally to disarm 
him. The Hollywood mogul makes a rare 
confession of weakness: his greatest mis- 
take, he said, was to have sold the com- 
pany to the Japanese in 1990—a decision 
that ushered in a time of instability for 
Universal which continues to this day. m 





Object of reverence 


reading. “An Obsession with Butterflies” 
is marred only by the author’s own ob- 
session with one-sentence paragraphs, 
often in the form of a rhetorical question 
(“What happens to butterflies that don’t 
migrate?”). But the book is full of lovely, 
vivid perceptions as well. Ms Russell re- 
members her delight, for instance, when 
a small grey butterfly, “common asa 
mailbox”, revealed to her its exquisitely 
coloured underside: “Scallops of mango 
orange. Patterns of blue and russet. A 
crescent, a dash, a language in code.” 


New fiction 


Great expectations 


The Curious Incident of the Dog in the 
Night-Time. By Mark Haddon. Doubleday; 
236 pages; $22.95. Jonathan Cape; £10.99 


ARK HADDON’S new novel comes 

with glowing endorsements from 
Ian McEwan (“superb”) and Oliver Sacks 
(“brilliant”). It has been sold to publishers 
all over the world, and the film rights have 
been snapped up by Warner Bros. In Brit- 
ain it is available, like the Harry Potter 
books, in two separate editions—one for 
youngsters (Mr Haddon has previously 
published 15 children’s books) and one for 
grown-ups. 

What is all the fuss about? Certainly 
“The Curious Incident of the Dog in the 
Night-Time” is a detective story with a dif- 
ference. For one thing, the murder victim is 
a poodle. For another, the hero and narra- 
tor is a 15-year-old boy with Asperger’s 
syndrome, a form of autism. 

Christopher is a whizz at maths and sci- 
ence. He has a fantastic memory and near- 


photographic powers of observation (“Mr >> 
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> Jeavons smells of soap and wears brown 
shoes that have approximately 60 tiny cir- 
cular holes in each of them”). Yet his metic- 
ulously matter-of-fact mind is also stub- 
bornly—and painfully—inflexible. Familiar 
figures of speech have him foxed. Ordin- 
ary conversation and displays of emotion 
make him feel uncomfortable; he doesn’t 
even like looking at other people’s faces 
because he finds their expressions so con- 
fusing. He will simply walk away from any 
conversation that he is not enjoying. Noise 
and crowds often cause him to retreat into 
a corner and scream at the top of his lungs. 

The story begins when Christopher dis- 
covers a neighbour’s dog neatly skewered 
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by a garden fork. A big fan of the Sherlock 


Holmes mysteries, Christopher resolves to 
find out who killed the animal, and why. 
Mr Haddon invests his story with humour 
as well as pathos. At times it makes for 
quite uncomfortable reading, as Christo- 
pher’s investigation leads him to learn 
more about the break-up of his parents’ 
marriage. 

Mr Haddon’s achievement is to make 
Christopher more than the sum of his tics; 
a character, not just a dramatised condi- 
tion. He has given his unlikely hero a con- 
vincing voice—and the detective novel an 
interesting twist. For once, the pundits 
speak the truth. m 


The world out of joint 


The German Expressionists are enjoying a remarkable comeback 


HE shock of the new-—that famous 

phrase used to describe modern art—is 
difficult to sustain. But the vibrant German 
Expressionists, with their splintered geom- 
etries, their distortions and compressions, 
their black silences and uneasy colours— 
all green streets and clocks with hands 
about to converge on the 12—speak so elo- 
quently of trouble to come that even at 
close to a century’s distance, they have the 
power to surprise. 

Two new exhibitions, one in New York 
and another that is travelling from Wash- 
ington, DC, to London, show how seri- 
ously early 20th-century German artists 
tried to explore the role of man in a per- 
plexing, shifting society. In 1905 Ernst Lud- 
wig Kirchner and Erich Heckel, two ar- 
chitecture students from Dresden, helped 
found a group called Die Briicke (the 
bridge), whose members saw art as a path 
taking man to a higher plane. Inspired by 
Nietzsche, they believed art could renew 
and reshape bourgeois society. They tried, 
and for a while succeeded, in creating an 
alternative exhibiting and collecting soci- 
ety in which both artists and patrons paid 
subscriptions in order to avoid the com- 
mercial taint of galleries. 

The Brücke artists were driven by a be- 
lief that modern, industrial and urban life 
had debased individual creativity. They 
saw nature, and the art of what were then 
called primitive societies, as regenerating 
forces, and they spent their summers bath- 
ing in the nude and painting. To some, 
their noisy manifestos, elaborate staged 
performances and not infrequent sexual 
intrigues make them a parody of bohe- 
mian artists. But, in addition to a youthful 
idealism, the best Briicke artists—Kirchner, 





Flavour of foreboding 


Heckel, Max Pechstein and Emil Nolde in 
particular—also shared a raw talent and a 
genuine belief that there was more to art 
than mere aesthetic experience. 

The Expressionists’ artistic godfathers 
were Albrecht Dürer, whose woodcuts in- 
spired many of their more innovative ex- 
periments, and Edvard Munch, then al- 
ready well-established in Germany and 
famous for his paintings of psychological 
intensity. In the year they launched Die 
Briicke, the first show of Van Gogh’s works 
came to Dresden, opening their eyes to the 
expressive possibilities of colour. 

Much of the best work produced in 
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Germany at the time was done in a few 
short years. The first world war crushed 
the intensity and idealism of Die Brücke; 
fear, imprisonment and exile destroyed 
many artists afterwards. Between 1913 and 
1915, when he became an “involuntary 
volunteer” in the German army, Kirchner 
created some of the 20th century’s mostin- 
delible images of urban alienation, includ- 
ing “Potsdamer Platz, 1914” (pictured be- 
low left) and his other famous Berlin street 
scenes. Unable to reconcile his artistic 
ideals to the harsher realities of war, Kirch- 
ner suffered a nervous breakdown and 
moved to Davos, Switzerland, where he re- 
mained for the rest of his life and where 
there is a museum of his art. 

Christian Schad was not part of Die 
Brücke, though he shared many of its as- 
pirations and much of its talent. At their 
best, the bloodless portraits he painted be- 
tween 1927 and1929 suggest a deep unease 
and foreboding beneath their exquisite 
porcelain surfaces. 

Kirchner’s work was shown in the Na- 
zis’ infamous “Degenerate Art” exhibition. 
Afterwards he destroyed many of his 
paintings and committed suicide. A selec- 
tion of carefully chosen Schad pieces were 
exhibited in 1937 in a show entitled “Great 
German Art”, the Nazis’ antidote to the De- 
generates’ work. Guilt by association con- 
demned Schad to a moral purgatory, and 
he lived in obscurity in Germany through 
the war. By the time he died in 1982, his 
reputation had barely begun to recover. 

An exhibition of Kirchner’s work will 
travel to London’s Royal Academy later in 
the summer, an interesting counterpoint 
to the Max Beckman show at Tate Modern 
earlier this year. Its curator, Jill Lloyd, an in- 
dependent scholar of German modern art, 
also organised the Schad exhibition now 
on at the Neue Galerie, which was 
founded in New York by Ronald Lauder 
and which has done much to bring mod- 
ern German art to the attention of the 
American public. 

“We've gone past the generation of the 
war and there’s less aggression toward all 
things German,” Ms Lloyd says. After the 
second world war, the British Museum 
famously refused a gift of German Ex- 
pressionist graphic works. It is impossible 
to imagine this happening today. “These 
artists witnessed themselves becoming 
members of a lost society, whose progres- 
sive ideals were destroyed,” Ms Lloyd says. 
“The human content of their work is very 
contemporary.” For a brief moment, they 
sought to take on the world. At last the 
world is looking. m 


Ernst Ludwig Kirchner, National Gallery of Art, — 
Washington, oc, until June 1st, then at the Royal 
Academy of Arts, London, June 28th to September 21st. 


Ernst Ludwig Kirchner: “Der Maler als Bildhauer”, 
Staatsgalerie, Stuttgart, until July 27th. 


Christian Schad, Neue Galerie, New York, until June 9th. 
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Prince Sadruddin Aga Khan 


Prince Sadruddin Aga Khan, refugee chief, died on May 12th, aged 70 


T is lunchtime at the Château de Belle- 

rive, Prince Sadruddin Aga Khan’s home 
on Lake Geneva. His guests are being 
served the elegant food associated with 
the prince’s kitchen. But the prince and his 
wife Catherine are content to have a dish 
of brown rice and an accompanying salad. 
Can it be that they are not hungry, or is the 
prince making a gesture: that although he 
is a rich man he has humble tastes? No one 
is so impolite as to ask, but the guests may 
talk aboutit later. 

The prince could be a puzzle even to 
those who claimed to know him well. Was 
he a prince at all? He was a prince of the Is- 
mailis, a Shia Muslim sect that has some 
20m followers. His father, Aga Khan MI, 
who traced his bloodline to the Prophet 
Muhammad, was the leader of the Ismai- 
lis. The British royal family, which knows a 
thing or two about heredity, recognised 
Sadruddin as a true prince and he was 
treated accordingly. 

Sadruddin (the name translates as “de- 
fender of the faith” in Arabic) was disap- 
pointed that his father did not name him 
as the next leader. But father apparently 
believed that his son lived only for plea- 
sure. Sadruddin’s much publicised life 
with his first wife Nina, a model, may have 
made it seem so. “Myths and labels be- 
come attached to people,” he remarked 


later, “giving them a reputation that does 
not always correspond to reality.” It could 
be that his father had mixed up Sadruddin 
with his half-brother Aly, who was briefly 
married to Rita Hayworth, a Hollywood 
star, and was indeed a tearaway. In the 
event, when the Aga Khan died in 1957, the 
crown, and the title Aga Khan IV, went to 
Sadruddin’s nephew, the present holder. 

Sadruddin was then 24. At that age dis- 
appointments can usually be overcome, 
particularly if, like the prince, you have ad- 
vantages. He had had an elitist education, 
at Le Rosay in Switzerland and Harvard. 
He spoke several languages, including 
French from his mother, a Parisian, and 
Persian and English from his father. The 
amount of his personal fortune was un- 
known (like that of the Ismailis, whose fol- 
lowers are expected to contribute 10% of 
their income to the sect). But it was cer- 
tainly adequate. With these assets to sus- 
tain him, Sadruddin discovered what was 
to be his life’s work, to improve the lot of 
the world’s refugees. 


Statues and people 

Like many people who came to do good 
work for the United Nations, Sadruddin 
drifted into the organisation, rather than 
setting out to make it his career. As a stu- 
dent he started an art collection that even- 
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tually became one of the finest in private 
hands. He recalled that at one time you 
could pick up a page of ancient Islam cal- 
ligraphy for as little as $100, many times 
less than it would be worth now. He be- 
came concerned about the fate of Nubian 
statues threatened by the construction of 
the Aswan High Dam in Egypt, and in 1958 
was taken on as an adviser by UNESCO, 
the UN’s cultural branch. He discovered 
that the dam not only threatened Nubian 
statues but that some 100,000 Nubian 
people were being moved from their tradi- 
tional homes. People were clearly more 
important than statues, however precious. 
In 1959 Sadruddin became an assistant to 
the United Nations High Commissioner 
for Refugees, and applied to the job the 
code of morality and responsibility of his 
faith. He was made deputy high commis- 
sioner in 1962 and in 1965 at the age of 32 
was appointed to the top job. 

The problems that followed were far 
graver than those of the Nubians (who 
were eventually resettled in Egypt, albeit 
in inferior territory). Bangladesh was born 
in 1971 out of the break-up of Pakistan, cre- 
ating hundreds of thousands of refugees. 
In 1973 Idi Amin expelled thousands of 
Asians from Uganda. At the end of the Viet- 
nam war in 1975 thousands fled the coun- 
try. And so on. He was good at getting rich 
countries to be generous. Perhaps only a 
rich man can bea successful beggar. The el- 
der George Bush was a friend: they played 
tennis together. Mr Bush found the urbane 
European an agreeable contrast to his 
Texas circle. 

Sadruddin stepped down after 12 years, 
the longest any refugee chief has held the 
job, but returned to the UN at times of cri- 
sis to give help, notably in Afghanistan 
during the Soviet occupation and Iraq after 
the first Gulf war. He seemed the favourite 
to become the UN’s secretary-general in 
1981, but the Soviet Union vetoed his can- 
didature, claiming he was too pro-western, 
and vetoed him again in 1991. Around that 
time stories circulated that the prince was 
a secret agent for the British, using his job 
as a cover for intelligence gathering. It was 
almost certainly nonsense, but the Rus- 
sians may have believed it. Sadruddin in- 
sisted that he had equal sympathies with 
eastern and western peoples. His descrip- 
tion of himself as “a citizen of the world” 
was a fair one. 

He bore this second big disappoint- 
ment in his life stoically. An even greater 
disappointment was the realisation of 
how little had been done for the world’s 
poor. In a speech not long ago he said that 
in 80 countries people’s incomes were 
lower than they were ten years earlier. The 
number of people in poverty, earning less 
than $1 a day, was stuck at 1.2 billion. His 
meal of brown rice was a heartfelt gesture. 
Give him that. m 
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The Commonwealth Secretariat is the international organisation 
serving the 54-nation Commonwealth. The Secretariat provides 
technical assistance for sustainable development and poverty 
eradication in the Commonwealth countries, alongside its often 
high-profile work to promote democracy and good governance. 


The Commonwealth Secretariat 








The Governance and institutional Development Division (GIDD) provides packages of 
technical assistance to Commonwealth developing countries to fin strategic gaps in 
specialised skills in critical development areas, with a particular emphasis on governance and 
institutional development. 

The Special Advisory Services Division (SASD) provides advice and technical assistance to 
member governments and regional organisations in the areas of trade and enterprise 
development, debt management and the facilitation of investment. 


Director in GIDD l 

This is an opportunity for a seasoned manager with extensive experience in public sector 
development and management, to lead the division's programmes in areas such as civil service 
reform, decentralisation, and public sector restructuring. A track record of delivering high- 
quality results, and a degree or professional qualification in public sector management and 
administration, development, or social policy, are essential. Closing date 4 July 2003 


Adviser, Public-Private Sector Development in GIDD 

A highly analytical individual with experience in public or private sector privatisation and 
commercialisation in developing countries, is sought to provide an advisory service to 
commonwealth members in civil service reform and restructuring, and to develop and deliver 
associated strategies and policies. A post-graduate or professional qualification in public or 
private sector policy development and administration is essential. Closing date 4 July 2003 


Programme Coordinator, one each in GIDD and SASD 
With responsibility for assisting the Director of the division in the planain i 
coordinating, and managing divisional activities, the ideal candidate mu 
project management experience in an international developme nie 

or professional qualification in public administration with 






































All posts are based in London. We offer a three-year appointms 
the first instance with a competitive pay and benefits package. 
Applicants must be Commonwealth citizens. 
To apply for these positions please visit our website 

ealt We regret that it will not be 
possible to acknowledge applications, only shortlisted candid 
will be contacted. Further queries should be directed to 
Asha Gil on +44 (0)20 7747 6191. 
Interviews will be held around September 2003. On occasions 
invitations to interviews will be at short notice. This competition 
may be used to fill other similar posts at the same or lower grade. 
The Commonwealth Secretariat is committed 
to an equal opportunities policy 







South Asia 


The Organisation: The International Planned 
Parenthood Federation (IPPF) links national 








Regional Director 


The Person: This is a senior position operating in a sensitive 
and important role, and in order to carry this out successfully, 


UNITED STATES TREASURY DEPARTMEN’ 


GOVERNMENT DEBT ISSUANCE AND MANAGEMENT ADVISORS 
EMERGING MARKETS ~ WORLDWIDE 


The U.S. Treasury Department provides technical assistance and policy advice to senior 
government and central bank officials and market participants in nearly 30 countries. We are 
recruiting candidates for positions as resident (long-term) and intermittent (short-term) 
advisors in government debt issuance and management in countries throughout the world, 
including Eastern Europe. the former Soviet Union, Southeast and Central Asia, Latin 
America, Africa, and the Middie East. This recruitment is for global assignments and 
significant International travel is required. 


For resident (long-term) assignments, we seek experts in domestic government securities 
issuance and management. Experience in international bond markets is highly desirable. 
Applicants for resident assignments ideally should have a combination of public and private 
sector experience in government debt management, investment banking or financial advisory 
work. For intermittent (short-term) assignments, we are seeking advisors with particular 
expertise in: liability management policy and procedures, legal framework for government 
securities; market regulation; custody, clearing and settlement, fixed income trading: treasury 
operations; and morigage and other asset-backed finance. For all positions, management 
experience is desired. Prior overseas work experience in challenging environments is a distinct 
advantage. Foreign language skills are highly desirable. While technical skills are essential, 
the ability to gain the confidence of host government officials and provide sound but realistic 
advice to a sovereign government in an emerging market environment will determine ultimate 
success. Candidates must be U.S. citizens or U.S. resident aliens. 


SALARY AND BENEFITS: Salaries are negotiated in accordance with program regulations, 
based on demonstrated salary history and the skills required, The salary range is from $85,000 
to $134,000. Overseas benefits are provided as allowed by federal regulations, Successful 
applications. will be subject to a background investigation ai the appropriate level, 


This announcement is open and continuous until December 31, 2003. Applicants should 
submit a cover letter, resume or OF-612 by e-mail to: teray @ota-treas.gav or by mail to; 
U.S. Department of the Treasury, Office of Technical Assistance, 
ATTN: Recruitment Coordinator, 740 iSth Steer N. W. — 4th Floor, 
Washington, P.C. 20220. 
Please reference Solicitation Number TET-2003-0010 on your cover letter, resume or OF-612. 
Only applicants to be interviewed will be contacted. No phone calls please. If you wish to be 
considered for this announcement and all future announcements for the Government Debt 
Issuance and Management Program, you must state so in the cover letter to your application. 


For application materials, visit our web site at: www.ustreasury.hu/other/empforms.shim) and 
www.eps.gov (search by solicitation number TET-2003-0010), The OF-612 can also be found 
at WWW.0pm. goy 


The U.S. Government is an Equal Opportunity Employer 











autonomous Family Planning Associations (FPAs) in 
over 180 countries worldwide. it is registered as a 
charity in the United Kingdom and is the largest 
voluntary organisation in the world concerned with 
sexual and reproductive health. IPPF and its member 
Associations are committed to promoting the rights of 
individuals and couples to the highest possible level 
of sexual and reproductive health. For more 
information visit our website www.ippf.org 


An exciting opportunity exists for someone to become 
the Regional Director based in South Asia on a fixed 
term contract, and who will be the representative of 
the Director-General in the region. 


The Challenge: + Encouraging member associations in 
evolving and refining their role within the local environment 
e Providing technical guidance in programme development and 
implementation ¢ Promoting the work of IPPF and the FPAs with 
our donors and to wider audiences © Advocating the issue of 
sexual and reproductive health with policy makers © Servicing the 
governance bodies and-requiariy consulting and communicating 
with volunteers © Providing leadership to a multi-national team of 
staff based in South Asia and being responsible for their 
management development, motivation and accountability. 


you will need exceptional skills and experience, including: 
e Post-graduate degree in applied social sciences or health 
and/or management from a recognised university ¢ Fifteen 
years’ experience in family planning, healthcare or related fields 
with proven management ability. The last five years’ experience 
should be at a senior executive fevel « Fluent in English, 
fluency in local languages an asset © Extensive knowledge of 
working within the South Asia Region and of non-governmental 
organisations « Exceptional talent to manage the political 
process of the deliberative bodies, programme and managerial 
priorities of the Region, and its multi-cultural, 
multi-disciplinary Secretariat. 


Frequent travel throughout the Region will be required. 


To reflect the status of the post and range of tasks expected, 
salary is negotiable according to skills and experience. 
Applications should be forwarded to: Deputy Director-General, 
international Planned Parenthood Federation, Regents’ College, 
Inner Circle, Regents Park, London NW1 4NS, United Kingdom. 
Fax: +44 20 7487 7973 or e-mail jobs@ippt org 


Closing date for receipt of applications is 13th June 2003. = 





IPPF is an Equal Opportunities Employer. 
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House of Commons 





DEPA MEN" “OFT THE CLERK OF THE HOUSE 


policy and the work of t 
Recent expertise in a par 
be of use to the Committ 
called upon to provide bri 
Committee's work. To F 


| of the Committee 





Drive the methodology that influences our decisions 


The Strategic Rail Authority is the central body for shaping the future of 
Britain's rail network. We are a relatively new organisation working with 
the entire industry to improve quality. and performance, achieve 
government objectives and build expertise across a range of disciplines. 
We need talented individuals to help. us answer key questions and make 


sound business decisions. This is a unique opportunity to drive new 


methodologies as well as directly applying your sound background in 
economics, You should have a good first degree and, ideally, a 
postgraduate qualification in Economics. 


Economist 

£43,000 - £60,000 London SW1 
You will be our main source of methodological advice on project and 
policy appraisal, developing practical guidarice on how criteria might be 
applied and commissioning new research. 

You will also represent the SRA with other government departments, 
public bodies and industry parties. 


At least five years experience of applied economics will have helped 
you develop strong powers of analysis and an excellent understanding 
of public sector appraisal. You will also be a superb communicator, 
influencer and relationship builder who can establish immediate 
credibility at senior level. Ref: 28030. 


BRITAIN'S RAILWAY, PROPERLY DELIVERED 
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Economic Analyst 

£21,060 - £32,000 London SW1 

This challenging role will involve advising on the practical application 

of appraisal criteria and providing analytical support on forecasting 

and modelling. You will also have the chance to manage. consultancy 

projects, which impact on commercial and. strategic decisions. 

Your degree will be complemented by an interest in appraisal 

methodology, forecasting and statistical methods supported by strong 
relationship building, influencing and ana lytical skills. Ref: 28031. 


To take the next step, please call us on 0845 300 1435 
or email us on srajoos@tmp.com 


Closing date: Wednesday 11 June with interviews to commence 
in late June. 
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: international 
C HIVIAIDS lan ( È 


Supporting Community Action on AIDS in Developing Countries 


“INTERNATIONAL 





The International HIV/AIDS Alliance is a leading international NGO supporting 
community action on HIV and AIDS in developing countries. We currently have the. | 
following opportunity based at our Secretariat in Brighton. 


Policy Officer/Senior Policy Officer (Ref: PTS/179): To lead and conduct 

international policy development and advocacy work on HIV/AIDS with a 

focus on access to treatment as part of broader health and development 

priorities. Candidates must have at least 6 years experience of working at a 

senior level in policy work in the development field. Knowledge of issues 
_ affecting children and human rights based approaches will also be an 
. advantage. Candidates must have outstanding written and verbal 
_ communication skilis, experience of high level political engagement and the 
- ability to work both autonomously and as part of a team. Salary range UK 
_ £26,000 - £36,000 plus attractive benefits package. 


For full details about the positions, application deadline and interview dates, 
_ see our ‘What's New!’ section on the Alliance website www.aidsalliance.org. 
: Qualified candidates living with HIV/AIDS are particularly encouraged to 
- apply 


| Be Investment _ 
y E Bank 8 


A career in the heart of Europe 


IDEA INTERNATIONAL INSTITUTE 


= The Institute for Development in Economics and Administration (IDEA 
International Institute) is a private Canadian institute specialised in providing 
support services, training and information technologies to developing countries 
in two major fields: (1) monitoring and evaluation of Poverty Reduction 
Strategies and Millennium Development Goals and (i) strategic planning, 
budgeting and monitoring and evaluation of public programs. The Institute is 
presently looking for a: 


e Senior Economist (Poverty Reduction Strategies and MDGs) 
+ Senior Information System Specialist-Statistician 
e Senior Information System specialist 


For details about the post requirements and application procedure, see the 
institute's website: 








The EIB, the financing institution of the European Union, is looking to recruit, for its Proj orate, Industry & Services 












Responsibilities: ¢ As part of a multidisciplinary team, the sector economist will assess the long-term economic, financial and 
environmental viability of capital investment projects and programmes in industrial and commercial service sectors, in EU member 
states, but primarily in countries outside Europe in which the Bank operates. © Contribute to the overall appraisal of loan proposals. 
e Prepare sector studies and other analyses ippering the due-diligence for long-term capital investments as well as the Banks lendin 
policies. Main sectors covered are light industry, end-consumer industry, tourism and commercial services. ®© Follow regional a 
global market developments and EU policies in defined sectors in manufacturing and commercial services and maintain contacts with 
outside networks, ndod the Commission and other international bodies concerned with these sectors. + Monitor the implementation 
stage of financed projects. * Closely cooperate with the Lending Directorates and assist in the identification of investment 
opportunities. 


Qualifications: + Advanced academic qualifications in economics, preferably with post-graduate studies (PhD) 
in industry, end-consumer or commercial service sector topics. BA or similar qualification in natural science or 
engineering would be an advantage. * Detailed knowledge of applied quantitative methods, cost benefit anaes risk analysis and 
elling/torecasting the impact of competition and policy framework changes on the economic and financial viability of long-term 
capital investments in private sectors. + At least 3 years of practical industry or consultancy pin atin including: 
preparation and screening of feasibility and market studies, assessment of company strategies, bromine and risk analysis in one 
rticular sector in industrial or commercial services sectors. © Practical experience gained internationally inside and outside the 
vropean Union. © Excellent knowledge of English or French and a good command of the other. The knowledge of other 
European Union or Accession Country languages would be appreciated. * Proficiency in computer applications. 


Skills: + Good interpersonal, team-working and communication skills. + Good woa and reasoning skills with the capacity to 
provide sound judgement concerning the issues in his/her area of responsibility. © Ability to operate in international environments, 
including those of pee opi countries. ¢ Capacity fo plan and organise his/her work. ¢ Capacity to coordinate projects across 
directorates. * Ability to draft clear and concise reports. © Results-orientated. # Ability to work under pressure. 

Applicants must be nationals of a European Union Member State or one of the Acceding Countries. The EIB offers 
attractive terms of employment and remuneration with a wide range of benefits. The EIB is an Equal Opportunities Employer, _ 
Applications should include a cover letter quoting the relevant reference number, a curriculum vitae in English, and be sent to: 

EUROPEAN INVESTMENT BANK, Staffing Division (Ref.: PJO3ECOO7) 
» a i2950 LUXEMBOURG. Fax: +352 4379 2545. E-mail: jobs@eib.org. ok, Ls 

Applications will be treated in the strictest confidence. They will not be returned. Personal Data are protected by Community Regulation. 
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ORGANISA TKA BE AORERE ee ET Dt CEVELOPREMENT ECS OUES 


OECD (( OCDE 





ORS ANURATIOON FONE EGCG Ce PR EAT Aah DEVELOPMENT 


An international organisation based in Paris is looking for an 


ADMINISTRATOR FOR THE CHINA AND ASIA UNIT 


Remuneration from 53 500 euros p.a. + benefits 
(tax exempt in France) 


FH JOANNEUM is a 
well established Uni- 
versity of Applied 


| 
S/he will maintain the analytical and administrative framework for the | Sciences. located in 
successful development of the O&CD-China programme of dialogue and co- | i 3 
operation. S/he will work under the supervision of the Head of Asia and China | Graz, Austria. 
Unit in the Centre for Co-operation with Non-Members (CCNM? in the General | | 
Secretariat. 
: 
| 
| 
i 
| 


The ideal candidate 
e Advanced degree in economics. 


e Sound understanding of China and good knowledge of OECD work, based 
an at least three years’ practical experience in a tinterlgovernmental body. 

e Very good analytical, communication and interpersonal skilis. Experience 
in managing external consultants/experts in a multicultural environment. 


*® Excellent knowledge of English or French including drafting ability. Some 
knowledge of the other. 
+ Fluent Chinese (excellent ability to speak and read). 


The OECO is an equal opportunity employer 
and encourages applications fram women candidates. 


The complete vacancy notice and application form can be found by clicking 
on “recruiiment’ at www.oecd.ore. Applications tin English or French) from 


nationals of OECD Member countries, quoting reference VAC(03)044, should 
be sent on-line by 19 June 2003. 


Oniy candidates selected for interview will be contacted. | 
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w World Agroforestry Centre 
Recruiting a Manager — 
Project Development 


World Agroforestry Centre 


FRAMSSO Mw LIVER AMR LABDAC ARES 


The World Agroforestry Centre is onc of 16 Future Harvest centres supported by the 
Consultative Group on International Agricultural Research (CGIAR). As a global leader in 
agrofurestry research and development, The Centre's ultimate purpose is to improve human 
welfare by reducing poverty, increasing cash income, improving food and nutritional security, 
and environmental resilience throagh improved agroforestry systems. The Centre has jts 
headquarters in Nairobi, Kenya and works in 16 countries throughout Africa, Asia and Latin 
America. 


The position: 

We are recruiting a Manager ~ Project Development io be based at our headquarters in 
Nairobi, Kenva, The Manager will have responsibilities im two principal areas: (a) 
streamlining, institutionalising, expanding and leading the project development process, and 
fb) research and knowledge sharing activities related to resource mobrhzation, 


The Successful Candidate will have: 

* Seven (7} years progressive and successful experience with project development and 
resource mobilization for non-profit organizations having an international research and/or 
development mandate, 

Extensive knowledge of, and expenence with, the piternational donor community. 
Excellent interpersonal skills for working effectively with multi-disciplinary teams of 
professionals from different cultural backgrounds, and for effective haon with the donor 
commbnity and other pariners. 

*  Exceflent wnting skills in English; french language skills are highly desirable. 


‘Terms of offer 

The World Agroforestry Centre offers a competitive salary and benefits package, and a 
collegial and gender-sensitive working environment. The contract is for an initial period of 3 
years, subject to a six-month probation pericd, assessment of performance and available 


resources, Applicants are invited to send a detailed curriculum vitac, date of birth and the 
names and addresses of three referees (including telephone. fax numbers and email address). 
All correspondence should be addressed to the Human Resources Unit, World Agroforestry 
Centre (ICRAF), PO. Box 30677, Nairobi, Kenya, Fel +254 2 524000 or 1 650 833 6645; 
Fax +244 2 524001 or 1 650 833 6646; email: icrafhru@cgiarerg. Applications will be 
considered until June 30th, 2003. Please indicate your advertisemenl source in your application. 


ICRAF believes that staff diversity promotes excellence, and strongly encourages appheations 
from women. 


We invite you to learn more about the Worid Agroforestry Centre by accessing our web 
site: hitp://www.worldagroforestrycentreorg 
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Details concerning all positions can be found at 
www. fh-joanneum.at/jobsen 


Your written application referring to the mentioned aa € 
numbers above should be submitted by June 2, 2003 either pe 
mail to FH JOANNEUM Gesellschaft mbH, Alte Poststrafe 1: 49 
A-8020 Graz /Austria c/o. Mrs. Sabrina Gse hiiest 

Phone +43 316/5453-8874, Fax +43 316/5453-8801 

www. fh-joanneum.at, or per e-mail to: 

sabrina .gschliesser@th-joanneum.at 
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JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+, Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath. co.uk 


Erei: 
cpamerica@careerpath.co.uk 
cpeurope@:careerpath.co.uk 
cpasia@bkk.loxinfo.co.th 


USA/Canada 
Europe 
Asia / M. East / Aus 


+1 2024781698 
+44 20 75048280 
+66 2 6308120 


Senior Private Sector Adeir 


A The US. Agency for International Development 
jz} Caucasus seeks applications from qualified American 
/ Citizens or Permanent Residents for an opening in 
Summer 2003 in Tbilisi, Georgia. Deadline to submit 
applications is June 6th, 2003 





Required Qualifications: 

Education: Master's degree in business, law or relevant degree is 
required. 

Work Experience: At least three years of leadership in a team 
environment; ten years of relevant experience of professional achievement 
and practical experience in the tax, commercial and financial policy, and 
commercial and financial law reform are required. 

For more information and instructions on how to apply, please visit: 
http://www.usaid.gov/procarement_bus_opp/procurement/psc_solicit/ 












German institute 
for Economic Research 


14191 Berlin 
Germany 


DIW Berlin 









- Economist | 

wanted for the TRANSFORM project 

German Advisory Group on Economic Reforms 
with the Government of Ukraine 


in the field of 

Economic Policy 

NF :- Candidates will be expected to workin a team of German 
Roe eee and Ukrainian researchers and economic policy experts. 
Vii hee They will co-operate with Ukrainian government 
research institutes in -representatives and international organisations as well 
Germany. We pursue as with the respective paent of the Institute for 
paris economi _ Economic Research and Policy Consulting 


hepe provide }-(wwwierkiewua), which was founded by the German 
poly eee _ Advisory Group. They will write shorter as well as longer 






























oe HA fi " policy-oriented papers on a wide range of issues. They 
oni atin whut are also encouraged to publish their work in professional | 
randenburg and with i fs. 
international research > Journa 
networks, Candidates (EU nationals} are required to have 
a ahigh-score degree in Economics, particularly inthe | 
| relevant fields (preferably fiscal policy, public finance 
| : and neighbouring subjects), 
| | @ a strong interest in economic policy issues and in the 
| relationship between macroeconomic issues and | 
4 their narrower field of specialisation, 
| > knowledge of applied econometrics, 
| = œ aconvincing publication record and/or teaching 
i <o experience, 
a solid command of Engiish; German, Russian or 
. Ukrainian aan be an asset. 
„They should also be comfortable working in ateam, | 
nteracting with government fepresentatives, expressing: | 
nselves verbal ly.and in writing, and living and | 







| eatin offers a competitive salary. The position 
le immediately. The DIW is committed to 
share of fe ma economists and therefore 
omen to apply for this position. 


and you appli cation (including CV copies of 
its, references of letters of recom- 

an} to the Personnel Department, DIW Berlin, 
91 Berlin, Germany, e-mail: ajonat @ diwde and - by | 
Hl “to: Herbert Wilkens hwilkens @ diwde. 















' www.diw.de 











Senior European Economist 
Ford Motor Company 


Cologne 


The ideal candidate: 


* Master's or Ph.D. degree 
in Economics 

* Minimum 3 years’ 
experience in a business 
environment 

* Ability to develop industry 
models for forecasting 

* Highly developed 
communication skills 

* Fluency in English is 
required and German 
language skills desirable 


Ford Motor Company is one of the world’s largest 
and one of the most successful international 
companies with global revenues of $150 billion 
and a core automotive focus that is exemplified 
by a portfolio of instantly recognisable brands. 
The Company celebrates its 100-year anniversary 
this year. 


As part of a global! team, the successful candidate 
will have prime responsibility for macroeconomic 
and automotive/consumer sector analysis and 
forecasts for Europe. The successful candidate will 
work with diverse organizations across the 
Company, from program teams putting together 
major new product and market proposals, to 


Excellent compensation special requests from senior management, Thus, 


package: the ability to work in cross-functional teams is an 
* Eligibility for stock important apres a this position. Effective 

options/bonuses i ms y amd forecasts to senior 
* Car benefits management is critical. 


Applicants should have the right to work in the EU. 
Closing date - 30 May 2003 


* Relocation assistance 


This vacancy is open to both 
women and men regardless To apply, please email your CV to: 
of ethnic origin in line with Email: corpecon@ford.com 
Ford's equal opportunities Fax: 313-390-6548 


policy 


Please indicate Ref 007 in Subject Heading 


= THE WORLD BANK 
SRI LANKA, COLOMBO OFFICE 


SR. FINANCIAL SECTOR SPECIALIST 


Background: The Finance and Private Sector Development Department in the South Asia Region 
(SASFP) provides technical advice and operational support to our client countries within the regien 
on a broad range of financial sector development issues, including bank restructuring and 
privatization, regulation and supervision, capital market development, pensions and insurance 
reforms, and links with private sector development. In view of Sri Lankas active and growing 
dialogue with the World Bank on its financial sector development agenda, the South Asia Region 
wishes fo augment its capacity within the Colombe Office and the responsible department (SASFP) 
seeks to recruit a senior financial sector specialist with particular strength in bank restructuring and 
privatization. A broad background on financial sector work and its Jinks with private sector 
development is preferred, This is a two-year national contract position based in Colombo, 
Compensation and benefits will be in secordance with the local market. Sri Lankan nationals are 
preferred. 


Duties and Responsibilities: The Senior Financial Sector Specialist is expected to lead or contribute 
to the ongoing policy dialogue with the Sri Lankan authorities on financial sector reform with the 
support and advice of Washington-based financial sector staff; jead or participate in, teams in 
identifying and appraising bank operations and providing analytical and advisory services on Sri 
Lanka's financial sector, provide or source timely assistance at the request of the government and other 
relevant institutions; monitor developments in Sri Lanka's financial sector, including banking, capita! 
markets, pensions and insurance, and prepare thematic and policy-oriented notes on key issues: 
participate in the South Asia and the Bank-wide financial sector network through knowledge 
managemen activities. 


Selection Criteria: Professional maturity and balanced judament are a necessity for this position that 
requires working at high levels of policy making in the country. The successful applicant must be able 
to deal effectively with senior government officials and financial sector authorities on sensitive issues. 
Should have a Graduate Degree in Finance or Economics or Business Administration and at least 10 
years of relevant experience in the financial sector - preferably in a central bank, a commercial bank 
or another relevant financial institution, He must have demonstrated analytical and research skills, a 
proven ability in problem solving, good interpersonal and team working skills, ability to work 
sensitively in a miulticaltural environment, and excellent oral and written communication skills in 
English. He should be a self-starter with a drive for results who can easily adjust to changes in the 
work program and work independently with minimal supervision. 


The Se. Financial Sector Speciatist will report to the Sector Director, who is based in Washington, D.C. 
and Country Director, who is based in Colombo, on a matrix management basis. This will he a focal 
appointment. The World Bank is an equal opportunity employer and does not discriminate with respect 
io gender, religion, ethnic origin or caste. 


Applicants to apply in writing, with a copy of their resume, by June 15, 2003 to: The Human 
Resources Unit, The World Bank, PO. Box 1761, Columbo, Sri Lanka, or e-mail application to: 
dharini @ worldbank org 

This is not an international position and sisi N bagi will be based on the local salary and 


benefits structure. This is an excellent opportunity for expatriate Sri Lankans with international 
experience who are planning to relocate back to Sri Lanka. Applicants initially short-listed will 


receive a standard application farm for completion before. the, interview, The Bank will correspond 


only with those candidates. 


No telephone or personal PENTA please. 


mammaria innei animi ARS AR AA ROTA CT iharra RENEE RAH YT REALS NAAA TT EE rtrd etre helene arena evra a 
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PROFESSOR OF E ECONOMETRICS 


Reference No: FEC 1709 


Applications for the position of full professor of econometrics are 
invited from candidates with a distinguished record in the sub- 
discipli ine. The a imee will lead the group of econometricians 
_ within the School, play a key role in maintaining and developing 


the School's strong performance in research and teaching, and 
>o participate in administrative activities in the School and Faculty. 


R _ The position is available from late 2003. 


dx Further particulars, selection criteria, and application procedures 
- «Gan. be obtained by email from jobs @anu.edu.au or website: 
Ls. http:/Awww,anu.edu.au/hrijobs/fec1709. pdf. Contact the Dean: 
-u _Keith.Houghton@anu.edu.au or Head of School: 
Ben. Smith @anu.edu.au for detaiis of the School, Faculty, and 
role of the position. 


Closing Date for Applications: 4 July 2003 


ha Chos 


THE AUSTRALIAN NATIONAL UNIVERSITY 





The Regional Contracting Office within REDSO/ESA (Nairobi, Kenya) 
Invites individuals to submit an application for the following position: 


‘POSITION TITLE: USAID BURUNDI Representative 


MARKET VALUE: The position is classified at the equivalent of a GS-15. Final compensation 
will be based on the individual's salary and work history, experience, and educational 
background but will not exceed the aforementioned level. 


PERIOD OF PERFORMANCE: Starting on or about August 15, 2003 for two years with annual 


options to extend for a maximurn of five years. Exercising option will depend on continuing 
need.of services, availability of funds and satisfactory or better performance. 


PLACE OF PERFORMANCE: Bujumbura, Burundi 


JOB DESCRIPTION SUMMARY: The incumbent will be USAID/Burundi’s senior representative 
and advisor on strategic planning, personnel supervision, financial management and 
program management for the Burundi Program. The incumbent will provide leadership to 
‘the Mission and donor community and advise USAID and the Government of Burundi (at the 
‘appropriate time)on-a wide range of activities addressing support for disarmament, 
demobilization and-reintegration (OR), peace and reconciliation, needs in administration 
of justice and due process, judiciary system reform, judicial training, democratic and judicial 
institutional development -cvil society strengthening, food security, agriculture 
‘development, strengtheni h care capacity, and prevention and care of HIV/AIDS. 
REQUIRED: U.S. Citizenship and apable of securing a U.S. Government “Secret” security 
and a medical clearance. 

-SDLICTTATION NUMBER: 623-03-027 

: ISSUANCE DATE. E; 04/25/2003 

ce SATE 1E SPECIFIED FOR RECEIPT OF APPLICATIONS: 66/40/2003 

a interested Applicants are REQUIRED to follow the instructions in the solicitation. To view or 

. pent the solicitation, go to 

_ wawusaid gov, click on Business & Procurement, click on USAID Procurements, click on 

PSC Solicitations, find solicitation 623-433-027 to view or print. 











The point of contact for this action is the Regional Contracting Officer, 

Ms. Yvette M. Peurtado, Nairobi, Kenya, 
who may be reached at Telephone No. 254-20-802400/2 Ext. 2318, 
or Fax nos. 254-20-860870/049/562 or E-mail: yvfeurtado@usaid.gov 


Application must be received at REDSO by June 10, 2003, 4.00 PM Kenya time, either 
through e-mail address provided above, or fax, or by post to the following international 
address: 
Solicitation No. 623-03-027 
USAIB/REDSOVESA/REO 
iCIPE Campus, Kasarani Road, 
P.O, Box 30261 

00100 Nairobi, Kenya 

_ Applicants must be US citizens. 
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BETAPLAN S.A. is a leading consultancy based in Athens, Greece, 
operating world-wide and specialising in Healthcare Planning and 
Design, Cultural Heritage Development, Monument Restoration, 


Building Design, Project Management, Environment, SME Dev., Aid | 


Management, Urban Development. We are seeking 


SENIOR CONSULTANTS/EXPERTS _ 
specialised in the above areas, as well as, in structural eng/ : 
surveying and photogrammetry, hydrogeology, geology, geo 
economics and tourism, history of art, wall painting restoratior 
cultural heritage dev, for short and long term assignments in va: 
parts of the world. The projects are usually financed by the EU.or W 


Ten years or more of relevant international experience is preferable, 
mainly in the Balkans, the Middle East, Africa, and Mediterranean | 


countries, Central and Eastern Europe, and the Caribbean. 


Please e-mail CV and cover letter to eark@betaplan.gr Attn: Mr. Elias 


Arkoulis 


RTI's international Development 

Group (IDG) is seeking experienced 

development professionals isdedicatedto. 

improving the human condition i in develop- 

ingand emerging market countries. RTIADG offers 

a range of policy support, applied research and analysis, and other 
technical expertise in urban finance and public administration, gover- 
nance, health and education systems reform, and environmental 
management. Activities emphasize institutional development through 
the transfer of analytical tools and methods, and focus at the national, 
sub-national, and local government levels in delivering advisory and 
training services. . 


RTI is seeking techi Pe specialists to implement local government 
capacity-building programs in the Middle East Region. Technical 
assistance will be provided to strengthen local administrations, civic. 


institutions, politica | processes, and service deli livery, ) 
Mid-level and Senior-level long-term field positions include: 


Civil Society T sining/Civic Education Specialist 
Elections/ -ommunications/Political Processes Specialist 
Grants Management and Administration Specialist ~ 

. Local Governance/Decentralization Specialist - 

‘Program Develapment/implementation/Monttoring and 

: Reporting Specialist . o 
Public Administration/Public Management/Relief Services a 


Public Finance Economist/Publie Finance Management 
Specialist 


Rule of Law/Legislative Specialist l 
To learn more about ATI and this project, visit http://www.rtLorg. To i 


-apply, visit http://www, itLorgicareersiiraqsng 1. RTI ts proud to be al 
an equal opportunity employer _ : 











turning knowledge into practic i 
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| Kosovo is situated in the heart of the vibrant economies of Southeastern: 




















l | | Europe: The territory has been under the United Nations Interim | 
i ; 
GENERAL MANAGER FINANCE | | Administration Mission in Kosovo (UNMIK) since June 1999. The European | 
The Royal Swaziland Sugar Corporation (RSSC) after a recent merger, is now the | | Union is leading the programs for the economic development of Kosovo with | 
largest business concern in Swaziland with a turnover in excess of US $100m. its | | | major support from other multilateral and bilateral agencies. | 
Agriculture Operations include 20000 hectares of irrigated sugar cane. The | ; 
Manufacturing Division operates two Sugar Mills. a refinery and a Disihery. | Amajor objective of the donor agencies and the Provisional Institutions of Self- 
Additionally, it provides housing, recreation, health and other related services to | | Government of Kosovo (PISG) is the development of Kosovo's private sector 
over S000 employees, Booker Tate and CDC Capital Partners have management l econ omy. In support of private sector investment in the economy, UNMIK and 
responsibility under a joint management agreement. | the PISG have adopted a set of laws to ensure a very investor-frien diy. 
The Position -environment including regulations on foreign direct investment, repatriation of | 
The General Manager Finance reports to the Managing Director and is responsible | capital, the purchase of real estate, the registration of businesses and land, | 
for the entire Finance function including financial planning and management | _ and the 99 year lease of land formerly used by “socially-owned enterprises” | 
accounting, MIS, stores and purchasing. Is a key member of the RSSC General | (SOEs). | 
Managemen Board with a key role Ai the Swaziland Sugar Association Finance | ; 
Commitee. CEJ | The Kosovo Trust Agency (KTA), under the jurisdiction of UNMIK, is pleased to | 
Requirements | announce the launching of the program to privatise the nearly 500 SOEs | 
a A graduate with professional qualification — | | under its management. These SOEs operate throughout Kosovo in all sectors | 
s Experienced Manager/Director at strat epic and operational level of the economy and represent both small and large-scale enterprises active ny 
# Strong man management skills | agro-industrial, textiles, wineries, retail and trade, hotels, building materials, | 
s Ateam player providing services to operations | mining and metal processing. | 
= Experienced int implementation Lo 
s Experience in the sugar industry an advantage | The Kosovo Trust Agency is tasked to privatise Socially Owned Enterprises in | 
e Negotiation and fund raising skills . Kosovo through the methods of spin-off and liquidation. investors are invited | 
A three (3) year renewable contract is offered. Remuneration package is very | to buy through open competitive tender the “NewCos" (new companies) : 
competitive reflecting the seniority of this position. created with the essential assets and.some limited liabilities of the SOEs listed : 
Corre , | | ate. | below. In liquidation, SOE assets will generally be auctioned. : 
Applications fram potential candidates should be received not later than 13 june p i 
2003 and should be addressed to: i : ee eT ee SF lat 5 tae. © 
POEN i r | The KTA is pleased to invite potential investors to bid on | 
» General Manager Human Resources : yee ee 
Royal Swaziland Sugar Corporation (Pty) Limited the first six tenders. 
PO Box 1 
Simunye, Swaziland | THE KOSOVO TRUST AGENCY ANNOUNCES 
Email ~ jshilubane@rssc.co.sz | k 


The Privatisation of Energoinvest (Electric Fuse Manufacturer) in the | 
Prishtiné/PriStina Region. Energoinvest supplies the power industry with | 
products including high voltage fuses, transformer stations and engineering | 
Services. 


| The Privatisation of Lepenci (Limestone Quarry) in the Gjilan/Gnjilane | 
, Region. Lepenci is a limestone quarry and processing centre. Products | 
include Quicklime (CaO), Hydrated Lime (CaQH), limestone and sand. 
Lepenci is the sale producer of lime in Kosovo, 


THE U.S.-AFRICA 
BUSINESS SUMMIT 


The Privatisation of Montazhi | Kosovës (Engineering/Generai Contracting} 
in the Prishtiné/PriStina Region. Moniazhi operates in the engineering and 
construction sector designing and installing electrical cables, sewerage 
infrastructure, heating and air conditioning systems. 


The Privatisation of Perparimi (Bricks Producer) in the Mitrovicé/Mitrovica | 
Region. Perparimi operates in the construction materials sector producing | 
hollow bricks. 


The Privatisation of Ringov (Bricks Producer) in the Pejé/Pec Region. Ringov | 
operates in the construction materials sector producing traditional bricks and | 
, briquettes. 


, The Privatisation of Termosistemi (Commercial Refrigeration Units) in the | 
| Prizren/Prizren Region. Termosistemi manufactures commercial and i 
| industrial size refrigeration units. 


To receive further information, interested investors should contact the | 
KTA in writing who will provide them with additional information on | 
how to bid. 


Pe ner AAAA E ane emia A a ANY RRC AANA RINE ROR RN AS IE AE RANI RAN ARIA ESSE YAY RA AGP PDN pa DRS NIE ASN AE 


All requests must be made before 17:30 on Monday 16th June 2003. 
For information regarding these tenders, please contact: 


Kosovo Trust Agency 
The Privatisation Department 


BUILDING PA RTNERSHIPS | Green Building (Duhani, Rruga Vell lusha ll, Prishtiné/Pristina, Kosovo | 


And mention reference: number KTAO1 
Tel:++ 381 38 500 400 255 Fax: ++ 381 38 248 076 
E-mail: soetenders@eumik.org 
Website: www. kta-kosovo.org 
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OFFSHORE & UK COMPANIES - TAX PLANNING - BUSINESS SERVI ICES i 


Licensed Trust & Management Firm Owned And Operated By Qualified Lawyers é Accountants | 





| VISIT OUR FT INTERNATIONAL “MAGAZ INE TOP 30 
RECOMMENDED FINANCIAL WEBSITES SITE @ 


www.scfgroup.com 


Email: PTERA com | 


a mi 7360 2274 Fax + 44 020 7795 0016 A 






* OFFSHORE COMPANIES * UK COMPANIES FORMED IN 1 HOUR 
* FULL MANAGEMENT SERVICES + VIRTUAL OFFICE FACILITIES 

» BANK INTRODUCTIONS * ACCEPT CREDIT CARDS IN DAYS 

* TAX PLANNING CONSULTANCY + FREE 8 PAGE WEBSITES & EMAIL 






Offshore Corporations 
Banks, Trusts, Foundations 
Bank she Credit oe 


[OFFSHORE 
| COMMERCIAL BANK 


Clean. Ready to operate. 


| INV ENT ION 
| Proven te cut electricity costs by up to 40% 
| Manufacturer seeks UK and overseas 
| distributors for this top quality high tech 
| prodact with amazing customer demand. 
| Teb +44 (0 1872 223000 

Fax: +44 (1872 264325 

For information pack 


Hong Kong: Michael Foggo 
| Tel: «852 2542 1177 hkMSoversignGroup.com 


| UK. Simon Denton Tel: +44 (0)20 7389 0855 
| uktiSoversignGroup.com 


US $65,000. Agents wanted. 
Tel: 242-394-7080 
Fax: 242-394-7082 


| U.S.A: William H, Byrnes 
| Tel: +7 1305) ‘S78 S348 





CANADA sa world of opporeanity 













| OFFSHORE 

| Casino licenses, captive insurance, 
1 IBCs etc, 

| wwwanjouanoffshore.com 


North American rep: 
+1 416 573 8243 


WWW. akcanada.con m 


SSO: aL EL RI HATS ches, Pa AS DOE WO 
Bree onlin dation, 24 hows ptr ha k 


Ahri Ar Kroek 


Tanadan Imain Lavevers 
TIE Marton Kereog, Sukie 402, Tenoren SHer MAS LRI 
‘Fok se (4) AEB 402 SRT Pae, va 1) 49 ARI RT 








PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript fo 
ATHENA PRESS 

QUEENS HOUSE, 2 HOLLY ROAD, 


TWICKENHAM TW1 4EG. UK. 
Eoma: ahonauoosdjao: com 













LOCAL REPRESENTATION and 
PROCUREMENT SERVICES 

for the companies involved inthe | 

RE- CONSTRUCTION OF IRAQ 


IRAQ: Al Hatip Co. / Baghdad | 









| www. swiss-bank-accounts.com 





OFFSHORE 
COMPANIES 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


Tel +964. 1, 47470746 f Fax: +964.1.7199553 


TURKEY, 5 SEHA Ltd, Tek +90.312.2957500, 
Fax: 496,312. 2157515 | ehatipiseha.com-tr | 


Tax planning & Tax savings | 
onshore & offshore corporations 
assets protection private & 
corporate banking 


Cail with confidence 


Lorcom 16 38G, RIK 
insad 
NYC: — + 12122011454 . 


Montreak -+ 1 574 962. 
Geneva: + 41 22 307 


ie Solutions f for Expatriates 





POR ° Protecting y your we 
Leisure Travel Business 
| + Niche Leisure Travel Business -~ | 
Dominant Player in this major growth | 
sector in co i i Contact David Stevenson 
| « Next year £60-£70m t/o, material pre- | for further information: 
-tax profits 
* Past year £22-£23m ~ profitable 
* Mot Tearn joined to take growth to £300m | 
in 3-5 yrs i 


shai * Setting up a business overseas 
O ADVERTISE WHN THE ) 
ER ASSEN ED SECTION CONTACT 
London - Ruth Fox f 
Tek (44-20) 7830 7000 Fax: (44-20) 7890 7111 & 
ruthiox @ economist.com 
<o New York - Beth Huber 
i Tek (242) 544-0500 Fax: (212) 445-0629 
bethhuber@ economist.com 


hinini ainm 





T: +44 (1624) 818899 
F: +44 (1624) 811081 


E: business@ocra.com 





* Sector largely untouched by Intemet — i 


Co a rences Huge potential 


| = Large call-centre‘conventional trade 


| + 250.000 Member date-base, ABC i's & | 
2's, Ages 40-70 i 
* Management and Owners to remain 









The Association for 
The Study of the Cuban 


Economy 
Annual conference 


i „August 7-9 Miami, Florida. 
For. more information: 
__ http JW, ascecuba.org/ 
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| Contact: James Cator, 
Overseas Travel Brokers, 
Adelaide House, Hall Road, 
Paniek, Essex CM7 SAW. 
i Email: 4 icalton@oth1 isbusiness.co.uk 
Fax: {UK - 44) O1S76 349023 






www.ocra.com 
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“a Economic and financial indicators 


Overview 


Output, demand and jobs 


% change on year ago 


Fears over deflation in America deepened. 






















































































In April, consumer prices fell by 0.3% in their GDP ee eect prey cg oe Sigel 
first monthly decline since December 2001, latest qtr* 2003 2004 latest latest latest  yearago 
thanks mostly to a fallin energy prices from Australia +3.0 4 +16 +30 +35 +23 06 +40 Q1 6.1 Apr 6.3 
their war-related highs. In the year to April, Austria +13 %4 -05 +09 +18 -1.5 Dec +09 Dec 4.3 Mar 40- 
consumer-price inflation fell to 2.2% and Belgium 417 0- +12- 444.- +24 -0.1 Mar -5.3 feb 11.6 Aprt 10.5 
“core” consumer-price inflation slid to its Britain +23 Q1 +07 +18 + 2.4 - 0.8 Mar + 2.7 Apr 5.1 Marl? 5.1 
lowest level in 37 years. Notall parts of the Canada +39 6 +16) 4.2.7 + 3.2 + 1.9 Feb +2.2 Feb 75 Apr 7.6 
American economy are experiencing weak Denmark +0.9 04 -0.1 + 1.5 + 2.2 - 1.6 Mar 458 Feb 58 Mar 5.0 
inflation: in the year to April, the price of France +1.0 Q1 +1.0 + 1.2 ~ 2.1 = ay 0.5 Mar is 0.8 Feb 9.3 Mar 8.9 i 
services rose by 3.2% and health-care prices Germany +0.2 Q1 -0.9 +0.4 + 1.5 - 0.4 Mar - 4.0 Mar 10.7 Apr 9.6 
Italy +08 Q1 -04 +10 +19 - 0.7 Mar + 0.8 Febt 9.0 Jan 9.0 
rose by 4%. On the other hand, producer Japan e237 (0 0 Mlle Os + 08 + 3.8 Mar - 0.8 Mar 5.4 Mar 5.3 
prices in April fell by 1.9%, thelargestdrop Netherlands -0.3 a -1.2 +05 +16 -5.6 Mar -2.5 Dec 5.1 Ap” 3.8 
on record. Spain +2106 +14 +21 +26 +9.5 Mar +23 Feb 115 Mar 11.2 
Sweden +13 06 412 +415 #23 - 3.9 Mar + 2.6 Mar 4.6 Marl 38 
America’s M3 broad-money supply grew by Switzerland +08 04 +14 +08 +16 -2.1 04 -1.3 Jan 3.9 Aprt 2.5 
6.5% in the year to April, unchanged from United States +2.1 Q1 +16 + 2.2 + 3.2 -0.4 Apr + 4.6 Mar 6.0 Apr 5.9 © 
the 12 months to March. Euro area +0.8 Q1 nil + 1.1 + 2.1 _- 0.3 Mar + 0.7 Feb 8.7 Mar 8.2 | 








*% change at an annual rate. TNot seasonally adjusted. tNew series. ttJan-Mar; claimant count rate 3.1% in Apr. 8EU harmonised rate 
s e 9.4% in April. **Feb-Apr. 
American consumer confidence received a 


bigger boost than expected in May. The Uni- 








































































































versity of Michigan’s consumer-confidence Prices and wages 
index rose from 86.0inApriltoa preliminary “ange on year ago Thin keonamsist poll 
estimate of 93.2 in May, thanks mostly to Consumer prices consumer prices forecast Producer prices Wages/earnings 
consumers’ expectations of improvements latest yearago 2003 2004 latest year ago latest year ago 
during the next six months. Australia +34 01 +29 +27 + 2.5 +3.0 ù +05 +39 04 +49 
Austria +1.3 Apr +18 + 1.5 + Lo + 0.8 Ap -0.5 +2.2 Apr + 2.4 
The dollar plunged to $1.17 against the Belgium $4.5 Apr +16 +14 +14 ee Rar = 0.9 tee Ot St 
euro, a four-year low, before rebounding Britain + 3.1 Ap +1.85 + 2.8 + 2.4 + 1.7 Apr + 0.2 + 3.4 Mar + 2.9 
slightly. America’s Treasury Secretary, John Canada + 4.3 Mar + 1.8 = 353 i + 2.2 + 1.3 Mar el 1.0 - 2.1 Feb w 3.5 
dtoheraldtheend of America’s Denmark +2.5 Apr +2.4 + 2.3 + 1.9 05 Ap = +03 +39 Q +461 
Snow, seemed te Par France E20 Am. £20, ae DA a AS --08 +35 0 +39 
eight-year-old “strong dollar” policy by say- Germany +1.00 Ap +15 + 1.1 + 0.9 +0.3 Apr -0.5 +2.6 Feb +2.5 
ing that the market value of the dollar was Italy +2.) Md eet OS ed S Mer -0.8 + 1.7 Mart 42.1 
not as important as overall “confidence” in Japan -0.1 Mar -1.2 -0.6 -0.5 -0.8 Ap -2.3 +25 Mar -0.9 
the currency. Netherlands + 2.5 Ap + 3.5 + 2.5 + 2.1 + 3.5 Mar = 1.7 = 2.8 Mar +44 
Spain + 3.1 Apr + 3.6 + 3.0 + 2.6 + 3.0 Mar - 0.1 +3.9 Q6 43.7 
The Eurocon indicator, a measure of euro- Sweden ~ +23 Apr + Zs + 2.4 + 1.8 + 0.6 Mar -04 +2.1 feb + 3.3 
area economic growth released by Britain’s eee + 0.7 Ap +11 + 0.8 + 0.9 - 0.3 Apr =14  +1.82002 +25 
s . e nited States + 2.2 Apr +16 + 2.3 + 1.7 + 2.4 Apr - 2.1 + 3.1 Ap + 3.2 
Centre for Economic Policy Research, indi- Euro area + 2.1 Apr + 2.3 + 1.9 + 1.5 +24 Ma -08 +34 04 + 3.2 
cated continued stagnation in the euro Eo Rae E me LEAR W —— Ea — 


area's GDP in April. 


In the first quarter of this year, the French 4 Net official aid 


economy grew by 0.3%. In the year to the Rich-country donors that form the oEcD’s Development Assistance Committee increased 
first quarter, France’s economy grew by their official aid to poor countries by 4.8% in realterms (to $57 billion) in 2002. Even 
1.0%. During the same period, the euro so, most of the countries on our chart still fall short of the United Nations’ aid targets, 
area's economy grew by 0.8%. Industrial except Denmark, Norway, the Netherlands and Sweden. In dollar terms, America, which 
production in the euro area fell by 0.3% in gives away only 0.12% ofits GDP in aid, remains the world’s biggest donor. 
the year to March. In the Netherlands, un- k 
‘ s as % of GDP 

employment rose in April to 5.1%. Producer oe 
prices in Germany fell by 0.2% in April com- m ARN 
pared with expectations ofa drop twice that 3.4) 
size; Germany's economy was cited by the IMF 1.8) 0.8 
as having a high risk of falling into deflation. 

0.6 


Consumer-price inflation ran at 3.1% in Brit- 
ain in April, up from 1.5% a year ago. 





0.4 
Japan’s economy was stagnantin the first 
quarter, ending three straight quarters of 0.2 
growth. 

0 
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Source: OECD 
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Data on more countries, as well as currency tools 
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Economic and financial indicators 





Money and interest rates 
Money supply* Interest rates % p.a. (May 21st 2003) 

% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate 

narrow broad latest yearago gov't bonds latest year ago bonds 
Australia -10.0 +10.6 Mar 4.71 4.90 4.46 4.90 6.23 5.70 
Britain + 8.6 + 7.9 Apr 3.56 4.13 3.22 4.03 5.24 5.58 
Canada + 7.0 + 4.9 Mar 3.20 2.60 3.40 4.62 5.62 6.52 
Denmark + 8.2 + 9.2 Mar 2.60 3.80 2.36 3.91 5.33 5.26 
Japan + 4,7 + 1.4 Apr 0.02 0.02 0.04 0.58 1.38 0.69 
Sweden + 2.2 + 5.9 Mar 3.16 4.24 3.12 4.16 5.58 3.56 
Switzerland +27.5 +11.3 Apr 0.28 1.24 0.29 2.16 3.28 3.10 
United States + 5.3 + 6.5 Apr 1.20 1.80 1.32 3.38 5.10 5.34 
Euro area +11.6 + 7.9 Mar 2.37 3.49 2.13 3.68 5.09 3.90 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 4.35%, Japan 
No.249 0.57%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: 

















Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson 
Datastream. Rates cannot be construed as banks’ offers. 
Stockmarkets 
Market indices 
% change on 
2003 one record Dec 31st 2002 
May 21st high low week high in local in$ 
currency terms 
Australia (All Ordinaries 2,914.9 3,049.6 2,673.3 - 1.0 -15.3 - 2.0 +14.2 
Austria (ATX 1,310.4 1,325.7, -1,120.2 - 0.8 -24.6 +13.9 +27.0 
Belgium (Bel 20 1,877.8 2,074.1 1,426.6 - 2.7 -49.0 -7.3 +34 
Britain (FTSE 100) 3,936.4 4,049.0 3,287.0 - 1.0 -43.2 - 0.1 + 2.0 
Canada (Toronto Composite) 6,726.4 6,837.3 6,228.6 - 0.2 -40.9 + 1.7 +19.0 
Denmark (KBX 179.3 180.1 145.0 + 1.3 -40.6 +78 F203 
France (SBF 250 1,949.8 2,144.8 1,630.1 - 2.7 -55.6 -50 +58 
CAC 40 2,881.2 3,210.3 2,403.0 - 2.7 -58.4 - 6.0 +48 
Germany (DAX) 2,827.3 3,157.3 2,203.0 - 3.4 -64.9 - 2.3 + 89 
Italy (BCI 1,094.2 1,142.4 959.4 - 2.5 -49.9 + 0.2 +11.7 
Japan (Nikkei 225 8,018.5 8,790.9 7,607.9 - 2.7 -79.4 -65 -55 
opix 809.8 865.4 770.6 - 2.7 -71.9 -40 -29 
Netherlands (AEX 268.6 337.3 218.4 - 4.8 -61.7 -16.8 - 7.2 
Spain (Madrid S 650.1 684.6 576.8 - 2.4 -43.3 + 2.5 +14.3 
Sweden (Affarsvarlden Gen) 143.8 153.4 127.8 - 4.7 -64.1 - 1.0 +10.2 
Switzerland (Swiss Market 4,450.6 4,965.3 3,675.4 - 2.1 -47.1 - 3.9 + 2.9 








United States (DJIA 8,516.4 8,842.6 7,524.1 = 1.5 -27.4 t21- #24 
S&P 500 923.4 946.7 800.7 a 1 -39.5 +50 + 5.0 
NASDAQ Comp) 1,489.9 1,551.4 1,271.5 - 29 -70.5 +11.6 +11.6 
Europe (FTSE Eurotop 300) * 797.7 890.8 682.7 - 2.4 -53.2 - 6.9 +37 
Euro area (FTSE Ebloc 100) * 674.4 757.2 565.7 - 3.2 -56.5 - 6.1 + 4.6 






























na + 4.3 
na + 9.2 


World (MSCI 826.2 844.3 710.8 - 1.4 -43.0 
World bond market (Citigroup)+ 573.5 573.5 518.6 + 1.4 nil 


*In euro terms. ' Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
t Citigroup World Government Bond Index, total return, in $ terms. 






The Economist commodity price index 
1995=100 
% change on 
May May May one one 


6th* 13th 20tht month year 
Dollar index 


Allitems 75.5 77.2 77.7 +1.7 +12.8 
Food 78.0 80.2 80.2 + 2.8 +15.3 
Industrials 
All 72.0 73.2 74.2 +0.2 +9.4 
Nfa 74.3 74.0 76.3 - 3.5 +11.6 
Metals 70.0 72.5 72.4 +37 +7.5 
Sterling index 
All items 13:7 75.7 74.9 -1.9 +0.4 
Euro index 
All items 87.5 88.2 87.7 - 4.3 -11.1 
Yen index 
All items 94.7 95.8 96.5 - 0.8 + 6.2 
Gold 
$ per oz 342.90 350.70 367.75 +9.9 +16.1 


West Texas Intermediate 
$ per barrel 25.73 28.57 29.10 -2.7 +7.9 


* Revised. tProvisional. + Non-food agriculturals. 








Trade, exchange rates and budgets 











































































Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted j per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 £ euro ¥100 % of GDP 
2003 2004 May 21st yearago May 21st yearago 2003+ 
Australia - 7.8 Mar - 17.7 - 4.7 - 4.0 81.6 76.7 1.52 1.79 2.50 1.78 1.30 0.2 
Austria + 0.7 Feb + 1.4 Mar - 0.1 - 0.2 102.0 100.1 0.85 1.08 1.41 - 0.73 -1.3 
Belgium + 16.4 Mar + 11.4 Jan + 5.0 + 5.0 102.0 98.8 0.85 1.08 1.41 - 0.73 nil 
Britain - 56.8 Mar - 13.1 04 - 1.6 - 1.4 98.3 104.2 0.61 0.69 - 0.71 0.52 -1.9 
Canada + 36.4 Mar + 11.0 Q4 + 1.5 + 1.6 86.3 78.0 1.35 1.54 2.22 1.58 1.15 1.1 
Denmark + 8.7 Mar + 5.5 Mar + 2.3 + 2.2 106.7 102.3 6.35 8.03 10.4 7.42 5.41 1.6 
France + 8.4 Mar + 28.6 Mar + 1.8 + 1.5 105.2 101.4 0.85 1.08 1.41 ‘=< 0.73 -3.6 
Germa +123.0 Mar + 48.0 Mar + 1.9 + 1.6 102.5 98.2 0.85 1.08 1.41 - 0.73 
Ital + 6.0 Mar - 9.6 Feb - 0.3 - 0.3 75.0 72.3 0.85 1.08 1.41 0.73 
Japan + 94.7 Mar +109.9 Mar + 2.7 + 2.9 128.4 133.6 117 124 193 137 - -7.7 
Netherlands + 28.5 Mar + 29 ot + 3.1 + 3.1 101.4 97.7 0.85 1.08 1.41 - 0.73 -1.6 
Spain - 42.0 Feb - 18.2 Feb - 2.2 - 2.1 76.4 74.1 0.85 1.08 1.41 
Sweden + 15.2 Mar + 9.9 Dec + 3.6 + 3.5 80.9 76.8 7.83 9.9 12.9 9.16 6.67 0.7 
Switzerland + 5.0 Apr + 32.0 Q4 +11.7 +11.7 115.0 114.4 1.29 1.57 2.12 1.51 1.10 na 
United States -514.3 Mar -503.4 Q4 -5.3 - 5.4 101.7 117.1 - - 1.64 1.17 0.85 -4.6 
Euro area + 87.2 Mar + 53.1 Feb + 0.8 + 0.7 91.0 80.0 0.85 1.08 1.41 - 0.73 -2.5 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except SIMF,March average. OECD forecast. 


aa Emerging-market indicators 


Overview 


Argentina’s economy is rebounding strongly 
from its recession and financial crisis. GDP 
grew by 5.2% in the year to the first quarter 


Indonesia’s economy grew by 3.4% in the 
year to the first quarter. During the same 
period, Tawain’s GDP rose by 3.2% and Sin- 
gapore’s by an upwardly revised 1.6%. 


Industrial outputin the year to April grew by 
7.1% in Russia and by 14.9% in China. 
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Economy 
% change on year ago Latest 12 months, $bn Foreign 

GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 
China +9.9 Qi +14.9 Apr + 1.0 Apr +22.0 Apr +33.5 2002f 312.9 Feb 
Hong Kong +5.0 04 -9.2 04 - 2.1 Mar - 8.0 Mar +13.8 4 114.2 Apr 
India + 2.6 04 + 6.4 Feb + 4.1 Mar -9.0 Ma +48 4 71.1 Mar 
Indonesia +3.4 M +29.2 Feb + 7.5 Apr +25.6 Mar +71 3 31.6 Mar 
Malaysia + 5.6 4 + 5.0 Mar + 1.0 Apr +14.7 Mar +7.3 œ% 33.8 Mar 
Philippines +58 04 + 1.8 Feb + 2.8 Apr - 0.1 Mar + 4.2 Dec 13.1 Apr 
Singapore +16 Qi + 6.5 Mar + 0.8 Mar +11.1 Mar +418.7 04 83.4 Apr 
South Korea +3.7 a + 4.5 Mar + 3.7 Apr +7.8 Ap +2.9 Mar 123.6 Apr 
Taiwan + 3.2 a1 + 1.6 Mar - 0.1 Apr +16.5 Apr +26.0 1 168.6 Mar 
Thailand + 6.1 Q4 +12.7 Mar + 1.6 Apr + 3.9 Mar + 8.5 Mar 36.8 Mar 
Argentina + 5.2 a1 +15.8 Mar +19.4 Apr +16.7 Mar +89 04 11.0 Apr 
Brazil +3.4 04 + 3.5 Mar +17.4 Apr +17.1 Apr - 4.4 Mar 42.3 Mar 
Chile +35 a1 + 6.9 Mar + 4.0 Apr +2.3 Apr -06 04 16.1 Mar 
Colombia +2.0 04 + 5.0 Feb + 7.8 Apr - 0.4 Feb - 1.6 Q4 10.5 Apr 
Mexico +23 Qi + 3.8 Mar + 5.3 Apr - 6.7 Mar -14.5 4 53.7 Apr 
Peru + 5.2 Mar + 4.2 Feb + 2.6 Apr + 0.3 Mar -1.1 04 9.8 Apr 
Venezuela -16.7 04 -64.8 Dec +33.5 Apr +13.9 a4 +7.6 0% 8.4 Feb 
Egypt + 3.1 2002t + 4.2 20021 + 3.1 Feb -7.4 Jan +05 04 13.1 Apr 
Israel +1.3 04 + 3.0 Jan + 3.1 Apr - 5.8 Apr -2.1 04 23.4 Apr 
South Africa +3.0 04 - 0.7 Mar +12.5 Mar + 3.6 Mar + 0.3 04 6.1 Mar 
Turkey +11.4 04 + 5.6 Mar +29.5 Apr -16.4 Feb - 2.7 Feb 26.9 Mar 
Czech Republic + 1.5 04 + 7.0 Mar - 0.1 Apr = 2.6 Mar -3.5 04 24.6 Apr 
Hungary +3.7 04 + 4.2 Mar + 3.9 Apr - 2.5 Mart -3.3 Mar 12.8 Apr 
Poland +2.1 04 + 5.7 Mar + 0.3 Apr - 9.9 Mar - 5.8 Mar 29.9 Apr 
Russia + 5.2 Q4 + 7.1 Apr +14.7 Apr +52.2 Mar +38.3 m 56.1 Apr 


* Excluding gold, except Singapore; IMF definition.tEIU est. tYear ending June. New series. 


Financial markets 
Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term May 21st Dec 31st 2002 

May 21st yearago May 21st % p.a. one in local in$ 
week currency terms 
China 8.28 8.28 13.6 na 1,605.7 +0.7 + 13.1 + 13.2 
Hong Kong 7.80 7.80 12.8 4.33 9,059.8 -0.5 - 28 - 2.8 
India 46.8 49.0 77.0 4.94 3,057.1 +2.1 - 9.5 - 7.3 
Indonesia 8,325 9,065 13,685 41.33 466.3 -0.4 + 97 + 18.0 
Malaysia 3.80 3.80 6.25 3.10 640.4 +0.7 - 0.9 - 0.9 
Philippines 52.6 49.8 86.5 8.56 1,046.2 -1.5 E 207 + 4.2 
Singapore 1:43 1.79 2.84 0.63 1,290.7 -1.5 - 3.8 = Se 
South Korea 1,194 1,237 1,963 4.32 600.6 -1.5 - 43 - 5.0 
Taiwan 34.6 34.3 56.9 1.25 4,216.6 -2.9 - 5.3 - 48 
Thailand 42.0 42.8 69.0 1.75 387.4 +0.6 + 8.7 + 11.6 
Argentina 2.86 3.44 4.70 5.70 634.1 +0.6 + 20.8 + 42.2 
Brazil 3.01 2.50 4.96 26.32 13,033.7 - 3.2 +. 15:7 + 35.8 
Chile 711 655 1,169 2.76 5,704.4 -2.9 + 13.6 + 15.0 
Colombia 2,914 2,343 4,789 7.79 1,834.5 +1.4 + 14.0 + 12.2 
Mexico 10.23 9.52 16.8 5.35 6,410.8 -2.1 + 4.6 + 7.1 
Peru 3.49 3.47 5.73 3.74 1,787.5 +0.5 + 28.4 + 29.4 
Venezuela 1,598 997 2,627 22.72 9,270.3 +5.8 + 15,7 + 0.4 
E 5.96 4.63 9.79 11.50 7,810.2 +5.2 + 45.4 + 13.1 
Israel — 4.58 4.87 7.53 5.54 384.8 =7.7 + 15.7 + 20.0 
South Africa lF 10.1 12.7 13.50 8,108.5 +0.9 - 12.6 - 3.2 
Turkey 1,503,000 1,413,500 2,470,631 39.00 ` 10,540.9 +1.4 + 1.6 + 12.3 
Czech Republic 26.9 33.2 44.2 2.44 551.3 +0.9 + 19.7 + 33.9 
Hungary 210 261 346 6.45 8,340.5 +2.2 + 7.0 + 14.3 
Poland 3.74 4.08 6.14 §.53 14,891.7 -0.8 + BF + 6.4 
Russia 30.9 31.3 50.8 18.00 442.64 +1.2 + 19.1 + 23.3 
EMF (MSCI) * 1.00 1.00 1.64 na 300.3 -1.6 na + 2.8 
EMBI+ 1.00 1.00 1.64 na 269.4 -0.5 na + 17.7 


*Emerging Mkts Free. t.p. Morgan Chase's Emerging Mkts Bond Index Plus. t In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
an Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard Bank 
roup; Akbank; Deutsche Bank. 
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TELECOMUNICACIONES MÓVILES 


NATIONAL AND INTERNATIONAL PUBLIC INVITATION TO BID TO SELECT 
A STRATEGIC PARTNER FOR THE MOBILE TELECOMMUNICATIONS 
COMPANY OF ECUADOR, TELECOMUNICACIONES MOVILES DEL 
ECUADOR (TELECSA S.A.) 


TELECOMUNICACIONES MOVILES DEL ECUADOR TELECSA S.A. (TELECSA), a joint stock 
company, holding a concession from the Ecuadorian State for the provision of Advanced Mobile 
Telecommunications Services on the C-C’ Band (1895-1910 Mhz and 1975-1990 Mhz), hereby 
invites national and international legal entities or consortiums established by them or in the process 
of being established that have proven experience in administering mobile cellular 
telecommunications and/or PCS to participate in the bidding process for selecting a strategic partner 
for TELECSA to act as the Company's Administrator and, as such, to be responsible for its technical, 
operational, financial, administrative, and business management, as well as the implementation of 
its strategic business and investment plans and, in general, to conduct all activities that are part of 
TELECSA's corporate objective in accordance with its by-laws, the concession contract entered into 
with the National Telecommunications Secretariat, and the conditions set forth in the bidding 
documents. 


Interested companies are also entitled to express interest in participating in financing the project by 
means of loans or capital investment. 


The bidding documents will be available for all those who might be interested as of Monday, May 26 
until Tuesday, June 3, 2003, from 09:00 to 17:00 at TELECSA's main office, located on Ave. Eloy 
Alfaro 333 and 9 de Octubre, Plaza Doral Building, third floor, in Quito, Metropolitan District, capital 
of the Republic of Ecuador, upon a nonreimbursable payment of five thousand U.S. dollars for 
registration, by certified check made out to TELECOMUNICACIONES MOVILES DEL ECUADOR, 
TELECSA S.A. 


The bids will be addressed to the Chairman of the Board of Directors of TELECSA and will be 
submitted in Spanish, in compliance with the instructions set forth in the bidding documents, 
between 9:00 and 12:00 noon on Monday, June 30, 2003, at the above-mentioned addressed. Bids 
cannot be transmitted by mail, e-mail, or fax, nor can they be submitted at a place, on a day, or ata 
time other than those stipulated in the present announcement. 


The bids will be opened before a Notary Public and the bidders who wish to attend, on Monday, 
June 30, 2003, at 16:00, in Quito, Ecuador, at the place indicated in the bidding document. 


This bidding process and the contract that will be drawn up are governed by Ecuadorian private civil, 
commercial and corporate legislation. The entire process is being observed and monitored by the 
Ecuadorian section of Transparency International. 


Quito, May 2003 
Ing. Richard Jaramillo 
CHAIRMAN OF THE BOARD OF DIRECTORS 
TELECOMUNICACIONES MÓVILES DEL ECUADOR, TELECSA S.A. 
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You never 
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loGk after it for the. pext- generation. Annval Calendar - 
| by Patek Philippe 


For information: Patek Philippe, 41 Rue du Rhone, 1207 Geneva, Switzerland. Tel: +41 (0) 22 781 24 48. www.patek.com 
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©2003 SAP AG. SAPand the SAP logo are registered tradémarks of SAP AG in Germany and’ several other countries. 





You've stretched every budget and cut every bit of fat. Or have you? SAP solutions give you real-time visibility of 
information across your entire enterprise, so you can plug the leaks in your supply chain with greater accuracy, get products 


to market faster, get more out of procurement and reduce duplication, Things you might be doing now. But could be doing 


more effectively with the right business solution. Visit sap.com for details. 
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d The world this week 


Politics 





Pushed by the United States, 
Ariel Sharon persuaded his 
cabinet to accept the Middle 
Eastern road map to peace, al- 
beit with 14 Israeli “reserva- 
tions”. This prepared the way 
for a meeting next week be- 
tween Mr Sharon, George 
Bush and Mahmoud Abbas, 


the Palestinian prime minister. 


Donald Rumsfeld, America’s 
defence secretary, acknowl- 
edged that Iraq may have de- 
stroyed its weapons of mass 
destruction before America 
and Britain went to war 
against it. In the same speech, 
he warned Iran that “efforts to 
try to remake Iraq in Iran’s im- 
age will be aggressively put 
down.” Tony Blair, Britain’s 
prime minister, visited Basra, 
Iraq’s second city. 


Saudi Arabia arrested five 
men suspected of involve- 
ment in the suicide bombings 
in Riyadh on May 12th, includ- 
ing the alleged mastermind, 


Ali Abdul Rahman al-Ghamdi. 


Tremors continued to hit 
northern Algeria after last 
week’s earthquake that killed 
at least 2,218 people, with 
many still unaccounted for. 


In a referendum, Rwandans 
voted by a huge majority to 
approve a new constitution, 
aimed at allowing more de- 
mocracy without generating 
more genocide. Multi-party 
elections, Rwanda’s first since 
the 1960s, must be held later 
this year. Critics said the new 
constitution makes it hard to 
unseat the ruling party. 


France said that it would send 
a UN-backed peacekeeping 
force to eastern Congo to 





quell fighting between ethnic 
militias there. 


Saadi, the son of Libya’s 
leader, Muammar Qaddafi, 
was named in the country’s 
24-man football squad for Af- 
rican Nations Cup qualifying 
matches in Botswana and the 
Democratic Republic of 
Congo next month. It is not 
clear if the selectors were 
swayed more by his football- 
ing skills or his father’s job. 


Bush pays a visit 

George Bush was due to set 
off on May 30th for a flurry of 
meetings with world leaders: 
first Poland; then St Peters- 
burg, to join Russia’s presi- 
dent, Vladimir Putin, and 
other leaders celebrating the 
300th anniversary of that 
city’s founding; next, on June 
ist, to Evian, in France, to meet 
leaders of the G8 rich coun- 
tries (including Russia); then, 
via a meeting with Arab lead- 
ers in Sharm el-Sheikh, in 
Egypt, to Aqaba, in Jordan, for 
his meeting with the prime 
ministers of Israel and the Pal- 
estinian Authority. After- 
wards, he will visit American 
troops in Qatar. 


Valéry Giscard d’Estaing, a for- 
mer French president who 
chairs the convention prepar- 
ing the European Union’s 
constitution, published most 
of a draft due to be presented 
to the EU’s heads of govern- 
ment, after further expected 
last-minute changes, at a sum- 
mit in Greece on June 20th. 
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France’s government said it 
would not back down in the 
face of an expected series of 
strikes in protest against its 
plans to reform pensions. A 
general strike was proclaimed 
for June 3rd. A one-day strike 
by air-traffic controllers 





caused widespread disruption 
to flights into the country. 


In regional and municipal 
elections in Spain, the conser- 
vative People’s Party, led by 
José María Aznar, who runs 
the national government, did 
better than pollsters predicted, 
scoring only one percentage 
point less than last time 
round, in 1999. All the same, 
the Socialists nosed ahead. 


In Italy the assorted left also 
came out marginally on top in 
local and provincial elections. 


Armenia’s ruling Republican 
Party, which is loyal to Presi- 
dent Robert Kocharian, 
seemed to have won a dirty 
general election on May 25th. 


Bold beginnings 

Néstor Kirchner, a Peronist, 
took office as Argentina’s 
president. He announced an 
immediate purge of the armed 
forces and called for cuts in 
the debt repayments. 


In Brazil, the centrist Demo- 
cratic Movement party joined 
President Luiz Inácio Lula da 
Silva’s governing coalition, en- 
suring him a congressional 
majority, on paper at least, 
thus easing the passage of so- 
cial-security and tax reforms. 


In Peru, at least 21 people 
were injured as troops clashed 
with protesters after President 
Alejando Toledo, faced with 
strikes by teachers and health 
workers, declared a 30-day 
state of emergency. 


Canada’s Liberal government 
unveiled a parliamentary bill 
that would decriminalise the 
possession of marijuana for 
personal use. Meanwhile, To- 
ronto suffered a new outbreak 
of SARS after a month with no 
new cases. 


Tax relief 

America’s Congress passed a 
tax-cut package worth $350 
billion over the next decade. 
This was half the figure de- 
manded by George Bush, but 
the current level depends on 
some tax cuts being tempo- 
rary; assuming politicians are 
reluctant to reinstate them, the 


The Economist May 31st 2003 





total could be close to $800 
billion. 


In an unexpected blow to 
states’ rights, the Supreme 
Court gave state workers the 
right to sue employers who 
denied them time off to look 
after a sick relative. 


After a huge manhunt, Der- 
rick Todd Lee, a suspect in the 
killings of five women in Loui- 
siana, was arrested peacefully 
outside a tyre store in Atlanta. 


Offensive measures 

As Indonesia’s offensive 
against separatists in its west- 
ern province of Aceh entered 
its second week, about 23,000 
people were reported to have 
been forced to flee from their 
homes. Some 20 tonnes of 
medical and other aid is due 
to arrive in the province from 
UN agencies and the World 
Health Organisation. 
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A heatwave in southern India, 
with temperatures up to 47 de- 
grees Celsius (117 degrees 
Fahrenheit), has killed 489 
people in two weeks, the gov- 
ernment said. 


The king of Thailand has 
been granted a patent for mak- 
ing rain. It improves on an ex- 
isting technique of “seeding” 
clouds with chemicals. 


Peter Hollingworth resigned 
as governor-general of Aus- 
tralia after controversy about 
his conduct. The prime minis- 
ter, John Howard, who makes 
the appointment in consulta- 
tion with Queen Elizabeth, is 
under pressure to consult 
more widely before choosing 
Mr Hollingworth’s successor. 


Separatist rebels in the south- 
ern Philippines called a ten- 
day ceasefire. 
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The euro hit an all-time high 
against the dollar, briefly sur- 
passing the level it touched a 
few days after the launch of 
the single currency in January 
1999. The euro’s rise stoked 
fears of deflation in Germany, 
where consumer prices rose 
by only 0.7% in the year to 
May. It also suggests that the 
European Central Bank will be 
under more pressure to cut in- 
terest rates at its meeting on 
June 5th. 


Good call 

Vodafone reported a loss of 
£6.2 billion ($9.6 billion) in the 
year to March 2003, compared 
with a loss of £13.5 billion the 
year previously. The British 
mobile-phone giant had other 
reasons for cheer. Operating 
profits rose by 36% to £8.4 bil- 
lion, and the loss-making 
write-down of assets did not 
include the value of its third- 
generation licences, a wide- 
spread cause of misery for 
competitors. 


Spain’s Telefonica launched a 
bid for Terra Lycos. The tele- 
coms firm owns 38% of the in- 
ternet business and has 
offered some €1.7 billion ($2.0 
billion) for the rest. 


Gucci is to repay €1.3 billion 
($1.5 billion) to shareholders, 
rather than keep the cash on 
its balance sheet. The effect of 
the Italian luxury-goods 
house’s move is to reduce the 
amount that Pinault-Prin- 
temps-Redoute, a French retail 
group that won a bidding war 
for Gucci in 2001, will pay to 
buy out remaining minority 
shareholders. This will go 
some way to easing a cash 
crunch at PPR. 


Up in the air 

After years of haggling and 
hold-ups, seven European 
countries at last signed up for 
the A40oM, Airbus’s heavy- 
lift military-transport aircraft. 
Belgium, Britain, France, Ger- 
many, Luxembourg, Spain 
and Turkey ordered 180 planes 
at a cost of €20 billion ($23.5 
billion). Europe’s fledgling 
rapid-reaction force will no 
longer have to rely on Ameri- 
can transport—when it gets off 
the ground. 


Boeing landed a large order 
from America’s government. It 
signed a $16 billion deal to 
lease 100 tanker aircraft to the 
United States Air Force. 


The slump in the civil-aero- 
space industry hit Bombar- 
dier. Profits in the first quarter 
at the Canadian regional-jet 
maker slumped by 59% com- 
pared with a year ago, to 
C$81m ($55m). The Canadian 
company also agreed to delay 
delivery of an aircraft order 
from America’s Atlantic Coast 
Airline. 


British Airways was report- 
edly miffed by talk of a 
link-up between its two big- 
gest rivals at Heathrow, Virgin 
and BMI. BA was Said to be 
considering an offer for either 
airline to prevent a deal. Virgin 


dismissed BA’s suggestion as a 
“flying pig concept” before 
adding that it had recently 
mulled a bid for its arch rival. 
Sceptics suggested that the ri- 
val claims were both pie in the 
sky. 


The Eu’s member govern- 
ments are preparing to hand 
over “open skies” negotiating 
power to the European Com- 
mission, after last year’s Euro- 
pean Court ruling against 
bilateral deals on transatlantic 
routes. This could put more 
pressure on America to open 
up its internal market and also 
boost competition within Eu- 
rope. Any airline may soon be 
able to fly to America from 
any EU country, ending spe- 
cial privileges for national 
flag-carriers. 


A private matter 
Switzerland’s private banks 
underwent a flurry of mergers 
in the hope of coping with ris- 
ing costs associated with the 
bear market and waning se- 
crecy that have driven away 
many traditional customers. 
EFG announced a takeover of 
a smaller rival, Banque Edou- 
ard Constant; Liechtenstein’s 
LGT bought Schweizerische 
Treuhandgesellschaft; and 
France’s Société Générale took 
a big stake in Compagnie Ban- 
caire Genève. 


The world this week 9 


Japan’s big banks reported 
huge annual losses, including 
the biggest ever recorded, ¥2.4 
trillion ($20 billion) by Mi- 
zuho. The news came a week 
after the government was 
forced to bail out one of the 
banks, Resona. Despite the 
losses, massive bad debts, 
plunging stockmarkets that 
are eating away capital and 
the lamentable state of Japan’s 
economy, the four biggest in- 
sisted that they would return 
to profit this year. 


Mail bonding 

The secretive Barclay twins 
added the home-shopping 
arm of Gus to Littlewoods, 
their mail-order business, for 
£590m ($966m). GUS will use 
the cash to pay down debt. 
Later, the British retailer an- 
nounced a healthy pre-tax 
profit for the year to March of 
£409m and a partial float of its 
South African businesses. 


Kingfisher, a British big retail 
group, bowed to pressure from 
shareholders and changed the 
pay and incentive scheme for 
its chief executive and direc- 
tors. British shareholders, in 
the midst of a general cam- 
paign against corporate greed, 
claimed another victory. 


Other economic data and news 
can be found on pages 88-90 


= K ae a 
swa e ee SS 
. 2 a a ~~ E 















nwire. 


New Intel® Centrino” mobile technology is more than 
just a powerful new processor. It’s a combination of several 
advanced computer technologies, optimized to work in 
harmony together. And it makes a whole new generation of 
sleeker, lighter laptops possible. Laptops based on 

intel Centrino mobile technology have the computing power to 
retunineney run today’s most demanding applications. Intel’s energy-saving 

breakthroughs enable extended battery life, so you can work 
and play longer. And with integrated wireless LAN capability, you can get online 
wherever there’s a broadband hotspot - home, office, airport, café. 
No cables or cards necessary. So if you’re looking for laptops 
that set you free, look for the Intel Centrino logo. 

Unwire right now at intel.com/apac. 











Leaders 






The Economist May 31st 2003 





Now, the waging of peace 


George Bush’s unfinished business in France, Russia and, above all, the Middle East 


E HAS won a famous vic- 
tory. So what does he in- 
tend to do with it? That question 
is going to follow George Bush 
throughout his foreign travels 
this coming week-—first to Po- 
land, on to an international jam- 
boree in St Petersburg, then to 
the summit of G8 rich-country leaders in Evian, France, and fi- 
nally to a proposed series of meetings in the Middle East. 
However warm the public diplomacy is made to look, 
some of Mr Bush’s encounters with his fellow world leaders 
will be frigid. The post-Irag view from Washington is that Ger- 
hard Schröder won re-election by taking a cheap shot at Amer- 
ica’s “adventurism”, that Jacques Chirac went out of his way 
to sabotage America’s pre-war diplomacy and that Vladimir 
Putin spurned America’s friendship by making himself Mr 
Chirac’s accomplice. For their part, the German, French and 
Russian leaders continue to say that America’s war in Iraq was 
a mistake (the more so, see next article, given the non-discov- 
ery of any weapons of mass destruction) and that the Ameri- 
cans cannot be allowed to go around the world starting new 
ones. In the Middle East, too, Mr Bush will meet Arab leaders 
he feels have let him down. King Abdullah of Jordan, Crown 
Prince Abdullah of Saudi Arabia and Egypt’s President Hosni 
Mubarak were vehement critics of America’s invasion of Iraq. 
They now fear for the safety of their own regimes given Amer- 
ica’s post-war zeal to spread democracy among the Arabs. 





Pre-emptive strike 

So the scene is set for yet another quarrel between America 
andsome of its allies in Europe and the Middle East? Never un- 
der-estimate the capacity of this president to think big. This 
week Mr Bush astonished friends and foes alike by announc- 
ing that he would follow the G8 summit with a summit of his 
own with Israel’s prime minister, Ariel Sharon, and the new 
Palestinian prime minister, Mahmoud Abbas (also known as 
Abu Mazen). At a stroke, this has breathed new life into hopes 
of ending the very conflict which critics of his Iraq policy rou- 
tinely describe as the core problem of the Middle East and the 
fount of Islamic terrorism. No matter what happens at the Is- 
rael-Palestine summit, Mr Bush’s convening of it will have the 
satisfactory effect of stealing whatever thunder Mr Chirac in- 
tended to unleash in Evian. The G8’s summiteers cannot wish 
Mr Bush anything other than godspeed as he heads to the Mid- 
dle East for his tryst with destiny. 

Which raises a question or three. Is Mr Bush’s initiative 
really a tryst with destiny? Does he intend genuinely to invest 
the time and political capital that will be required if America is 
to untangle a conflict that has defeated would-be peacemak- 
ers for more than half a century? Or is it just a stratagem? 

The reason to hope he is genuine is that Mr Bush has never 
before become so personally involved in this area. In June last 
year, he gave a speech setting out his “vision” of an indepen- 
dent Palestine arising by 2005 in the lands Israel captured in 
the 1967 war. But having a vision is easier than having a plan, 


and the June speech fell far short of a plan. It seemed to impose 
impossible conditions on the Palestinians, such as requiring 
them to reform their administration in the West Bank and 
Gaza, even while those areas were newly occupied by the Is- 
raeli army, and to ditch Yasser Arafat, their perennial presi- 
dent. Such conditions made it look as if Mr Bush’s real aim was 
to put Palestine to one side and concentrate on getting rid of 
Saddam Hussein. It was all of a piece with his early reluctance 
to copy Bill Clinton, who invested so much in the Camp David 
summit of 2000, only to be rewarded when it failed with a 
new and exceptionally bloody Palestinian intifada. 


A new Middle East 

So what has now made Mr Bush put his own prestige on the 
line? Iraq, for a start. Even those who say that the war should 
not have been fought must see that the removal of Mr Hussein 
has had useful consequences, including some for Palestine. It 
has left America in a position to bring new pressure on poten- 
tial spoilers such as Syria and Iran, and the rejectionist guerril- 
las they succour. By removing a threat to Israel and a source of 
support for the intifada, it has made it safer for Israelis to com- 
promise and harder for Palestinians to believe that they will 
achieve their aims by violence. It has left Mr Bush with some 
outstanding promises, such as a promise to the faithful Tony 
Blair to try as hard for peace in Palestine as Britain’s prime min- 
ister did in Northern Ireland. It has given America a new in- 
centive to signal to Arabs, and to Muslims at large, that its war 
against terrorism and rogue regimes is not a war against Islam. 
Delivering an independent Palestine from Israeli occupation 
would be just such a signal. 

Second, the Palestinians themselves have made peace a lit- 
tle more possible. Indeed, they have come close to meeting the 
apparently impossible conditions Mr Bush set for them last 
June. Mr Arafat remains the Palestinians’ increasingly nomi- 
nal president, but in Abu Mazen the Palestinians have chosen 
a prime minister who has freely declared that the intifada of 
suicide bombings that followed Camp David was disastrous 
to their own cause. He may not yet have the power to stop all 
the suicide bombers, but he does at least seem willing—in a 
way Mr Arafat was not—to make a good-faith effort. 

Third, Mr Bush appears to have decided that neither Mr 
Sharon nor Israel’s supporters in the United States are the un- 
budgeable opponents of territorial compromise they are often 
painted as. In making his cabinet vote this week to endorse the 
peace “road map” devised jointly by America, the European 
Union, Russia and the United Nations, Israel’s prime minister 
showed that he would sooner antagonise the right wing of his 
own governing coalition than fall out with an American presi- 
dent who has persuaded both Israelis and many American 
Jews that he can be trusted to protect the safety of the Jewish 
state. Conventional wisdom holds that an American presi- 
dent gives up on peacemaking in the Middle East as elections 
approach. In this case, however, Mr Bush is working with a Li- 
kud prime minister who has just scandalised his own suppor- 
ters at home and abroad by stating bluntly that Israel cannot 
rule indefinitely over more than 3m hostile Palestinians. 
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By the bleak standards of the Middle East, these changes 
make for a propitious moment, though they do not mean that 
peace is nigh. It has been plain at least since Britain’s Peel com- 
mission suggested it in 1937 that the least bad solution to the 
conflict between Jew and Arab in Palestine is to partition the 
area between the Jordan and the Mediterranean between two 
states. At different times, one side or the other has harboured 
the illusion that it can have it all. Right now, majorities in both 
camps claim to support partition. But for partition to work, the 
Israelis must accept the need to surrender most of the area 
they colonised after 1967, and the Palestinians must accept 
that most of the refugees who fled or were pushed out of what 
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is now Israel in the late 1940s will never return. 

For both peoples, these are bitter compromises, which will 
be wrung out of them only by the sustained bullying and ca- 
jolery of the superpower. If that is what Mr Bush intends, his 
foreign critics should offer all their support. Peace in Palestine 
would not ease all of the tensions between America and Eu- 
rope, nor resolve all the problems of the Arab world, nor put 
an end to Islamic terrorism. All of these have wider and 
deeper causes. In the long run, the Arabs will care at least as 
much about America’s conduct of its own occupation of Iraq. 
But a president who sorts out Palestine will have made a mark 
in history. Now is the time for Mr Bush to wage peace. m 





Iraq's WMD 


Secret weapons 


Did George Bush and Tony Blair wage war under false pretences? 


ADDAM HUSSEIN is (or was) 

a very bad man. Evidence of 
his badness is being exhumed 
daily from the ground of the 
country he once ruled, and 
corroborated in his torture 
chambers and the loot he 
hoarded while ordinary Iraqis 
went hungry. But George Bush and Tony Blair told the world 
that Mr Hussein should be removed not only because of his 
badness in general, but also because of one particular facet of 
it: Iraq’s weapons of mass destruction (WMD). The Economist, 
for one, found their case persuasive. It now seems possible 
that it was built on sloppy, or even deceitful, foundations. 

One of the main problems with the evidence concerning 
Mr Hussein’s WMD was always that it was both boring and 
complicated. Many of those who opposed the war never both- 
ered to acquaint themselves with it; many who now allege 
that the proof was cooked up in London and Washington have 
forgotten it. Much of the evidence was, in point of fact, com- 
piled by United Nations weapons inspectors during more 
than a decade of patient labour, complicated by Mr Hussein’s 
attempts to bamboozle them. Then there was Iraq’s previous 
record of making and using WMD. Mr Hussein asked the 
world to believe, on trust, that he had unilaterally destroyed 
his noxious weapons and the means of making them. 





Did they stretch, or did they lie? 
Messrs Bush and Blair could have justified the war on the basis 
of this record and the inspectors’ findings. But they didn’t. Cit- 
ing its own intelligence, America also and dubiously alleged 
that Mr Hussein was co-operating with al-Qaeda. Mr Bush 
and Mr Blair claimed that the danger of Iraq’s chemical and 
biological weapons was clear and present, and that from its 
nuclear programme imminent. They thus portrayed invading 
Iraq as necessary and urgent, rather than optional and post- 
ponable. What has or, rather, hasn’t been found in Iraq since 
the war ended (see page 22) has called into question not only 
the integrity of the intelligence thatinformed these claims, but 
also that of the governments that made them. 

Intelligence is an imprecise business. Governments are ob- 
liged to make judgments based on the information their 


spooks provide, and the level of risk that they are prepared to 
tolerate. With that in mind, the case against Mr Hussein still 
looks powerful. It remains more likely than not that incrimi- 
nating discoveries will be made in Iraq, and that, in the end, a 
Saddamite WMD programme will be unearthed. But the va- 
rious reasons offered by the British and American govern- 
ments as to why the nightmarish arsenals that they conjured 
up have so far failed to materialise are unpersuasive. Their at- 
tempts to finesse their earlier claims are unworthy. Since it 
now seems unlikely that all their accusations will stack up, Mr 
Bush and Mr Blair need to prove their own innocence as well 
as Mr Hussein’s guilt. 

There is a spectrum of possible explanations for why they 
may have exaggerated the threat Mr Hussein represented. At 
one end of it is the possibility that they decided simply to lie. 
That seems improbable, for it would be too risky. More plausi- 
ble possibilities include a decision to embroider; incompetent 
or biased processing of intelligence; the eagerness of spies to 
please superiors; and sloppy political oversight. All of these 
are scandalous, albeit in different degrees. 

The only way for the world to know where the balance lies 
between sloppiness and scandal is for both governments to 
come clean about what they knew (or thought they knew), 
when and how. The CIA is conducting a review of all Iraq-re- 
lated intelligence. To preserve the trust between voters and 
governments that democracy relies on, and which Mr Bush 
exploited to wage his war, the results of the review should be 
made public. Mr Blair should initiate a similar inquiry. Not 
only his own reputation, but also the legitimacy of Mr Bush's 
doctrine of pre-emptive war (whether or notit applied to Iraq), 
hangs on this: if America cannot be relied on to marshal intel- 
ligence competently, that doctrine looks much less safe. In the 
meantime, for both their impartiality and their expertise, Mr 
Bush should permit the UN inspectors to return to Iraq. 

History will judge the second Gulf war on a number of cri- 
teria, including how the war itself went (well); how the re- 
construction effort progresses (at the moment, fairly badly); 
what sort of democracy (if any) emerges in Iraq; and how the 
security of the region and the world are affected. It seems 
probable that, all things considered, it will turn out to have 
been a worthwhile enterprise. But those who launched it may 
themselves emerge with less credit. m 
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Disingenuous and risky 
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There is nothing wrong with tax cuts or tax reform; but don’t muddle them up 


T IS hard to object to tax cuts— 

particularly when you are 
about to receive one. However, 
even the most conservative 
American should pause to re- 
consider the “economic recov- 
ery bill” concocted by Congress 
and George Bush that will hand 
back some $350 billion over the next decade. Sadly, this give- 
away is disingenuous and also something of a gamble. 

The first sleight of hand is that $350 billion number. Mr 
Bush had hoped for twice as much, but Congress has 
squeezed his tax cuts into a smaller package by setting time 
limits. For instance, the cuts in dividend taxes and capital gains 
are due to expire in 2008. At face value, this presents an absurd 
series of incentives for taxpayers. In fact, the chances of politi- 
cians letting the taxes reappear are slim. Add in alittle political 
reality and the true cost of the tax cut could be $800 billion. 

Now consider the next sleight of hand. Mr Bush has mud- 
dled up two sensible ideas: the short-term need for a fiscal 
stimulus to pep up the faltering American economy; and a 
long-term fiscal reform—namely shifting the tax burden away 
from investment. Mr Bush has got rid of inheritance tax, at 
least temporarily. This time his big target was dividend in- 
come, which is taxed twice—as corporate profits and as per- 
sonal income. He wanted to eliminate the latter; Congress has 
opted to cut the rates roughly in half. 

By trying to smuggle in dividend-tax reform as the best way 
to give the economy an immediate jolt, Mr Bush has improved 
neither the stimulus nor the long-term fiscal position. There 
has been fanciful talk from the White House about lower in- 
vestment taxes delivering an immediate confidence-inspiring 


l Budget-deficit forecasts* 
Fiscal years ending Sept 30th, $bn 





2003 05 07 09 11 13 
*Based on FY2004 budget proposal 


boost to the stockmarket (which, incidentally, has not hap- 
pened). But nobody trying to jumpstart the economy would 
begin with dividend taxes. True, some of the other measures 
in the tax cut, such as increasing the child tax credit, may have 
a more stimulative effect. But Mr Bush looks set to go into the 
next election having overseen at least 1m net job losses. 

The longer-term danger is greater. By equating tax reform 
with a short-term giveaway, Mr Bush has made his overhaul 
of the tax system hopelessly one-sided: it is all tax cuts, with 
no countervailing reforms on the other side of the ledger, such 
as reorganising Social Security, Medicaid and Medicare. The 
main long-term fiscal challenge is restructuring these “entitle- 
ment” programmes to cope with the demands of the retiring 
generation of baby-boomers by the end of this decade. 


Less pork, more beef 

This is where the gamble comes in. Mr Bush’s budget deficit is 
excusable for the moment: the war on terror has been expen- 
sive, and it makes no sense to run a surplus in a downturn. But 
the deficit is rising: even before this tax cut, the official forecast 
was for $1.8 trillion over the next decade (see chart). And he 
has still done nothing about entitlements. Rather than reform- 
ing the health-care system, Congress seems set to add to the 
number of free pills old people can get. “Social-Security re- 
form” has so far been merely a slogan. 

In the 1980s, Ronald Reagan also cut taxes (from far more 
draconian levels) and failed to cut spending: the result was an 
entrepreneurial boom, but also huge deficits, which were re- 
duced only when Mr Bush’s own father raised taxes. Bush the 
younger is heading down the Reagan road, with the additional 
huge problem of those retiring baby-boomers. Unless he 
changes tack, he could leave a terrible mess behind him. m 





Property prices 


The next bubble to pop? 


Your home may be worth less than you think 


TILL smarting from losses on 

equities and a shrivelling 
private pension? Wait until you 
see what happens to the value 
of your house. Far too many 
people have decided in recent 
years that, in these uncertain 
times, the safest investment is 
bricks and mortar. Real house prices in many places have been 
rising at their fastest-ever rate. Can this go on? 

The answer, as our survey in this week’s issue argues, is 
clearly no. But will house prices flatten or will they crash? The 
fate of the world economy could hinge on the answer. Since 
the stockmarket slump, rising property prices have been a cru- 
cial prop for many economies. If house prices were now to go 





into reverse, this could have far graver consequences than did 
the fall in stockmarkets. Households have more money tied up 
in property than in shares, and they tend to borrow more. Falls 
in GDP after previous housing busts have been larger than 
after stockmarket crashes. 

Most analysts still argue that a sharp fall in house prices is 
unlikely. They claim that low interest rates mean that people 
can afford to pay more for a home. But real interest rates are not 
low. If nominal interest rates are low mainly because inflation 
is low, wages will also grow more slowly, so future mortgage- 
interest payments will be a bigger burden than in the past. 

A second argument deployed by house-price bulls is that 
previous busts have been triggered by higher interest rates. 
With inflation so low, interest rates are unlikely to go up now. 
In the near future, this argument may be right. But both Japan »” 





oe re ge 


> and Germany, where house prices have fallen steadily over 
the past decade, show that low interest rates are no protection 
against a decline in house prices. A third popular argument for 
why house prices can keep rising focuses on supply con- 
straints. Yet this argument too is flawed. Hong Kong is shorter 
of land than anywhere in the world; yet property prices there 
have fallen by two-thirds in the past five years. 

Bogus arguments puffing house prices higher have led in- 
vestors mistakenly to ignore more traditional gauges of value. 
Yet just as share prices cannot for long outpace the growth of 
profits, so house prices cannot long rise faster than incomes. 
Looking at ratios of house prices to both rents and average 
wages, our survey finds that houses are significantly overval- 
ued in 13 countries. The ratios are near all-time highs in Amer- 
ica, Australia, Britain, Ireland, the Netherlands and Spain. 

None of this means that house prices are sure to collapse; 
they could just stagnate. But there are reasons to expect prices 


The European Union’s constitution 
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to fallin nominal terms. In the past, high inflation has allows 
overvalued assets to adjust without the need for a big drop 
prices. In a world of near-zero inflation, nominal prices a 
more likely to need to fall. A second reason why a decline 
nominal house prices is likely is the growth of the “buy-to-le 
market in such countries as Britain, Australia and Irelan 
House prices are stickier than equity prices, because the fina 
cial and emotional cost of selling is large; if prices wobb. 
most owner-occupiers stay put, as they have to live som 
where. But buy-to-let investors are more likely to sell. 

Even so, the housing market may not have a sudden b 
crash, as the stockmarket has. Instead, house prices are mo 
likely to slide slowly down over the next four years. With tl 
global economy already so fragile, and some countries poisi 
on the brink of deflation, the result will be uncomfortable 
best—and painful at worst. But that is what happens whi 
bubbles are blown up and burst. = 


Nothing like good enough, so far 


Europe’s draft constitution-in-the-making needs drastic revision 


H FOR the prose of Phila- 
delphia. The American 
constitution’s beauty and effec- 
tiveness lie in its simplicity, its 
clarity and its brevity. What we 
have seen of the Europeans’ 
vaunted equivalent, a year into 
| its gestation but with barely 
three weeks to go before its first version is due to be born (see 
page 47), is an ugly hybrid that differs from its supposed Amer- 
ican forebear precisely by virtue of its opposites: it is complex, 
confusing and absurdly long. Yet there are graver objections. 
The emerging document is riddled with dangers that, unless 
headed off, would push the Union in quite the wrong direc- 
tion and stir up the bad blood it was meant, from its inception, 
to prevent. 

This is not to belittle the notion of a constitution per se. It 
was a good idea to have a document to consolidate the sprawl- 
ing bodies of past treaties, to clarify and explain the European 
Union’s purpose, and in particular to spell out where the lim- 
its of its burgeoning powers lie. The arrangements to which 
the Union’s current members are party are already intrusive 
and complicated enough to require a new codification of 
rules, especially if they are to function adequately when the 
club swells from 15 members today to 25 in a year’s time. 





Too much zeal 
Moreover, the Union’s desire, reflected in the document under 
discussion, to build a common foreign and defence policy is 
welcome. Provided that the Eu does not seek to develop a mili- 
tary muscle and speak with a single voice specifically in order 
to spite the United States, and provided—more importantly— 
that nervous or dissenting countries are not bullied into ac- 
cepting policies they dislike, building a beefier Europe with a 
global reach of its own is fine. 

But, judging by the latest version, the drafters have dis- 
played a worrying appetite for integration for its own sake—in 


a host of areas. Apparently in deference to the twitchy Britis 
the word “federal” is to be dropped from the constitutior 
very first article, yet the more meaningful demand for “ev 
closer union”, implying just that impulse towards Europez 
statehood, is now in the preamble. More specifically, in the 
laudable desire to tackle cross-border crime, the drafters ha’ 
over-enthusiastically suggested the creation of a “Europez 
public prosecutor”, thus encouraging moves towards a cor 
mon criminal law—an integrationist step distinctly too far. N 
only have the drafters insisted (as, admittedly, they were e 
pected to do) on inserting a Charter of Fundamental Righ 
but they have included in it a clutch of social and econom 
“rights” that have no place at all in a constitution. Indeed, ir 
section on “shared competences” there are many areas (i 
cluding, again, those concerning “social cohesion”) where tl 
EU should really be kept out. Above all, that awkward but cr 
cial notion known as “subsidiarity”, which was supposed 
mean that countries run their own affairs except where it is p 
tently necessary for the Union to intrude for the sake of ef 
ciency, has been too feebly defined in the new document. 

Ah yes, say the worldly-wise of Brussels. But most of tl 
EU powers articulated in the draft are already in force. Beside 
Europe is about deal-making, about fudge and smudge, abo 
warm exhortations meaning nothing precise. But the troub 
with constitutions is that they must mean exactly what the 
say. They are justiciable, as indeed are current EU treaties; fi 
the judges interpreting them, precision is everything. 

A useful constitution can and should still be drawn up. TI 
one emerging should be unacceptable, not just to British n 
tion-staters but to all Europeans who want the Eu—not only i 
free-trade machinery—to work well. But there is plenty to plé 
for. A year of vigorous debate is likely to ensue. And if, | 
roughly its present form, the constitution fails to be ratifie 
too bad. Some countries may wish to rush ahead into a tight: 
union. Others may have to consider whether they want to sté 
in the club—or even seek a different sort of membership. A ba 
constitution would be worse than none atall. m 
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i Letters 


Vouchsafe? 


SIR ~ You repeat the widely 
held belief that vouchers will 
help those students most in 
need to flee failing schools 
(“The mayor throws a life- 
line”, May 10th). The best em- 
pirical evidence flatly 
contradicts that claim. In the 
early 1990s, under an ambi- 
tious plan called Tomorrow’s 
Schools, New Zealand gave all 
local public schools complete 
operational autonomy and 
abolished attendance areas. 
Parents were granted the right 
to apply to any school in the: 
country, including parochial © 
schools. Vouchers followed 
students to their school of 
choice. 

What followed serves as a 
_. cautionary tale for cities 

contemplating voucher 

schemes. The best schools 
quickly filled and turned away 
students that were hard to 
teach—disproportionately 
poor and minority pupils. Stu- 
dents who were rejected had 
nowhere to go, except back to 
their schools of origin. These 
became significantly more po- 
larised along socioeconomic 
and ethnic lines. In recogni- 
tion that its grand experiment 
was not working, New Zea- 
land began to pull back in the 
late 1990s. The country is still 
trying to pick up the pieces. — 
WALT GARDNER 
Los Angeles 


No transfer of nukes 


SIR - You allege unfairly that 
“Pakistan helped North Korea 
develop secret uranium-en- 
richment technology for its. 
nuclear programme, and may 
also have helped Iran” (“Get- 


ting warmer”, May 10th). You | 


do not mention that the gov- 
ernment of Pakistan has cate- 
gorically, vigorously and — 





istan’s scrupulous adherence f 


tothe policy of non-transfer 
-of nuclear technology or ma 
terials to other countries. This 


cardinal principle of state pol- 
icy is embedded in the strict ~ 


5 export-control regime regard- 
_ ing sensitive technologies. 
_ Pakistan’s record in this re- 


- SIR 
- main reason for the recent 


gard is impeccable. I draw 
your attention to a statement . 
by a spokesman of the United 
States State Department on 
April ist 2003 in which he 
stated categorically that “we 
have informed Congress on 


March 12th that this adminis- 
-tration had carefully reviewed 
the facts relating to the possi- 


ble transfer of nuclear technol- 
ogy from Pakistan to North 
Korea and decided that the 


facts do not warrant the impo- 


sition of sanctions under ap- 
plicable us laws.” 

Your suggestion that Pak- 
istan should be forced to re- 
nounce cross-border terrorism 
across the line of control is in- 
deed unfortunate as Pakistan’s 
efforts to combat terrorism 
have been universally ac- 
claimed by important world 
leaders and the international 
media. Pakistan initiated the 
campaign against terrorism 
well before September 11th by 
banning extremist religious 
organisations. The events of 
September 11th only spurred 
my government to take further 
measures to curb terrorism. 
On several occasions, Pakistan 
has offered stationing of im- 
partial observers on both 
sides of the line of control and 
a strengthening of the pres- 


- ence of the United Nations 
-Military Observer Group in 
< India and Pakistan to ascertain 


the veracity of the recurring 
allegations against Pakistan. 
ABDUL KADER JAFFER 
Pakistan high commissioner 
London 


Priming the pension pot 
- Your assertion that the 


shift from surplus to deficit of © 


_corporate pensions is the pro- 
-longed bear market in equities 
is only partially true (“Nest — 


eggs without the yolk”, May 


oth). Liabilities have risen 

-substantially because the rate 
-~ _ at which they are discounted 
-= has fallen steeply in line with 
-interest rates. The experience 
--of one large British-based pen- 
-sion fund is informative: in 
the five years to 2002 its assets 







fell by only 4% because of its 
sensibly diversified portfolio, 
but its liabilities rose by 48% 


_ Britain; other minorities have 


themselves (“Forget asylum- 
seekers”, May 10th). The pro- 






over the same period. There is 
no asset class that has re- | 
turned that level of perfor- 
mance; certainly not bonds. 
Pension-fund trustees 
would be wise to consider the 
experience of one of Amer- 
ica’s 25 largest firms before 
contemplating a wholesale 
shift away from equities. Start- 
ing with $100m 50 years ago 
and after just $6 billion in con- 
tributions, its pension fund 
has paid out $30 billion in 
benefits and has assets of $40 
billion. While these figures are 
nominal, this performance is 
remarkable and could never 
have been achieved with a 
portfolio invested only in 
fixed-income assets. 
JOHN WEBSTER 
Greenwich Associates 
Greenwich, Connecticut 


Countering counterfeit 


SIR - Your article on counter- 
feiting fails to mention the lu- 
crative business of infringing 
the copyright on books (“Imi- 
tating property is theft”, May 
17th). Shortly after the second 
world war both Japan and Ko- 
rea were engaged in the 
wholesale copying of Ameri- 
can scientific texts and jour- 
nals, something the Russians 
had been doing for years. 

My father-in-law, then 


president of a well-known sci- 


entific publishing firm, went 
to Japan on behalf of a num- 
ber of prominent American 
publishers and was able to 
convince the Japanese govern- 
ment that the practice was giv- 
ing the country a bad name. 
The practice ceased. To my . 


knowledge no American äu- 
thor ever received proper roy- 


alties for books copied by the 


- Soviet Union in those years. 
` HANS WYNBERG 


Groningen, The Netherlands 


Integrate or isolate 


SIR - - Multiculturalism perse 
is not to blame for the failure _ 





of Muslims to integrate into 


used it to find a niche for — 


blem lies in its misuse. 
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_ Hindus and Sikhs have 


used it to cultivate a compos- 
ite British-Asian identity, look- 
ing inside society for political 
and cultural guidance. Mus- 
lims combine their presence 
in Britain with adherence to a 
supranational community, the | 
Muslim ummah, looking out- 
side—and thereby isolate 
themselves. 

RANDHIR SINGH BAINS 

Gants Hill, Essex 


Systems failure 


SIR ~ The failure of rr projects 
is rightly attributed in your 
survey to the abdication of 
responsibility by both rr 
“bosses” and “business units” 
(May 10th). Developing an IT 
system is like the production 
of The Economist. If the editor 
kept changing his mind about 


the front cover at the last mi- 


nute, your newspaper would 
fail. This is typical of the way 
ir developments are run: 
managers change their minds 
about the system, requiring 
code rewrites resulting in the 
introduction of new bugs, and 
blown budgets and deadlines. 
Why does this happen? Ei- 
ther managers do not know 
their own business and how 
an IT system should support it 
or the project becomes a man- 


agerial virility symbol that en- 
= vious managers of other units 


sabotage by interference—in- 
advertently or deliberately. 
The success of projects and 
quality of IT systems depends 
on management throughout 
an organisation, not just in the 
IT department. 


- MARTIN BERRIDGE 
7 London 


“SIR - - You suggest that Moore’s 
“Law follows a pattern of ex- 
ponential growth. The law 





redii ttransistor density 
will double every 18 months. 


— Thisis measly quadratic 
o growth. — 
FRA K SCHEELEN | = 
Eindhoven, The Netherlands =N 





















EUROPEAN CENTRAL BANK 


~The European Central Bank (ECB), established in Frankfurt am Main on | June 1998, is seeking to fill the vacancy detailed below in the Euro oe 
Area | Macroeconomic Developments Division of the Directorate General Economics. 










ief CB has its own terms and conditions of employment, including a componi, salary structure, retirement ian health insurance sand relo: i 
S cation benefits. l 





~ ECONOMIST 
(Ref.: ECB/081/03/1/ ECO) 


Function Pe | aie 
The Directorate General Economics is seeking a highly qualified and experienced economist to fill the position of Economist in the Output, 
Demand and Labour Markets Unit of the Euro Area Macroeconomic Developments Division. The Division is responsible for. monitorin 
analysing and forecasting macroeconomic developments in the euro area as a whole, as an important part of the preparation for the mot etary 
policy decision-making process at the ECB. Within the Division, the Output, Demand and Labour Markets Unit focuses on developments in the 
euro area business cycle, including labour market developments. In addition, the Unit-is id ae for assessing the medium-term potential 
growth of the euro area economy. The successful candidate’s key tasks will involve: : : 
* monitoring, analysing and forecasting output, demand and labour market developments | in the euro area, peiie the assessment of the 
conjunctural situation and contributing to the ECB/ESCB projection exercises; | 
* contributing to the ECB’s internal briefings and reporting, official ECB publications, speec ches for: members of senior management in DG 
Economics and the Executive Board and to the regular reports on the projection exercises; 
. initiating and carrying out analytical and empirical studies in the Unit's fields of responsibility. 


The successful candidate will also be expected to make available the results of this analysis to the E Board and the senior management 
of the ECB in preparation for meetings of the Governing Council of the ECB and for publication and communication with the public. 


Qualifications and experience 


* Advanced university degree in economies, or proven ability to perform the tasks commensurate with such a formal academic qualification, phate 

A PhD in applied economics, together. with a sound academic, research and publications record in applied macroeconomics, would be an an aes 

asset, l E 

* Strong analytical skills and a very comprehensive know ledge, gained through practical experience, of econometric and. forecasting tech. s 
ques. A sound knowledge of national accounts and short term statistics is also desirable. Previous experience of wore. m the fields of the © 
Unit's direct responsibility would be considered highly desirable. | : | l 

* The ability to identify and address policy issues and present analytical findings in non-technical terms is required together w with b practical- 
experience of preparing policy related briefing. : ae 

¢ Very good command of English with prov en ability to draft effectively under tight deadlines, A working kn 
official Community language is required. 

* Strong interpersonal skills, in particular the ability to work as part of a team. 










Starting date 
As soon as possible. 
Applications 


Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photograph together with references. 

s confirming the required experience and skills. They should be addressed, quoting the reference number, to the European Central Bank, ~ 
` Recruitment and Staff Development Division, Postfach 16 03 19, 60066 Frankfurt am Main, Sermaty and should reach the ECR no later 
than 20 June 2003. The deadline will be strictly adhered to. l = 


Candidates must be nationals of a Member State of the European Union or of one of the following EU acceding countries: Cyprus, the Czech 
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovenia, Slovakia. 


Applications will be treated in the strictest confidence and will not be returned. 


This vacancy has also been posted on the ECB’s website. at www.ecb.int. To meet the deadline, a copy may be sent by fax to +49 69/1344 7979 | 
or by e-mail to recruitment@ecb.int, However, a signed application must still be sent by post. 
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EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on | June 1998, is seeking to fill the eey detailed below in the Money and 
Banking Statistics Division of the Directorate General Statistics. 





The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, health insurance and relocation 


ECONOMIST-STATISTICIAN 
sania C 2 DA CO) 


The main task of the Directorate General Statistics is to reeds ee statistics nea to support the ECB’s policy responsibilities. For this purpose, the 
Directorate General Statistics works closely with other areas of the ECB, with the central banks of EU Member States, with the European Commission 
| epee Eurostat) and with the statistical departments of certain international institutions. 


Financial Market. Statistics Unit of the Money and Banking Statistics Division provides ECB users with high- quality. statistical information and 
| sis on financial markets to support the monetary policy decision-making process, the management policies, analytical and research work, and 
for official publications. | 





|... The holder of the position of Pconouise Siausticien will be responsible for developing, maintaining, producing and disseminating high-quality statis- 
- tics on financial markets and instruments and will be expected to work inan independent and structured manner. 


~The successful candidate will play a vital role in the business area 1 and in the process of developing representative euro area financial market concepts 
and indicators. He/she must be able to conduct statistical research and analysis that can be either theoretical or pepe in nature, and to prepare guide- 
lines and briefing notes on strategic, technical or operational statistical issues. 


The position requires outstanding knowledge of the international financial markets, with particular emphasis on the characteristics of the fixed income 
market, the equity market, the foreign exchange market, the commodity and energy market and the dynamics of the financial system. The holder of 
the position will furthermore be involved in project management work related to the further development of the statistical infrastructure needed for 
the production and dissemination of these and related statistics. Close co-operation at professional level with counterparts in the central banks of 
Member States and other organisations must also be maintained and developed. The position requires attendance at and contributions to international 
meetings. : 


Qualifications and experience 

+ An advanced university degree in economics, finance or statistics or a related discipline, or a proven ability to perform the tasks commensurate 
with such a formal academic qualification. 

* At least three years of professional experience in one of the above-mentioned disciplines. 

* Knowledge of financial markets, in particular the characteristics and dynamics of the fixed income market, hie: Sni market and the foreign 
exchange market. Professional experience with statistical analysis relating to financial market statistics is required as well. 

* Proven record in the management of project team members from different business areas. we 

* The ability to work highly independently and to contribute to team achievements, under time pressure, in an intetnational, environment. 

* The ability to communicate effectively, in writing and orally, and to address complex. issues in non-technical terms. | 

° Experienced user of PC LAN-based systems, with Windows and PC-based Windows applications, including spreadsheets (Excel) and databases. 
Experience with UNIX and FAME would be an asset. 

* Very good command of English with proven drafting ability. A working knowledge of at least one other official Community language is also 
required. 


Starting date 
As soon as possible. 


Applications ap) ie | ti ME : 
Applications ‘should: be: ‘gobienittedj mo English: EN ieie a covering TE Tni vitae and a recent photograp! : together with. references 
confirming the required experience and skills. They should be addressed; quoting the reference number, to the European Central Bank, Recruitment 
and Staff Development Division, Postfach 16 03 19, 60066 Frankfurt am Main, Germany and should reach the BCE no o later than 13 June 2003. 
The deadline will be strictly adhered to. sy 











fa Member State of the European Union or of one of the following EU acceding countries: € Cy sai the Czech Republic, 


C andidates must be nation | 
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovenia, Slovakia. 









Applications will be treated in. | the strictest confidence and will not be returned. 


This vacancy has also been posted € 


T: to o +49 69/ 1344 7979 or by 
e-mail to recruitment(@ech.int. However, a siaed application n must stil be sent by wees eye | 
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CHALLENGING AND PRESTIGIOUS CAREER OPPORT UNITY WITH 1 

A SEMI-GOVERNMENT FINANCIAL ENTI YIN . 
us semi-govern 
rand experien 


To meet the growing demand for its services in the field, GTZ is seeking 


Mi Trade Policy Consultants/Project Managers 


for long- and short-term assignments in upcoming 


= Trade Assistance Projects in Asia 
specialised in 
¢ Formulation of general trade policy and trade legislation 
e Multilateral trading system, esp. WTO requirements 
and obligations 
e Support to WTO accession process 
-e Trade related intellectual property rights 
© Trade in industrial goods, textiles, agriculture, and services 
- Implementation of TBT and SPS 
© Trade facilitation and trade diversification 
© Trade and investment 
© Transnational issues in competition policy 


Qualifications: University degree in Economics or Law; long-standing professional 
experience in related sector; relevant won experience in Asian countries highly 
desirable; excellent command of Engli is h, professional experience in projects 
for international donors (EU, ADB or World Bank! and/or bilateral devel opment 
agencies; excellent management and communication skills. | 


GTZ (Deutsche Geselischaft für Technische ; Zisammonarboi): GmbH operates 

globally on behalf of the German Government as well as other governments and 
emaor donors, assisting and advertising on the implementation of technical 
assistance projects in transition and development countries. 
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Our client, a dynamic, growing and prestig 






entity in Bahrain, is seeking to recruit a senig 





for the following position. 










Advisor - Economic Research Dir 
The selected candidate will be reporting to the Dire 
Research and will assist in carrying out various duties an 3 
the activities of the Directorate, including: _ = 
E Reporting on economic and financial developments, dom 25 
















international. 







. Participating in the studies conducted by the Directorate. 

# Developing a framework for economic analysis and forecasting. 
| @ Providing advice on monetary policy and issues. 7 
e To travel, when required, on projects and provide advice on financial / E 








monetary issues and policies. 


| QUALIFICATIONS AND EXPERIENCE 


















ssess a Masters Degree in IN 
in conomic c research - “preferably: gained : 


, The candidat 
-suitable experie 
fora central’ bank. 

a An attractive tax-free expatriate. remuneration package will be offered to A 
high caliber candidate. 4q 

u Please apply in confidence, within 15 days, outlining your suitability 














for the position and providing your current remuneration details 4 
to, The Director of Recruitment Services, P O Box 1490, Manama, 5 
Bahrain, or e-mail to executive. recruitment@ bh. sneer or r by x w 
+973 535405 quoting reference *EA/01". n 
Only shortlisted candidates will be contacted. 


Executive Search and Selection i JE E — UNG 


Quality in Everything We Do > 





Application: Please submit your nliag application by 
hitp:// www. giz.de/international-services/jobs-and-tenders 
and select service sector „state and economy” or region , ASIA” 


0 

Bernhard Abele — 
GTZ intematonal Services 

Human Resource Unit 

PO, Box 5180, 65726 Eschborn, Germany 

































g www.gtz.de 












Wie saint E Put your ideas and expertise to work. 


experience, we're on the — At the United Nations Millennium Summit, the world’s leaders pledged to cut poverty in half - 2015. 
ground in 166 countries, To support progress toward that goal, the UN's development organization, UNDP, uses its global network to. 
. connect countries to expertise and resources from around the globe. Our wide range of partners includes 
governments, civil society, the private sector and other multilateral organizations. Now we are recruiting to 
where it counts. We want augment our own team of expert practitioners who seek. out, develop and promote innovative solutions to 

long-standing problems; and communicate across cultures and all strata of society. Practical experience in 
one or more of the following areas is required: : 


making a difference 


you to work with us. 


Democratic Governance: Afghanistan 

© Crisis Prevention and Recovery: Cote d'Ivoire, Liberia and New York Headquarters 

Information and Communications Technology: Honduras (we are seeking both individuals and consulting 
firms) and New York Headquarters 


UN In. addition, we have career tracks and project opportunities for people with outstanding ainoat skill 


For more information and to apply, please visit our Web site at www. undp. .org/jobs. 


DI] P| We especially encourage women to apply and value geographical diversity in our workforce. 
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*° Executive Focus 


UNIVERSITY COLLEGE DUBLIN 
An Coláiste Ollscoile Baile Átha Cliath 


University College Dublin was founded in 1854 and was established as a 
non- -denominational University in 1908, With a student population of 
approximately 20,000 (2,000 from overseas), and ten faculties, UCD is 
the largest university in Ireland, The University graduates 5,000 students 


with pema and EE degrees each yem 


PROFESSOR OF AGRICULTURAL 
ECONOMICS AND RURAL POLICY 


The Governing Authority of the University invites ao Ai È 
full-time Professorship of Agricultural Economics and Rural Policy in the: 


FACULTY OF AGRICULTURE 





- (Ref: 001290) 


The Department of Agribusiness, Extension and Rural 
Development is an amalgam of the disciplines of agricultural 
economics, agribusiness and rural development. There are 12 
full-time academic staff and the Department also employs a 


significant number of contract and hourly-paid Lecturers. The 


Department attracts significant research funding each year. 
The Professor of Agricultural Economics and Rural 
Policy must possess: 

è APHD or equivalent 

è Teaching experience at university level, including the 

supervision of postgraduate students 
è Arecord of published research 
è Aproven ability to attract research funding. 


The salary scale is in the range of €87,076 - €112,046 for 
new entrants. 


For more detailed information on the Department of 


Agribusiness, Extension and Rural Development please consult _ 


the Departmental website: www.ucd.ie/~agri/ 


Before applying for the above post, please consult the further 
particulars on our website: www.ucd.ie/vacancies, or requests 
on a postcard (quoting reference) to the: 


Personnel Department, 
University College Dublin, 
Belfield, Dublin 4, Ireland. 
Tel: +353 -1-716 1653 

Fax: +353-1-269 2472 _ 
Email: Orla.Cosgrave@ucd.ie 





Closing anes 5:00 pm on Anona 30 June, 200: 


National University of Ir oland, Dublin 


uc DIS AN EQUAL OPPORTUNITIES EMPLOYER 





} 
The General Manager Human Resources 
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GENERAL MANAGER FINANCE 


The Royal Swaziland Sugar Corporation (RSSC) after a recent merger, is now the 
largest business concern in Swaziland with a turnover in excess of US $100m. its 
Agriculture Operations include 20000 hectares of irrigated sugar cane. The 
Manufacturing Division operates two Sugar Mills, a refinery and a Distillery. 
Additionally, it provides housing, recreation, health and other related services to 
aver 5000 employees. Booker Tate and COC Capital Partners have management 
responsibility under a joint management agreement. 


The Position 


The General Manager Finance reports to the Managing Director and is responsible 
for the entire Finance function including financial planning and management 
accounting, MIS, stores and purchasing. is a key member of the RSSC General 
Management Board with a key role with the Swaziland Sugar Association Finance 
Committee. 


Requirements 


Experienced Manager/Director at strategic and operational level 
Strong man management skills 

A team player providing services to. operations 

Experienced in IT implementation 


Experience in the sugar industry an advantage 

« Negotiation and fund raising skills 

A three (3) year renewable contract is offered. Remuneration package is very 
competitive reflecting the seniority of this position, 


Applications from potential candidates should be received not tater than 13 June 
2003 and should be addressed to: 


Royal Swaziland Sugar Corporation (Pty) Limited 
| P O Box 1 
Simunye, Swaziland 
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A graduate with professional qualification | | 
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| 
Email ~ jshilubane®@rsse.co.sz 4 


INTERNATIONAL FUND FOR 

l AGRICULTURAL DEVELOPMENT (IFAD) 
-Via del Serafico No. 107, 00142 Rome, Italy - 

F ax: +39 06 5043463, E-Mail: : : vacancy@ifad.org 





COUNTRY PORTFOLIO MANAGER (P-4) 


< ‘DUTIES AND RESPONSIBILITIES , 
Under the general supervision of the Director, Africa 1] Division (Easters and Southern Africa), 


Programme Management Department, the. incumbent will be responsible for: 


+ Strategic analysis of country-level rural poverty reduction opportunities, policy dialogue, and 
development of stakeholder co-ordination and partnerships; 


+ All phases of the project and programme design and management of the project cycle from 
- cowry strategy analysis, inception, formulation and appraisal to implementation i in compliance 


with IFAD's mandate and goals and the programme of work agreed for the specific portfolio; 

+ Arrangements for co-financing and ensuring’ effective collaboration with relevant 
partners/donors; 

« Loan and grant negotiation with borrowing and donor governments in accordance with IFAD's 
lending policies and criteria: 

+ Preparation of project reports and other documentation support to programme and project 
implementation for achievement and measurement of impact; 

* Integrated. management of country portfolios including loan, research grants, grants to NGOs 
and stakeholder consultation mechanisms: 


_* Development of in-country partnerships for policy dialogue and effective project 


implementation; 

+ Contribution to knowledge management systems in key areas of rural poverty; 

= Provision of leadership in team work and guidance of missions for design and implementation 
of programme activities: 

+ Training and guidance of staff under his/her supervision: and 

+ Any other duties as assigned by the Director. 


QUALIFICATIONS AND EXPERIENCE 

Education and experience: The position requires a university degree in rural development, 
economics, finance or related studies. Professional experience of at least 7 years in the areas of 
design and supervision of rural development projects and joan and grant preparation, including 
experience within the United Nations Common system and/or international development/financial 
institutions. 

Requirements: Commitment to the problems of. the rural poor and openness to learning 
combined with creativity and ability to werk ina team environment. Outstanding communication 
skills, analytical ability and understanding of soe ioeconomic issues and both regional and global 
trends. Computer [feracy. | 

Languages: Full command of English essential, working knowledge of French desirable. 








Please forward your application in dupli ieate to. OF 
2003. For more details please visit our w 
received by IFAD after the deadline will 


à of Human — no later than 30 June 


The —— May 31st 2003 


Executive Focus 


Th e Ford Foundation 


Program Officer, Media, Arts & Culture 
Middle East & North Africa (Cairo, Egypt) 


direction of the E in Cairo, the Program Officer 
lops, monitors, and evaluates grants in media, arts, and culture in 
idle East and North Africa. BER initiatives in rod and 


ion. Maintains 
tial grantees, 
civil society. 


riting, and 


ackgrounds and’ iet E fluenty i 
niversity degree in a relevant disciplinei is > prefer 
To apply send resume, substantive cover letter, and 5-20 page onal 
writing sample in English to Janet Graber (resumes@tordfound.org) or 
320 East 43rd St, New York, NY 10017, USA, by July 18, 2003. For more 
information on the Ford Foundation visit www.fordfound.org. 
> The Ford Foundation is an EEO employer. 


UNOPS @ | United Nations Office for Project Services 
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- BGD/01/004: Comprehensive Disaster Management Programme 


With the EN Disaster Management Programme (COMP) UNDP, DFID and 

the Government have jointly adopted a programme approach to disaster management 

for the first time in Seen This approach encompasses ail aspects of risk 
management and the COMP's aim is to facilitate the move from a single agency relef- 
oriented response to a holistic strategy that addresses various issues, including that of 

f community vulnerability. in view of this, the project is now seeking to recruit an 
Cio dnternational Expert (Team LeaderfChief Technical Advisor) to be based in Dhaka, 

) oo Bangladesh for an initial 12 months with a view to extend far another 48 months. 


~ Duties and Responsibilities: 

o The Team Leader/CTA is responsible to and works under the supervision of the National 
Project Director (NPD) and Secretary, MDMR for the execution of the CDMP and the 
establishment and management of the Policy Programme and Partnership Development 
Unit as an effective coordination, planning and monitoring unit. 


Requirements: 

Past graduate degree for equivalent) in Disaster Management or related fields with a 

minimum of ten years relevant work experience in project management, development 

planning, disaster management and community risk reduction within a government 

service delivery environment. (SiHe must be able to demonstrate his/her achievements 

as an innovative leader and proven ability to work within a team environment involving 
. government, NGOs and public sector partners. 


Applicants are advised to send in their CV and quoting the reference of 
BGD/01 /004/CTA to: 
Linited Nations Orrice ror PROSO SERVICES 
LeveL 8, WIMA AMANAHRAYA BHD. 
1S JAAN SEM Seaantan 1, 
{Jer JALAN SEMANTAN, DAMANSARA HEI IMTS, 
50490 KUALA LUMPUR, MALAYSIA 
OR Fax Nex 603-2087 5655 or e-mail: vacancieski@unops.ore 
By close of business in Kuala Lumpur, Malaysia: 10 June; 5.30 p.m. Only short listed 
candidates will be notified. Applicants are advised to refer to our website at 
www.unops.org.my for the full Terms of Reference. 
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Executive Director 
and — 
_ Director. ot Research & & Development 


. three referees o 


“DNDI Recruitment Committee 
Brussels 4 
. BP No 112 
1040 Brussels, Belgium 


(The Recruitment Committee will consider only those candidates who meet the above requirements} 


LEADER IN 
REPRODUCTIVE 
HEALTH AND 
POPULATION AND 
DEVELOPMENT 


Chief (P-5), Learning and Career 
Development Branch, Office of | 
Human Resources, UNFPA/New York 





| UNFPA is the leading UN agency in the field of reproductive health, 


population and development. Based at UNFPA’s HQs in New York, the 
Chief is responsible for learning and training, career development, and 
performance management. UNFPA has PARNE e 0 international 
and national professionals and technical: eee and 700 sc staff at 
HQ and in the field. | 


More information and the Terms of Reference for the vacancy can 
be found on UNFPA’s website at 


| http://www. unfpa.org/about/employmentiindex. htm. 


Applicants must possess an advanced university degree in either social 
sciences or business administration or related subjects. Minimum of 10 
years’ international experience in developing and delivering state-of-the- 
art training and learning programmes, career and competency 
development and performance management required. Excellent written 
and oral communication skills and fluency in English and French or 
Spanish necessary. Excellent knowledge of computers and various 
applications required; knowledge of ‘Peoplesoft’ desirable. 


_ UNFPA offers an attractive compensation package commensurate with 


experience. Please send application marked VA/FPA/04 1/03 to:Team two, — 
Personnel Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 10017; Fax: 
(212) 297-4908 or to team2(@unfpa.org. Application deadline: 20 June 

003 UNFPA. will only be able to respond to those applicants in | 
whorn it has a further interest. Women and nationals from developing 
countries are encouraged to apply. 
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Casus or casuistry? 


Where-—if they existed—are Saddam Hussein’s weapons of mass destruction? 


UNS normally smoke after they are 
fired. Had Saddam Hussein used his 
alleged weapons of mass destruction 
(WMD) during the American-led war that 
dislodged him, the doubts about his illegal 
arsenal would have evaporated. Yet de- 
spite all the talk of “red lines” around 
Baghdad, the sweaty protective suits in 
which American and British troops la- 
boured were never put to the test. No Iraqi 
Scuds struck Israel or anywhere else. 
These omissions at first seemed part of 
a larger mystery, namely why Iraq put up 
so shambolic a fight. But the ongoing elu- 
siveness of the fabled “smoking gun” has 
led even those who supported the war to 
ask whether the wMD that in theory pro- 
voked it ever really existed—and whether 
the “proof” adduced by those who waged 
it was shoddy, or worse. 


Down memory lane 

Conspiracy theorists should remember 
that much of the evidence against Mr Hus- 
sein came not from the American and Brit- 
ish governments or their spies, but from 
two unimpeachable sources. They were 
the United Nations weapons inspectors, 
and Mr Hussein himself. 


Mr Hussein had what police call form. 
He made and used chemical weapons in 
the 1980s. Throughout the 1990s, he strove 
to hide his WMD programme from Un- 
scom, the UN inspectorate then responsi- 
ble for dismantling it. In this endeavour he 
enjoyed much success, though Iraqi defec- 
tors helped the inspectors to uncover, 
among other things, the extent of Iraq’s 
biological weapons programme, and its 
manufacture of vx, anerve gas. On the ba- 
sis of Iraq’s known imports and discrepan- 
cies in its record-keeping, Unscom and UN- 
MOVIC (the latter-day inspection body, 
led by Hans Blix) made some frightening 
calculations about the chemical and bio- 
logical agents and munitions potentially at 
Mr Hussein’s disposal. On the eve of the 
war, UNMOVIC reported a “strong pre- 
sumption” that around 10,000 litres of 
Iraqi anthrax might still exist. 

Mr Hussein’s form continued until the 
end. His regime failed to co-operate with 
Mr Blix’s team in the way that UN resolu- 
tion 1441, passed last November, de- 
manded. Some Iraqi scientists refused to 
be interviewed privately, and the names 
of others were withheld, along with im- 
portant documents. Though Iraq made 


some concessions, going so far as to de- 
stroy some proscribed missiles, its compli- 
ance with resolution 1441 remained lack- 
lustre. This recalcitrance, as America and 
Britain now sophistically aver, was the le- 
gal pretext for the war. 

Sophistically, because the resolution 


_was premised on the notion that Mr Hus- 


sein’s WMD constituted an imminent 
threat to his region and to the world. The 
inspectors’ accumulated findings, and Mr 
Hussein’s own behaviour, certainly sug- 
gested that he was a menace. But George 
Bush and Tony Blair went further than the 
speculative conclusions of Unscom and 
UNMOVIC, whose reports were always a 
little too recondite to sway the masses. 

Mr Bush and Mr Blair argued that the 
threat was imminent, adding some spe- 
cific and alarming allegations. Unusually, 
and to the discomfort of British spooks, Mr 
Blair published an intelligence dossier that 
claimed some of Iraq’s WMD could be 
ready within 45 minutes of an order to use 
them. Mr Bush eschewed the subjunctives 
that punctuated the inspectors’ reports: cit- 
ing American intelligence, he stated that 
Mr Hussein retained hideous agents and 
various means of delivering them. In Feb- 
ruary, Colin Powell, Mr Bush’s secretary of 
state, told the UN that biological warheads 
had been distributed across western Iraq. 

Surprising, then, that despite the efforts 
of America’s own inspection teams, no ac- 
tual WMD have been unearthed: none. It is 
especially surprising that those weapons 
which, according to intelligence reports, 
had been deployed to southern Iraq for 
use against the invaders haven’t been 


y 
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found. There are plausible explanations 
for why Mr Hussein did not use his wMD 
during the war: political considerations, 
the pace of the American advance, and so 
on. Butit would be very odd if he hadn’tat 
least made some of them ready, assuming 
he had any. Raymond Zilinskas, a former 
inspector, says Mr Blair’s infamous 45-mi- 
nute claim “now seems close to absurd”. 
In fact, the only important finds thus far 
have been what the Americans say may be 
three mobile biological-weapons labora- 
tories, two of which are said to correspond 
closely to the sort described by Mr Powell, 
on the basis of reports from defectors, in 
his seminal presentation to the UN. After a 
series of “false positives” in their search for 
WMD, which have circulated as swiftly as 
did some battlefield rumours before being 
embarrassingly scotched, the Americans 
have been understandably cautious in 
their claims about the mobile labs. Still, 
they are convinced that they could have 
had no other, innocent purpose. On the 
other hand, no actual biological agents 
have been detected in the suspect vehicles. 


Scud in a haystack 

What of the thousands of bombs and war- 
heads and tons of deadly agents that Mr 
Hussein was allegedly hiding? There are 
various possible explanations for their 
invisibility. One is that the American-led 
teams that have been nosing around Iraq 
haven’t done a very good job, perhaps be- 
cause they lack the expertise of the special- 
ists led by Mr Blix. The unit responsible for 
the initial snooping is now being super- 
seded by a bigger outfit, on to which some 
former UN inspectors are being co-opted. 
Another excuse is that many of the docu- 
ments that might have helped the Ameri- 
cans to refine their search have been de- 
stroyed by looters. Some are said to have 
been incinerated by Saddamite loyalists, 
anxious to conceal their guilt and discredit 
their conquerors. 

The most frequently cited argument is 
that the job requires more time. As British 
and American leaders are fond of saying, 
Iraq is approximately the size of France or 
California. This, combined with the 
ousted regime’s expertise in concealment 
and deception, makes chance discoveries 
unlikely. In time, the argument goes, Iraqis 
in the know about Mr Hussein’s WMD 
will be persuaded to spill the beans. 

Unfortunately, not much spilling 
seems to have been going on so far. “Mrs 
Anthrax”, “Dr Germ”, and several of the 
other scientific and military henchmen on 
the Americans’ list of most-wanted Baath- 
ists are in their custody. But they seem to 
be sticking to their pre-war story that Iraq 
was innocent and misunderstood. The 
line now emanating from Washington and 
London is that the “most wanted”, being 
anxious about prosecutions and reprisals, 
are not quite so wanted after all. Clues 


about the WMD are now expected to come 
from lower-ranking scientists, many of 
whom, it is said, are still too fearful of a 
possible Baathist resurgence to come for- 
ward, despite the rewards and incentives 
being proffered to them. Terence Taylor, 
another former inspector, agrees that mid- 
dle-ranking scientists can be more reveal- 
ing than their bosses. 

But the idea that large stocks of, say, 
chemical shells can’t be located without 
further tip-offs doesn’t quite wash. Gary 
Samore, of London’s International Insti- 
tute for Strategic Studies—which produced 
an influential assessment of Iraq’s WMD 
shortly before the British government is- 
sued its own—concedes that if Iraq had re- 
tained large stocks of chemical munitions, 
they probably would have been found by 
now. And the chances of finding such 
caches could well deteriorate rather than 
improve with time. Ongoing looting will 
erase more paper trails. Information from 
captives and defectors is notoriously unre- 
liable, given their tendency to tell interro- 
gators what they want to hear; their claims 
will have to be laboriously cross-checked. 
If the leads they are said to be generating 
continue to disappoint, there will be noth- 
ing for it but to “look under every rock, go 
to every crossroad, peer into every cave for 
evidence” (Mr Powell’s description of 
what UNMOVIC wasn't supposed to do). 

Meanwhile, in an inversion of their 
rhetoric before the war, the governments 
that waged it have been massaging down 
expectations. MI6, Britain’s foreign intelli- 
gence service, remains confident that the 
central tenets of Mr Blair’s dossier will 
eventually be vindicated. But the politi- 
cians are hedging. 

They are talking about piecing together 
evidence about a WMD programme from 
scientists and documents, rather than un- 
covering the weapons themselves. Some 
have speculated that the programme may 
have been dispersed to hide it from the in- 
spectors (though this suggests that inspec- 
tion was containing the threat). Some have 
hypothesised a “just-in-time” system of 
production to explain why no stocks have 
been discovered. Another idea, advanced 
by (among others) Donald Rumsfeld, 
America’s defence secretary, is that Mr 
Hussein destroyed his wMp before the 
war-—a baffling move for a hitherto unscru- 
pulous regime facing an existential threat. 

The most obvious explanation is of 
course that, leaving aside the mobile labs, 
there are no massively destructive weap- 
ons or facilities in Iraq to find. This Occa- 
mite theory in turn raises two main ques- 
tions. The first concerns Mr Hussein’s own 
obstreperous behaviour. Why, if he had 
nothing to hide, did he subject his country 
to the crippling economic sanctions, peri- 
odic bombings and eventual invasion that 
his non-compliance with UN resolutions 
and inspections incurred? 
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There are several more or less plausible 
answers. The least subtle is that Mr Hus- 
sein didn’t give a hoot about ordinary Ira- 
qis and wouldn’t countenance the loss of 
face that fully submitting to the UN would 
have meant. The most sophisticated is that 
he thought Iraq’s strategic interest lay in 
cultivating a sense of ambiguity over its 
WMD efforts: intimidating his enemies, 
while denying them the evidence to prove 
his guilt conclusively. More likely, he had 
indeed maintained some sort of WMD 
programme, perhaps less advanced than 
Messrs Bush and Blair said, but sufficient 
to explain the shenanigans that plagued 
the inspectors. Whatever Mr Hussein’s 
strategy, it backfired catastrophically 
when he underestimated Mr Bush’s re- 
solve to get rid of him. 


Doctored 
The second question, which should be eas- 
ier to answer regardless of whether or not 
the gun eventually smokes, is: how and 
why did Britain and America come to 
make what now looks like an exaggerated 
case for war? Parts of the case were always 
dubious. Another dossier released by Mr 
Blair’s office, purporting to detail Iraq’s 
intelligence infrastructure and praised by 
Mr Powell at the UN, turned out to have 
been partly plagiarised from a graduate 
student and stitched together by spin-doc- 
tors. Efforts to connect Mr Hussein with al- 
Qaeda always looked thin. Now the intelli- 
gence used to elevate the threat of Iraq’s 
WMbD from long-term and tolerable to im- 
minent and actionable also looks ropy. 
Among the specific questions that re- 
quire answers are how, as seems to have 
been the case, forged documents came to 
be used as proof that Iraq had tried to buy 
uranium for its alleged nuclear pro- 
gramme from Niger. (British sources, by 
the way, insist that other, non-forged docu- 
ments prove that Iraq tried to do just thatin 
the past few years.) How influential and re- 
liable was a special office created in the »» 
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> Pentagon to revisit Iraqi intelligence? Was 
information from defectors properly vet- 
ted? Did the CIA adequately counteract 
the wilder claims emerging from other 
intelligence agencies? Ken Pollack of the 
Brookings Institution, who was a leading 
advocate of deposing Mr Hussein, thinks 
that some officials may knowingly have 
used weak evidence to build their case. A 
review of Iraq-related intelligence and 
how it corresponds with reality, which Mr 
Rumsfeld has asked the CIA to conduct, 
must resolve these pressing issues. 

Still, given all the evidence available, it 
remains likeliest that Mr Hussein did in- 
deed have some sort of WMD programme, 
if not the serried ranks of illegal munitions 
portrayed by Mr Blair and Mr Bush. So an- 
other, equally pressing question requires 


Proliferation 


After Iraq 


an urgent answer: where is it? 

After repeated, ignored warnings to the 
Americans, a team from the IAEA, the nu- 
clear inspectorate, is imminently to revisit 
Iraq to assess the possible loss and looting 
of radiological material from its main nu- 
clear centre. But chemical and biological 
kit and agents may also have gone astray. 
So, just as importantly, may some of the 
scientists who designed them. Some mate- 
rial and boffins may have left the country— 
perhaps to Syria, as intelligence reports 
have suggested. Some may still be in the 
hands of die-hard Baathists. As the CIA 
once warned might happen if Iraq were at- 
tacked, some may even have fallen into the 
hands of terrorists. The bungled hunt for 
Iraq’s WMD could yet turn out to be worse 
than an embarrassment. m 


America weighs its options for dealing with other rogue states 


OW that the fighting in Iraq is over, 

what does George Bush have in mind 
for the rest of the “axis of evil”? Un- 
daunted by the failure, so far, to find Sad- 
dam Hussein’s weapons of mass destruc- 
tion, he continues to emphasise his 
determination not to permit “the world’s 
most dangerous regimes to threaten us 
with the world’s most destructive weap- 
ons”. This aim and the means to achieve it 
were codified last year in a new national- 
security strategy, which gave warning that 
America might act “pre-emptively”. 

Officials of all stripes in the Bush ad- 
ministration insist that America is not 
looking for another country to invade. 
Their handling of North Korea—refusing to 
rule out the use of force, but trying to re- 
solve the issue multilaterally—bears this 
out. The military pre-emption Mr Bush en- 
visages, they say, is more about having the 
right sort of intelligence to forestall a terro- 
rist or other imminent attack. 

Intelligence aside, Iraq is regarded as 
singular and no template for future Ameri- 
can action. Yet the administration certainly 
intended the war to send a message— 
namely “that we will move very vigor- 
ously to prevent the acquisition of nuclear 
[and other] weapons,” as one noted hard- 
liner puts it. Just as important in deciding 
how all this plays out, adds a colleague, 
will be whether other governments make 
fighting proliferation a priority. 

In the Middle East the network of trea- 
ties banning nuclear, chemical and biolog- 
ical weapons was always threadbare, with 
Israel outside the Nuclear Non-Prolifera- 


tion Treaty (NPT), and most other govern- 
ments outside the Chemical Weapons 
Convention. Iran has signed both, and is 
suspected of secretly breaking both. But 
the toppling of Saddam Hussein, argue 
American officials, has changed things. It 
should be seen as a salutary lesson but 
also as an opportunity for Iran, especially, 
and also Syria and Libya, to rethink their 
security and stop acquiring weapons of 
mass destruction (WMD)-though few 
suppose they will take it. 

But the fate of Iraq points the other 
way, does it not? North Korea used its in- 
clusion in Mr Bush’s “axis of evil” and the 
outcry over the Iraq war to justify rejecting 





international inspections and to step up its 
nuclear claims and threats. And if Iran has 
weapons ambitions, won’t it now redou- 
ble its bomb-building efforts? America 
was evidently readier to use force against 
Iraq, which had no bomb, than against 
North Korea, which claims to have two. 

American officials see it differently. Re- 
luctance to use force against North Korea, 
they say, is not because of the bomb in its 
basement: Seoul, South Korea’s capital, 
has long been in range of North Korean 
guns. And this reluctance has its limits, de- 
pending on what North Korea now does to 
threaten the region or to export its nuclear 
booty. The lesson of Iraq for North Korea, 
says one Official darkly, has yet to be fully 
played out. The more determined Iran 
seems to build a bomb, adds another from 
the more multilateralist camp, the greater 
will be the pressure to act against it. 

Force is an option and must remain so, 
says Michael Krepon of the Henry L. Stim- 
son Centre, an independent think-tank in 
Washington, Dc. But if Mr Bush overplays 
the military instrument, the result, Mr Kre- 
pon argues, will be “war without end, and 
without friends”—something that some 
administration officials show fewer signs 
of caring about than others. What Amer- 
ica needs, says Mr Krepon, is a broader 
strategy for co-operative threat-reduction, 
It should work with other governments, 
using incentives and not just punishment, 
to encourage other would-be proliferators 
to see their security better served in other 
ways; and it should use diplomatic and 
economic tools, as well as military ones. 

Mr Bush’s officials would agree. In a fol- 
low-up to the national security strategy 
last September, they laid out a more de- 
tailed policy for opposing the spread or 
use of WMD. In it Mr Bush reserves the 
right (as other presidents before him) to re- 
spond with “overwhelming force—includ- 
ing through resort to all our options” to use 
of such weapons against American terri- 
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> tory, forces or friends. The document also 
underscores the need for active defences, 
including missile defences, and for possi- 
ble pre-emptive measures. But in its less 
well-read parts, it also calls for greater na- 
tional and international efforts to improve 
intelligence, to strengthen the treaties and 
supplier cartels that seek to restrict trade in 
the most sensitive materials, to reach new 
agreements where needed and to improve 
export controls and sanctions. 

The trouble, argues Douglas Feith, a 
Pentagon hawk, is that when talk turns to 
prevention and pre-emption, others tend 
to focus on the most sensational elements 
of the administration’s strategy. But Amer- 
ica, he says, will use a range of policies to 
deal with different proliferation threats, 
from diplomatic and economic pressure, 
to the possible interdiction of suspect car- 
goes, to “other steps”, including the kind of 
action taken in Iraq. The more support 
there is for early-resort measures, “the less 
one needs to think of war”. One way or an- 
other, though, America will keep the anti- 
proliferation pressure on. 


A fine example 

Critics say that Mr Bush’s team is partly to 
blame for declining confidence in the trea- 
ties that were meant to block the spread of 
WMD. New research money for low-yield 
nuclear weapons is part of Mr Bush’s bud- 
get request to Congress. Or take the refusal 
to support a test-ban treaty; or America’s 
rejection of efforts to add a checking mech- 
anism to the convention banning biologi- 
cal weapons. The administration is putting 
no real pressure on Israel, India and Pak- 
istan, three NPT hold-outs and de facto nu- 
clear powers which are its friends, while 
piling the pressure on Iran and North Ko- 
rea. This makes it harder to uphold the 
anti-proliferation line elsewhere. Also, the 
focus on “bad regimes” feeds the suspicion 
that remaking the world by force, not tack- 
ling proliferation, is the administration’s 
real purpose. 





Mr Bush’s officials are unabashed. John 
Bolton, who leads the State Department's 
anti-proliferation warriors and is fam- 
ously reluctant to see America tied down 
by new international treaties of any sort, 
insists that the treaties dealing with nu- 
clear, chemical and biological weapons 
need to be better enforced. More than once 
he has named the countries America be- 
lieves are cheating. At a recent huddle of 
NPT members, America’s diplomats ar- 
gued that rule-breakers should expect to 
face “serious consequences”. 

In 1992 the UN Security Council issued 
a statement calling the spread of WMD a 
threat to international peace and security. 
North Korea’s recent antics have led some 
officials to consider going back to the UN 
for more specific authority to impose sanc- 
tions and other measures. One useful step, 
suggests Robert Einhorn, a former Clinton 
administration official now at the Wash- 
ington-based Centre for Strategic and In- 
ternational Studies, would be for the coun- 
cil to authorise the boarding of North 
Korean vessels and aircraft suspected of 
carrying weapons or weapons-related ma- 
terials into or out of the country. 

Some of Mr Bush’s team would rather 
work alongside like-minded governments. 
Whatever the mechanism, the idea would 
be to disrupt the extensive secondary 
trade that takes North Korean missiles to 
Pakistan, Iran, Libya, Syria and elsewhere, 
and which enabled Pakistan to pay off part 
of its missile debt by helping North Korea 
with its uranium enrichment. No one 
wants to repeat the recent embarrassment 
when a Spanish warship, at America’s re- 
quest, stopped a North Korean vessel car- 
rying a hidden cargo of missiles (bound for 
Yemen, it turned out). With no legal basis 
for interrupting North Korea’s prolifera- 
tion habits, the cargo had to be allowed on 
its way. 

Henry Sokolski, of the Non-Prolifera- 
tion Policy Education Centre, would like to 
see it made illegal to send WMD from one 
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country to another. Suspect cargoes could 
then be inspected by any UN member, 
anywhere. This rule would also prevent, 
say, Pakistan from stationing any of its nu- 
clear weapons in Saudi Arabia (theoreti- 
cally legal, so long as they remained under 
Pakistani control)—-an idea reportedly 
mused aboutin the past. 

Worse than blatant 

North Korea is difficult, but administration 
officials admit that Iran may pose the big- 
ger challenge. First, its government shows 
no sign of reining in its nuclear pro- 
gramme. Second, Russia and the European 
Union are keen to keep trading with it; Rus- 
sia is building a nuclear power plant at 
Bushehr. Third, though with much the 
same effect in the end, Iran may bend the 
rules rather than blatantly break them. 

Under the treaty, it is perfectly legal for 
a country like Iran to have uranium-en- 
richment and other nuclear facilities, as 
long as these are under safeguards and not 
intended to make weapons. But Iran does 
not need its enrichment facilities for Bush- 
ehr, since the Russians have agreed to han- 
dle the reactor fuel. Nor does it need its 
heavy-water production plant for a civil- 
ian programme based on light-water reac- 
tors; these would, however, be very useful 
for bomb-building. These issues will sur- 
face next month, when the International 
Atomic Energy Agency, the UN’s nuclear 
watchdog, reports what it found during 
visits earlier this year to some—but only 
some, others were still off-limits—of Iran’s 
nuclear facilities. 

At the recent NPT gathering, America 
proposed an end to nuclear trade with 
countries who fall under suspicion, even 
before they have been found formally in 
non-compliance. Russia is unlikely to 
agree to this. The Eu says it will use its cur- 
rent trade discussions with Iran to press for 
a programme of stronger nuclear safe- 
guards. Too little, too late, argues another 
former Clinton administration official. 
Iran can keep within the NPT’s rules, while 
developing all the skills and expertise it 
needs for a sudden break-out—and three 
months’ notice of withdrawal is all the 
NPT Officially requires. 

Renegotiating the treaty to close such 
loopholes looks impossible, and would 
any way be too late for Iran. A plausible al- 
ternative—offering Iran a deal to give up its 
enrichment programme~—has other draw- 
backs. It could seem to reward treaty-bend- 
ing. And what if Iran, like North Korea, 
cheated on regardless? 

In the end, say Mr Bush’s officials, those 
determined to build weapons of mass de- 
struction will do so unless they are 
stopped. When other policies have failed, 
there may be no choice but to seek to 
change the nature of the regimes, or the re- 
gimes themselves. Does anyone have a 
better answer, they ask? m 





Islam in South-East Asia 


Incense, silk and jihad 


PARANGTRITIS, INDONESIA 


Muslims in South-East Asia have long been renowned for their tolerance. It may yet 


keep extremism at bay 


¢¢ JN THE name of God, the compassion- 

ate, the merciful,” the turbaned priest 
begins in the orthodox Muslim style. But 
that is as far as orthodoxy goes. As the an- 
nual labuhan ceremony unfolds, he 
blesses the various offerings the Sultan of 
Yogyakarta has prepared for Loro Kidul, 
the goddess of the surrounding seas: silk, 
curry, bananas, hair and toenail clippings. 

The goddess, apparently, will be 
pleased with these items when they are 
carried in procession to the sea and 
thrown in, as will another local deity, who 
receives similar gifts tossed into a nearby 
volcano. The 200-odd participants, at any 
rate, seem happy with the proceedings: 
they bow their heads during the blessings, 
and take turns lighting incense at a curi- 
ously-shaped rock that is the focus of the 
cult. Later, some even charge into the 
foaming ocean to pluck a lucky banana 
from the waves. 

This ritual has more to do with Java’s 
Hindu and pagan past than with the pro- 
fessed religion of the vast majority of the 
island’s inhabitants, Islam. Votive offer- 
ings, veneration of objects or idols and, 
above all, any hint of polytheism are 
anathema to most Muslims. Yet many Ja- 
vanese happily describe themselves as 
Muslim, attend mosques and fast during 
Ramadan, while continuing to practice the 
folk religion of their forebears. The sultan 
himself, Hamengkubuwono X, a re- 
spected politician often mentioned as a 


possible president, takes pride in the pres- 
ervation of local rituals while maintaining 
a reputation as a devout Muslim. This lax- 
ity about doctrine has given rise to the no- 
tion that Indonesian Islam in particular, 
and South-East Asian Islam in general, is 
more tolerant and less prone to extremism 
than that of the Middle East. 

Yet last October’s atrocity in Bali, in 
which Muslim extremists killed some 200 
customers and employees at two adjacent 
night-clubs, calls into question this sup- 
posed moderation. And Bali was just the 
most bloody of many recent attacks appar- 
ently committed or planned by South-East 
Asian Muslims in the name of the faith, in- 
cluding bombings of embassies, offices, 
buses, malls and churches in Indonesia, 
Malaysia, Singapore and the Philippines. 

Just an hour’s drive from Yogyakarta 
stands the religious school run by Abu Ba- 
kar Basyir, the alleged leader of Jemaah Is- 
lamiah, a shadowy group said to be the 
brains behind many of these attacks. Mr 
Basyir, whose trial for treason opened in 
Jakarta on April 23rd, certainly espouses an 
intolerant and bloodthirsty brand of Is- 
lam, more akin to Osama bin Laden’s than 
to that of the devotees of Loro Kidul. Mr 
Basyir, in turn, is only the most radical of a 
number of clerics who are striving to strip 
South-East Asian Islam of its pagan trap- 
pings and draw it into line with orthodox 
practice elsewhere. Even the mainstream 
Muhammadiyah movement, Indonesia’s 
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second-largest Islamic organisation, wants 
to put an end to rituals like the labuhan. 

So which is the true face of South-East 
Asian Islam? The short answer, of course, 
is that there is none. Muslims in the region 
are as varied in their behaviour and ideas 
as Christians in America or Hindus in In- 
dia. But insofar as it is possible to general- 
ise, the popular practice of Islam is becom- 
ing stricter and less syncretic. The change 
stems in part from increasing urbanisa- 
tion, education and contact with the out- 
side world, which has prompted a decline 
of rural folk religion. Foreign funding and 
preaching also play a part. But hamfisted 
political intervention in matters of the 
faith has hastened the trend and fuelled 
extremism. Given an open debate about 
the role of religion in society, South-East 
Asian Muslims would have little cause to 
abandon their moderate traditions. But, 
until recently, an open debate of that kind 
is something that most South-East Asian 
governments have strenuously avoided. 


Piety’s progress 
It is not clear when Islam came to South- 
East Asia, and whether Arabs, Persians or 
Indians were its main disseminators. But 
there is no doubt that it was spread for the 
most part by merchants, rather than the 
warriors who brought it to the Middle East 
and North Africa. Local people seem to 
have converted gradually, while preserv- 
ing many of their pre-Islamic beliefs. For a 
long time, Muslims remained a minority, 
and had to learn to rub along with people 
of other faiths. Hindu kingdoms endured 
in Java until the 16th century, for example, 
while Spanish colonisers and Muslim 
preachers seem to have arrived in the Phil- 
ippines only a few decades apart. 

What is more, the merchant missionar- 
ies themselves seem to have followed a 
fairly unorthodox brand of Islam. They in- >» 






> troduced Sufism, a form of mysticism 
frowned upon by dogmatic Muslims. And 
although almost all South-East Asian Mus- 
lims follow the Sunni sect, Shia holidays 
have entered the local tradition. To this 
day, even the Acehnese, popularly consid- 
ered the region’s most devout Muslims, 
celebrate Ashura, an exclusively Shia festi- 
val in the rest of the Islamic world. 

But efforts to purify South-East Asian Is- 
lam also have a long pedigree. The Mu- 
hammadiyah organisation was founded, 
in 1912, in order to spread a more conven- 
tional interpretation of the faith. Since 
then, the divide between santri, or ortho- 
dox Muslims, and abangan, the followers 
of folk religion, has dominated Muslim 
politics in Indonesia—which alone con- 
tains almost 90% of South-East Asia’s Mus- 
lims. The Nahdlatul Ulama (Nv), the big- 
gest group sympathetic to the abangan, 
still claims more members than Muham- 
madiyah (40m, compared with 30m). But 
the numbers of the santri have swelled as 
Indonesians move to the cities and lose 
contact with their rural traditions. 

The Iranian revolution in 1979, and the 
worldwide Muslim revival that accompa- 
nied it, accelerated the trend. Attendance 
at mosques rose; many Muslim women 
began wearing headscarves, a relative rar- 
ity until then; and the numbers of pilgrims 
to Mecca soared (see chart). When the So- 
viet Union invaded Afghanistan, several 
thousand South-East Asian Muslims went 
to fight for the mujahideen. 

Nowadays, public displays of piety 
have become something of a fad. Titiek 
Puspa, one of Indonesia’s most famous 
pop stars, recently went on pilgrimage to 
Mecca. Television executives say there is 
ever increasing demand for Islamic pro- 
gramming. Abdullah Gymnastiar, a 
wildly popular Muslim televangelist-cum- 
management-guru, is setting up a service 
called al-Quran Seluler, which allows dev- 
otees to receive his analysis of Koranic 
verses by text message or voicemail. Ac- 
cording to Bahtiar Effendy, an Indonesian 
academic, this trend is all the more remark- 
able for being spearheaded by the urban 
elite, who as recently as the 1960s tended 
to dismiss religion as outmoded and prim- 
itive. “Today, the only way to be socially 
accepted is through Islam,” he says. 

Schools and university campuses are at 
the centre of the revival. Rico Marbun, a 
student leader at the University of Indone- 
sia, explains how some of his peers in high 
school persuaded him to convert from 
Protestantism to Islam. He then joined a 
Muslim missionary club that visited other 
schools and universities to spread the 
faith. He says there are hundreds of such 
clubs at all universities around the coun- 
try, which blend the propagation of santri 
Islam with everything from singing to 
mountain-climbing. Other students tell 
the same tale: how they had been raised as 
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abangan by their parents, but adopted a 
more stringent version of Islam under the 
influence of their classmates. As the num- 
ber of university students has grown over 
the decades throughout the region, so has 
the number of South-East Asians exposed 
to this form of Islam. 


Fashion or conviction? 
There is nothing inherently alarming in a 
religious revival, of course. America went 
through one in the 1980s without any cata- 
strophic fallout. In fact, many observers 
dismiss South-East Asia’s new-found piety 
precisely because it seems to have more to 
do with fashion than conviction. As one 
well-to-do resident of Jakarta says of her 
cousin’s decision to start wearing a head- 
scarf, “I think she just did it because it’s 
trendy. All her friends are doing it.” 
Besides, revivalism—even if sincere and 
deep-rooted—need not lead to extremism, 
nor extremism to violence. A clear major- 
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ity of Indonesian Muslims still vote for 
secular parties, just as their Malaysian 
brethren still prefer the mild Muslim na- 
tionalism of the ruling United Malays Na- 
tional Organisation (UMNO) to the more 
doctrinaire Pan-Malaysia Islamic Party 
(Pras). When a motion seeking to enshrine 
Islamic law in the constitution came be- 
fore Indonesia’s parliament last year, even 
most of the religious parties voted against 
it. Around the same time, the minister of 
religion, Aqil al-Munawar, publicly re- 
vealed that he consulted soothsayers—an 
abangan practice. Over Christmas and 
New Year, Islamic groups organised pa- 
trols to defend churchgoers and revellers 
against extremist attacks. 

Salahuddin Wahid, a senior member of 
NU, tends to play down the region’s reli- 
gious revival as a natural reaction to break- 
neck social and economic change. In times 
of flux, he argues, people crave the reassur- 
ance of religion. Since South-East Asia was 
the world’s fastest-growing region 
throughout much of the 1980s and 1990s, 
it was particularly susceptible to an Is- 
lamic renaissance. By the same logic, the 
Asian crash of 1997 caused further tumult 





and an even more widespread resort to the 
comforting certainties of Islam. Should In- 
donesia ever regain stability, Mr Wahid 
predicts, the religious fad will fade. 

Other analysts-attribute the region’s re- 
ligious revival-or ‘at least the most ex- 
treme form of it—to the Jigigasing influ- 
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ence of foreign Muslims. For decades, rich 
Gulf Arabs have paid for South- st Asian 
students to study Islam in its, Arab heart- 
land. They have also funded the construc- 
tion of mosqués árd the operations of Is- 
lamic sthodls.and charities. Some of these 
are clearly involvéd in the dissemination 
of radical ideas. Filipino police say Mu- 
hammad Khalifa, ‘a relative of Mr bin 
Laden, used an Islamic charity as cover for 
his funding of Muslim separatists and ter- 
rorists when he lived in the country in the 
early 1990s. In a reportissued early in Janu- 
ary, Singapore blamed the spread of rad- 
icalism among its Muslims on militant 
Arab foundations that run schools and 
mosques in the city-state. 

Not even Cambodia’s obscure Muslim 
community has escaped the zealots’ atten- 
tion. The Cambodian Islamic Develop- 
ment Council, a Muslim NGO, estimates 
that at least 10% of local Muslims now fol- 
low the puritanical Wahhabi sect, thanks 
to aggressive Saudi Arabian proselytising. 
On May 28th, Cambodian authorities 
charged an Egyptian and two Thais with 
plotting terrorist attacks in Phnom Penh for 
Jemaah Islamiah. 

Almost all of Indonesia’s best-known 
Muslim militants studied overseas at some 
point, including Mr Basyir, and many of 
them fought in Afghanistan. Most of the 
latter, it turns out, were persuaded to join 
the jihad only after they had arrived at Is- 
lamic boarding schools in Pakistan or the 
Middle East. When they returned to South- 
East Asia, they set up schools of their own 
with similar agendas. Several of the sus- 
pects in the Bali bombing attended such a 
school run by Mr Basyir in Malaysia, 
where they acquired their radical ideas— 
and, perhaps, their terrorist directives. 


Needed: free debate 

But authorities in the region cannot pre- 
vent their citizens coming into contact 
with radical ideas from abroad. The only 
sure way to counter such ideas is to foster 
an open debate about Islam, in the hope 
that most people will eschew its more mili- 
tant forms. Until recently, however, the 
two biggest Muslim countries in South- 
East Asia have done just the opposite. In 
both Indonesia and Malaysia, authoritar- 
ian rulers tried to outflank Islamist opposi- 
tion by adopting a policy of “Islamisation” 
even as they cracked down on its most rad- 
ical proponents. The result was a double 
failure: they ended up advancing the reli- 
gious revival that had nurtured the opposi- 
tion in the first place, while also stirring re- 
sentment at their heavy-handed tactics. 






prime minister for 20 years, attempted to 
defuse criticism from Islamists by building 
mosques, promoting religious education, 
increasing the rgle,ofteligigus courts and 
supporting Isl#fpie firlaittial ‘institutions. 
He also draft¢d {popular MuşHn leaders 
such as Arvat Ibrahim, his one-time dep- 
uty, into y yo, tNe rulthg party Büt the 
adoptiony¢ Yeye successive “Islamic” 
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At the sdime tinge, Dr Mahđthir tried to 
paint PAS a’. extremity by agetlising its 
members of plotting againstthe state. Even 
before the attacks of Séptember 11th 2001, 
he had denounced dozens of members of 
PAS as terrorists and locked them up with- 
out trial, in what many Malaysians believe 
was a political smear campaign. Thus PAS 
earned support from those who might nor- 
mally shy away from its political agenda. 

Indonesia’s record is even worse. In the 
1990s Suharto, the country’s long-stand- 
ing dictator, began promoting public religi- 
osity, while continuing his long-standing 
practice of fiercely repressing any Islamist 
political opposition (see page 73). Since Mr 
Suharto’s fall in 1998, and the introduction 
of multi-party democracy, former dissi- 
dents like Mr Basyir now enjoy a certain 
radical chic. Indeed, the memory of politi- 
cal repression in Indonesia is so strong that 
few public figures dare declare any views 
that go beyond the pale. 

That reticence has allowed extremists 
to dominate the news and intimidate more 
moderate Muslims. A newspaper editor 
describes how a mob of militants threat- 
ened to destroy his offices unless he re- 
tracted an article critical of radical Is- 
lam.The police were no help, he says, so he 
did as the protesters demanded. Under 
similar pressure, television stations have 
withdrawn supposedly “unIslamic” pro- 
grammes and even, on one occasion, 
agreed to change the name of a character 
in a soap opera deemed insulting to Islam. 

Nor are humbler folk immune from 
such intimidation. University students of- 
ten complain that Islamic zealots patrol 
campuses to harass anyone caught canoo- 
dling in public. Other radicals have 
burned down mosques used by members 
of the Ahmadiya sect, whom they con- 
sider heretics. The Islam Defenders Front 
(FPI), a vigilante group, trashes sinful bars 
and brothels. Another militant organisa- 
tion, Laskar Jihad, has recruited and 
trained a militia to fight sectarian battles 
with Christians in Indonesia’s outlying 
provinces. Some reports even suggest that 
rogue elements in the security services 
helped to set up these groups. At any rate, 
they did nothing to stop them. Nor did 
anyone rein in a certain Muhklas, who this 
week admitted his involvement in the Bali 
bombing, when he attempted to burn 
down an abangan shrine in his home vil- 
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Take Malaysia. Mahathir Mohamad, its 


lage in Java. 

During her first year in office, Megawati 
Sukarnoputri, Indonesia’s president, 
seemed maddeningly oblivious to all this. 
Although her mother was a Balinese 
Hindu and she herself shows abangan in- 
stincts, Miss Megawati refused to curtail or 
even condemn the extremists. But just be- 
fore the Bali bombings, ironically enough, 
she finally succumbed to foreign remon- 
strations and launched a crackdown. The 
authorities arrested and tried several 
members of FPI, as well as Jaafar Umar 
Thalib, the leader of Laskar Jihad (who 
was later acquitted). After the bombing, 
the police arrested Mr Basyir, a step they 
had rejected until then. Laskar Jihad, sens- 
ing which way the wind was blowing, ei- 
ther disbanded or went underground. 


Tolerance reasserted 
A recent row about the treatment of a 
controversial religious scholar illustrates 
the improving climate. Ulil Abshar Ab- 
dalla, the founder of a group called the Is- 
lamic Liberals Network, wrote an article 
last year rejecting elements of Islamic law 
and decrying those who insist on a literal 
interpretation of the Koran. The newspa- 
pers then reported that a group of such lit- 
eralists, called the Forum of Clerics of the 
Faithful of Indonesia (FUUI, by its Indone- 
sian acronym), had issued a sentence of 
death against Mr Abdalla for blasphemy. 
Several respected clerics leapt to his de- 
fence, and FUUI, under pressure, denied 
that any such sentence had been issued. 
Dr Mahathir also seems to be changing 
tack. Last year he stopped state funding for 
private Islamic schools, has shut down 
many of them, including Mr Basyir’s for- 
mer one, and is encouraging their students 
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Mr Hu’s grand tour 


BEIJING 


The new president gives priority to Russia 


AKING his first foreign foray since he 
became China’s president, Hu Jintao 
chose his destinations with some political 
subtlety. His itinerary seemed to imply 
that the United States was not necessarily 
the first place anew national leader should 
seek to visit. Russia was the first and lon- 
gest leg of his ten-day tour, a visit designed 
to keep strong the ties that that were for- 
malised in 2001, when the Russian presi- 
dent, Vladimir Putin, signed a treaty of 
friendship with Mr Hu’s predecessor, Jiang 
Zemin. 
Then Mr Hu was off to Central Asia, 
where China is becoming the dominant 





They arrested Basyir 


to move to state schools, putting religious 
education in the hands of the state. 

This climate has helped to promote a 
vigorous debate about the proper role of 
Islam in both countries. Indonesian news- 
papers accord theological arguments be- 
tween clerics the sort of coverage reserved 
for feuding pop stars in the West. Sisters in 
Islam, a Muslim women’s organisation, is 
leading a campaign against two Malaysian 
state governments’ plans to adopt full- 
blown Islamic law. The liberal Mr Abdalla 
pops up all the time on Indonesian televi- 
sion and radio shows. As long as the mod- 
erates keep on getting their fair share of air 
time, there is every hope that the extrem- 
ists will fail. m 


force in the six-member Shanghai Co-op- 
eration Organisation, a group that at 
present focuses mostly on counter-terro- 
rism but aims to expand into economic co- 
operation as well. Lastly, Mr Hu was trav- 
elling to France for this weekend’s Group 
of Eight (G8) summit of industrialised na- 
tions, which has graced him with an invi- 
tation to attend as an “observer”. 

During Mr Hu’s time in Russia, the two 
sides concluded a lucrative oil-pipeline 
deal, and exchanged their like-minded 
views on the importance of maintaining 
an international strategic balance, their 
concern no doubt promoted by America’s >> 
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Australia is the most 
resilient economy in 
the world 


Global FDI inflows to 
Australia tripled in 
2002 2 


Robust GDP growth has 
averaged 3.3% since 
1990—outstripping 
almost all other OECD 
countries including the 
US and UK *! 


Productivity growth 
was 3.8% in 2002, 
compared to an OECD 
average of 2% |! 





The Australian economy has been variously 
described as ‘miracle’, ‘remarkable’ and 
‘the envy of the OECD.’ 


But while its performance may well have been 
miraculous, the cause has more to do with hard 
work and sound economic management, rather 
than divine intervention. 


The demand for continued economic stability as 
well as the need for greater international 
competitiveness has ensured that prudent 
economic management is foremost on 
Australia’s agenda. 


Major reforms to the labour market, business 
taxation and competition policy, accompanied by 
strong productivity growth and low inflation have 
driven Australia’s economic performance. 


This has been backed up by the development of a 
highly skilled and multicultural workforce, 
sophisticated IT and R&D infrastructure, high tech 
adaptation and innovation, competitive business 
costs and an efficient regulatory environment. 


The end result has been the creation of a more 
open, stable and globally competitive economy 
with the ability to respond to global trends 
and pressures. 


Surprising the World 


The Australian economy has time and again 
Surprised 
performance and its remarkable resilience to the 
Asian economic crisis of 1997 and the recent 
global downturn. 


international observers with its 


Australia’s average annual GDP growth of 3.3 per 
cent since 1990 has exceeded almost all other 
OECD countries, including the US, the UK, Canada 
and Germany. 


lt comes as no surprise that the World 
Competitiveness Yearbook 2002 has rated 
Australia’s economy as the world’s most resilient — 
highlighting its economic performance, stability 
and potential. 


The OECD's forecast growth for Australia in 2003 
is 3.2 per cent, compared to an OECD average of 
just 1.9 per cent. The outlook for Australia in 2004 
is even better, with growth forecast to increase to 
3.8 per cent. 


In response, international investors are taking note 
— global foreign direct investment inflows to 
Australia more than tripled in 2002, against a 
17 per cent decline in flows to all OECD countries. 
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According to Australia’s Federal Treasurer, 
Peter Costello, Australia’s economic 
performance is a direct result of a combination 
of stable prices, a sound fiscal position, low 
public sector debt, strong financial systems and 
healthy employment growth. 


The US Federal Reserve has singled out the 
Australian economy as one of the few to have 
lifted productivity growth in recent times, noting 
that its growth rates have been higher than 
those recorded in the G7 countries over the last 
decade. Indeed, Australia’s productivity 
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activity and make up almost 80 per cent 
of GDP. 


While traditional! industry sectors continue to 
flourish, new sectors such as information and 
communications technology and biotechnology 
demonstrate leading edge capabilities. 


Australia is also well positioned to supply 
high value, sophisticated services, such as 
education, health and financial services. 


In fact, education is one of Australia’s fastest 
growing services exports with around 18 per cent 


skilled labour, IT professionals, finance skills 
and qualified engineers. 


When IBM chose Sydney over Singapore 
for its e-Innovation Centre, Singapore’s 
Straits Times reported that “it is understood that 
Singapore offered a better incentive package in 
dollar terms but IBM was swayed by the 
large pool of experienced IT professionals 
in Australia.” 


The world’s largest car maker, General Motors 
(GM), is harnessing the skills of Australian 
engine and bodywork designers to complement 
its design centres in North America and Europe. 


With Invest Australia and Federal Government 
assistance, it has chosen Australia for its 
state-of-the-art manufacturing plant to build 
lightweight, fuel-efficient engines. It’s one of just 
two such plants in the GM world and confirms 
Australia’s reputation as a low cost, high 
technology auto manufacturer. 


Emerging Technologies Fortify the Mix 


Australia’s telecommunications and IT market 
has grown to become one of the biggest in Asia 
and the tenth largest in the world according to 
WITSA Digital Planet 2002. 


Widespread use of mobile phones and wireless 
devices make Australia the second largest 





growth reached a high of 3.8 per cent in 2002, 
compared with the OECD average of just 
2 per cent. 


The Chair of Australia’s Productivity 
Commission, Gary Banks, highlights Australia’s 
ability to take up and invest in new technologies 
SO as to ‘tap new productivity potential’ as one of 
the reasons behind Australia’s performance. 


As a vote of confidence in Australia’s financial 
system, the international credit rating agency 
Standard and Poors upgraded Australia’s credit 
rating to ‘AAA’ in 2003. This follows a similar 
upgrade by Moody’s in 2002. Moody's said that 
the country also benefits from stable politics, a 
market oriented regulatory regime and a 
pragmatic policy stance. 


Resilience in Diversity 


Australia’s strong and diverse economy has 
provided a buffer to global fluctuations. 


Much more than a resource economy, services 
industries are the main stimulant of economic 


of tertiary students attracted from overseas. 
Australia’s higher education enrolment rate, at 
around 80 per cent, is the highest in the region 
and ranked third worldwide. 


Australia also has the highest availability of 
IT skills in the region and is ranked in the top ten 
countries in the world for the availability of 


market for mobile commerce in the Asia-Pacific 
(IDC mCommerce in Australia: Market Update 
2002). It’s also first in the Asia-Pacific for 
‘e-business’ readiness, and first in the region 
and third in the world for the number of secure 
servers (Economist Intelligence Unit 2002 
E-business Readiness Rankings). 
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Australia is also recognised as an important test 
market for emerging technologies. Microsoft's 
Managing Director, Steve Vamos, recognises 
Australia's potential and opportunity. 


“Microsoft has been operating in Australia for 
almost 20 years and (is) a very important and 
progressive market for information technology 
(and) Australians are early adaptors and 
innovators of information technology,” he said. 


Martin Duursma, Vice President and General 
Manager, Advanced Products Group with US 
Software Leader, Citrix Systems, sums up 
Australia as a destination for investors saying the 
country “has all the pieces in place.” 


He said Australia has the “language, culture, 
drive, education and high technology adoption 
rates, which result in the ability to act as a global 
technology development centre for a wide range 
of overseas companies.” 


Citrix Systems has a dedicated R&D centre in 
Australia and decided to establish the 
facility after it was demonstrated that Australia’s 
R&D cost structure was approximately 30 per 
cent less than an equivalent US based 
R&D facility. 


Culture of Innovation 


It's widely recognised that Australia’s talent and 
a commitment to R&D are key drivers behind 


Country Profile: Australia -> www.investaustralia.gov.au/invest 
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its high value, 
innovative culture. 


low cost technology and 


Fujitsu has built a strong business model based 
around Australia’s excellent R&D infrastructure. 


Robert Bosch Australia, part of the German- 
based Robert Bosch Group, also continues to 
upscale its Australian operations, having opened 
a new A$21 million diode manufacturing line to 
increase manufacturing capacity by 30 per cent 
bringing total capital expenditure by 
Bosch Australia to more than A$220 million 
since 1998. 





- at 31.5 per cent, easily falls below the OECD 


average of 37.4 per cent. The focus on 
enterprise level work agreements has created 
more flexible employment arrangements and the 
level of industrial disputation is at a record low. 


Regional Engagement 


Australia’s proactive engagement with the Asia- 
Pacific region provides the perfect basis from 
which to do business. 


Its membership of APEC continues to play a 
significant role in Australia’s regional and 


“Australia offers one of the world’s best value propositions for leading edge IT R&D. It has 
outstanding universities, highly sophisticated implementers and users of technology, an open 


economy that welcomes investment and its cost structures is significantly lower than in most 
of the developed world” 
-> NEVILLE ROACH | CHAIRMAN | FUJITSU 





the success of growth industries such as 
biotechnology and renewable energy. 


R&D expenditure by government agencies in 
Australia as a percentage of GDP is among the 
highest in the OECD. The number of researchers 
in Australia (per 10,000 labour force 
participants ) outranks major economies such as 
Germany, France, Canada and the UK, and its 
research organizations — such as the national 
scientific and research organization, CSIRO — are 
considered world class. 


To position Australia at the forefront of the 
knowledge economy, the Australian Government 
is implementing a A$3 billion innovation 
strategy, Backing Australia’s Ability. This 
includes the development of world class centres 
of excellence in IT and biotechnology and 
significant R&D tax concessions. 


Companies like GlaxoSmithKline and Unilever 
from the UK; Fujitsu and Toshiba from 
Japan; Hoechst and Siemens from Europe; 
and Kodak and Motorola from the US — to name 
just a few - are investing in Australia for 


It may also account for why Siemens VDO 
Automotive Australia has started manufacturing 
electronic printed circuit boards (PCB) in 
Australia — previously its PCBs came from a 
sister company in Malaysia. 


Cost Competitive 


Australia consistently emerges as a low cost 
base among developed nations. Prime office 
space in Australian cities is often a fraction of 
the cost of similar properties in cities such as 
London, Tokyo and Singapore. 


Telecommunication costs are also among the 
lowest in the region — for example, an 
international phone call in China can be five 
times more expensive than in Australia. 
Australia’s electricity costs are around half the 
cost of those in Hong Kong and 30 per cent 
lower than in Singapore. 


Taxation and industrial relations reforms have 
also improved the cost base. The corporate tax 
rate has been dropped from 36 per cent to 
30 per cent and Australia’s overall tax burden, 


economic well-being, with 70 per cent of total 
exports going to the region. 


Through APEC, Australia is leading the push for 
trade and investment liberalization with a goal of 
open and free trade. 


Australia has already signed free trade 
agreements (FTA) with Singapore and New 
Zealand and is actively pursuing FTAs with other 
economies including the US. 


This environment has opened the way for 
over 800 companies to establish Regional 
Headquarters or Regional Operating Centres in 
Australia to serve the Asia-Pacific Region. 


Activities range from business services such as 


management, financial, treasury, business 
planning, marketing, | accounting, IT, 
telecommunications, training, through to 


R&D and customer support services. 


Among the most significant attractions of 
Australia as a base for regional headquarters is 
its geographic location which creates a logical 
business bridge between the US and European 
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time zones, enabling companies to conduct 
24 hour-a-day, ‘follow the sun’ operations. 


The time difference between Australia and most 
of Asia (including Singapore, Hong Kong and 
Malaysia) is only 2-3 hours. The end of the 
US workday overlaps the beginning of the 
Australian business day, and the end of the 
Australian workday coincides with the beginning 
of the business day in Europe. 


Lufthansa set up its Global Tele-Sales centre in 
Australia, providing multilingual support to 
operations in Europe and Asia. The company 
uses its Australian base as an essential part of 
its 24-hour ‘follow the sun’ customer support 
despite the fact that Lufthansa doesn't fly 
directly to Australia. 


Australia offers a friendly, multicultural 
environment for investors from all corners of the 
globe. This provides ease of interaction and 
cultural affinity for businesses servicing 
emerging Asian markets. Not many people 
realise that there are more Asian languages 
spoken in Australia than in any other country 
in Asia. 

And, for anybody who has spent time in 
Australia it comes as no surprise that Australia is 
ranked as the number one place in the world 
where expatriate staff want to live and work. 


Strong Business Focus 


The Australian Government has moved to 
strengthen its investment attraction and 
facilitation efforts through Invest Australia. 


The organization is dedicated to working with 
potential investors to provide a_ single 
coordinating entry point for facilitating their 
investments in Australia. It is also committed to 
taking care of existing investors to ensure 
relationships remain sound and to encourage 
re-investment. 
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Invest Australia’s Chief Executive Officer, 
Garry Draffin, says it is paramount that Australia 
continues to reach out to the world and 
demonstrate a commitment to establishing and 
broadening strategic commercial relationships. 


“We have rejected the ‘one size fits all’ approach 
and have structured our services to ensure we 
take account of those interests peculiar to 
geographic regions, industry sectors, skills 
and capabilities. 


“Underpinning this targeted approach is our 
deliberate effort to staff our 13 international 
offices with locally engaged people because they 
have an understanding of local culture and 
business and are attuned to the market in which 
they are operating,” says Mr Draffin. 


“It is also crucial that investors know it is easy to 
do business in Australia. Invest Australia, 
working in partnership with business and 
government offers a comprehensive, free and 
totally confidential service to potential investors. 


“We are the ‘front-of-house’ operation for all 
investment attraction programs and will support 
potential investors by ensuring they can talk 
with the right people at the right time, reducing 
the number of cross governmental contacts to 
achieve an appropriate outcome. 


“There is a wealth of opportunity on offer in 
Australia and Invest Australia is the key for 
multinational companies to unlock that 
opportunity,” concluded Mr Draffin. 


The Australia of today is considered by the 
World Competitiveness Yearbook 2002 as one 
of the most stable economic, political and social 
environments in the world, outranking the US, 
the UK and most other OECD nations. 


Australia’s regulatory institutions are considered 
to be some of the most reliable, transparent and 
competitive in the world, providing a high 
degree of certainty and predictability for 
business planning. 


French newspaper, Le Monde, recently 
acknowledged this as a key reason for continued 
investment flows, declaring Australia’s level of 
Stability and transparency as almost unheard of 
in the region. 


This reputation for stability is a reason why in 
2002, Australia jumped into the top 
10 investment destinations according to 
AT Kearney. Dr Paul Kerin, Managing Director, 
affirmed that the performance was a “direct 
result of a shift in investor sentiment to countries 
with greater security or lower political risks.” 


Add to that the fact that foreign investors face 
practically no imposts when seeking credit or 
loan facilities, and few restrictions on capital 
flows, profit remittances, capital repatriation, the 
transfer of royalties and trade related payments, 
and the case for Australia becomes even 
more compelling. 


“Australia’s favourable 
investment climate and 

clear regulatory environment, 
combined with an educated, 


highly skilled local workforce 
make Australia a logical 
investment choice for global 
mining companies such as 
Placer Dome.” - PLACER DOME INC. 





What’s Next? 


All indications are that Australia will remain 
committed to a program of economic reform to 
ensure that it maintains’ its global 
competitiveness. 


The OECD's latest Economic Survey of Australia, 
States that ‘a judicious mix of macroeconomic 
and structural policies ... has resulted in 
exceptional economic performance which is 
expected to continue.’ 


Salomon Smith Barney’s Chief Economist, 
Paul Brennan, summed it up best. “Australia has 
a good story to tell: the economy is resilient, 
performance over the past five years has been 
good in the global context and there are 
good investment opportunities for overseas 
companies here.” 


The only question remaining is, 
“Where are you doing business?” 


www. investaustralia.gov.au/invest 
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The down-to-earth duo 


> military and economic might. But the two 
countries’ trade relationship continues to 
be disappointing, and this, according to 
one Chinese academic, is bound to 
weaken the political relationship if it con- 
tinues. Since the early 1990s, the two sides 
have aimed for a target of $20 billion in bi- 
lateral trade, but now Mr Putin predicts it 
will not be met for at least another four or 
five years. 

Chinese goals in France will be more 
easily met. Still tied to its identity as a 
leader among developing countries, 
China demurs that it could not possibly 
consider joining the G8, not yet, anyway. 
This is all to the good, since China has not 
yet been invited. But for Mr Hu, it will bea 
boost in prestige both at home and abroad 
simply to be seen at the table of this exclu- 
sive club. 

Despite China’s carefully cultivated fo- 
cus on other relationships, it is inevitable 
that Mr Hu’s meeting on the G8 sidelines 
with George Bush will be the most impor- 
tant and closely watched encounter of his 
trip. This, in no small part, is due to a deci- 
sion by the United States on May 22nd to 
slap sanctions on Norinco, a huge Chinese 
military-industrial conglomerate, for, it is 
claimed, transferring missile technology to 
Iran, in violation of non-proliferation 
agreements. 

Norinco has been punished by the 
Americans before, during the Clinton ad- 
ministration, but only on a very narrow 
range of products. Mr Bush’s sanctions go 
much further, banning American imports 
from any of Norinco’s many subsidiaries 
for the next two years. Such products in- 
clude not only the military hardware for 
which Norinco is famous, but also carpets, 
shoes, toys, building materials, motorcy- 
cles and more. The Norinco exports now 
jeopardised are reckoned to be worth at 


least $100m annually. 

Yet even unfriendliness on this scale 
may not be enough to sour the tone of Mr 
Hu’s meeting with Mr Bush. The United 
States claims to have firm proof of Chinese 
violations and China has denied the 
charges and lodged a protest. Otherwise, 
neither side has said much more about the 
matter. According to Robert Ross, a China 
specialist at Boston College, both sides 
would be better off leaving the dispute to 
lower-ranking specialists to sort out qui- 
etly. America still hopes to get more Chi- 
nese help in dealing with the North Korean 
nuclear issue. China, meanwhile, is look- 
ing to buff up its image after receiving criti- 
cism of its handling of the deadly disease 
SARS. “Hu Jintao doesn’t want headlines, 
and he certainly doesn’t want to see 
heightened tensions with America at this 
point,” says Mr Ross. 

In addition to sending signals about 
how China sees its place in the world, Mr 
Huis using his trip to firm up his own place 
in the Chinese political universe. Nomi- 
nally the top figure in both the state and 
the Communist Party hierarchies, Mr Hu 
must still contend with the hulking legacy 
of his predecessor. Mr Jiang has not gone 
away. In what many Chinese clearly see as 
a peevish dig at him, Mr Hu has scrapped 
the grandiose tradition of showy depar- 
ture and return ceremonies for top leaders 
on foreign trips. 

Such simplicity from a leader strikes 
many in China as a refreshing change from 
the pomposity of Mr Jiang who, it was 
clear to see, enjoyed all the ceremony. Nor 
can the more subdued Mr Hu be expected 
to indulge in the sort of showmanship fa- 
voured by his predecessor, whose singing 
and poetry recitals looked to many Chi- 
nese, and perhaps to his hosts as well, sus- 
piciously like so much buffoonery. m 
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Japan’s security 


Onwards and 
upwards 


TOKYO 
Japan continues to clarify the rules 
governing its troops 


HOULD he pause to enjoy the view, or 

try to march Japan’s defence policy up 
the next hill? That was the question facing 
Junichiro Koizumi this week, as he and his 
cabinet pondered sending the self-defence 
forces (SDF) to help rebuild Iraq. Getting 
approval for the mission would be a tough 
climb in the legislature, and Mr Koizumi is 
keen to wrap up the current Diet session as 
scheduled on June 18th. But the prime min- 
ister has built up momentum with a string 
of successes on security issues. As of May 
29th he was still thinking it over. 

Mr Koizumi’s most recent victory was 
the lower house’s passage of a set of secu- 
rity bills in mid-May. The bills, which the 
upper house is expected to approve in 
early June, will streamline the rules for re- 
sponding to attacks and other emergen- 
cies. Although Japan’s war-renouncing 
constitution allows self-defence, the mere 
thought of using force is so unsettling to 
many Japanese that successive govern- 
ments have found even small procedural 
changes hard to get passed. The bills just 
approved deal with unaddressed emer- 
gency contingencies—such as a need to use 
private land, evacuate areas, or bypass lo- 
cal red tape—that the Fukuda government 
first highlighted in the 1970s. Yet even last 
year, a quarter-century later, the public 
was still not ready, and Mr Koizumi then 
failed to get the bills through. 

This time, however, Mr Koizumi not 
only succeeded, but did so with support 
from the biggest opposition party, the 
Democratic Party of Japan, along with one 
of its coalition partners, Ichiro Ozawa’s 
Liberal Party. Another bill delineating ci- 
vilians’ rights in an emergency will have to 
be enacted within 12 months for the pack- 
age to take effect. 

Seiji Maehara, a Democrat who helped 
craft this compromise, hinted in a talk to 
foreign journalists this week that a change 
of his party’s leadership—Yukio Hatoyama 
resigned late last year and was replaced by 
Naoto Kan-—resulted in a greater willing- 
ness to co-operate. The public’s height- 
ened fears of North Korea, and their appar- 
ent support for Mr Koizumi’s handling of 
foreign policy, no doubt helped as well. 
Whatever the reasons, and however 
innocuous the legislation’s details, it is a 
big step for Japan. Taku Yamasaki, the 
secretary-general of Mr Koizumi’s Liberal 
Democratic Party, praised the lower 
house’s “supra-partisan” support and 
hailed the bill as “epoch making”. 
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> The next challenge facing Japan’s secu- India 


rity planners and foreign-policy makers 
will be to clarify some of the links between 
Japan’s defence of its homeland and the 
activities that the spF undertakes outside 
Japanese territory, especially in co-opera- 
tion with its American allies. 

A law in1992, following Japan’s relative 
inaction in the first Gulf war, set out rules 
for taking part in distant UN peacekeeping 
operations. Then Japan began thinking 
more clearly about its co-ordination with 
American forces in Japan’s immediate 
neighbourhood. That legislation passed in 
1999, a year after North Korea launched a 
missile over Japan. Now, at last, Japan has 
cleared up some of the rules for handling 
an actual attack. More important, Mr Koi- 
zumi’s recent victories suggest that Japa- 
nese are growing more comfortable about 
debating their security. m 


Pakistan 
Out with vice, in 
with virtue 


LAHORE 
Pakistan’s Islamists are getting bolder 


HE University of the Punjab in Lahore, 

once the premier seat of modern learn- 
ing in the sub-continent, is busy bowdle- 
rising English literature these days. The 
term derives from Dr Thomas Bowdler 
(1754-1825), a British editor, whose Family 
Shakespeare was cleansed of “those ex- 
pressions which can not with propriety be 
read aloud in the family.” Among the cele- 
brated works long taught in Pakistan’s BA 
and MA classes and now targeted for the 
treatment are Swifts “Gulliver’s Travels”, 
Pope’s “The Rape of the Lock”, Fielding’s 
“Joseph Andrews”, Donne’s poetry, and 
Hemingway’s “The Sun Also Rises”. 

Apparently, the orders for a clean-up 
operation came from no less a figure than 
the president, General Pervez Musharraf. 
According to Dr Shahbaz Arif, who has 
been entrusted by the university’s vice- 
chancellor and registrar (both retired army 
officers) with the job of cleaning up the 
English curriculum, and relishes it, “there 
are sO many vulgar words, concepts and 
thoughts in the current English curriculum 
that they can induce our youngsters to er- 
roneous thoughts and ways.” The word 
rape in “The Rape of the Lock” evokes a 
negative image, claims Dr Arif. Words like 
vodka, whisky and wine are strictly taboo 
in an Islamic society and will have to be re- 
moved. 

The attack on literature comes on the 
heels of an attempt by zealots of the funda- 
mentalist Jamaat-e-Islami to demote Eng- 
lish as a compulsory subject in higher edu- 





Never thirsty again 


CHENNAI 


A scheme to harvest India’s abundant rainwater 


T city of Chennai in southern In- 
dia, the country’s fourth largest, gets 
a reasonable amount of rainfall during 
the months of the monsoon, sufficient in 
theory to provide enough water for its 
growing population. The trouble is that 
in the past 90% has been wasted. The 
city’s reservoirs are filled, but most of 
the rest of the rainfall finds its way into 
the sea or runs off into drains. Sekhar 
Raghavan believes he has the answer. 
Last August, with other campaigners, he 
set up in Chennai the country’s first Rain 
Centre, adapting to urban use an old 
idea called rainwater harvesting, or 
RWH, to stop the country going thirsty 
during the non-monsoon months. 

At the Rain Centre, Mr Sekhar, a phys- 
ics professor, demonstrates that rain fall- 
ing on a typical Chennai flat roof can be 
gathered for use by the household in the 
kitchen and bathroom, and the rest 
channelled into wells where it can be 
used or go to replenish the water table. 


cation. The Jamaat wants Arabic, the 
language of the Koran, to replace English 
as the second language, after Urdu, in the 
country. 

But itis in the North-West Frontier Prov- 
ince (NWFP) bordering Afghanistan 


where Islamisation (some call it Talibani- 
sation) isnow making the most dangerous 
inroads. In the last two weeks, Jamaat vigi- 
lante squads in Peshawar have wrecked 
hoardings advertising foreign consumer 
goods like Coke, Pepsi and Pizza Hut be- 
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Most of the city is built over, so it is im- 
portant that the rainwater is channelled 
past the built-over surfaces into the soil, 
where it tops up the water table. A har- 
vesting system costs about $60 fora 
house or $600 for a block of flats. A slum 
dwelling can be simply kitted out for $4. 

A number of politicians have publi- 
cised RWH by installing it in their 
homes. The Indian Oil Corporation reck- 
ons that its use of RWHis saving 60,000 
litres (15,850 American gallons) of city 
water a day. The government has made 
RWH mandatory for all new buildings. 
The order is supposed to be extended to 
all tax-paying buildings by the end of 
this year, an optimistic target. Chennai 
has 70,000 RWH structures so far. Delhi 
is following suit. So, too, should other 
rainy cities throughout the world, says 
Mr Sekhar. On a typical Indian house 
plot, the technique can yield over 700 li- 
tres per day over a year, he says, enough 
for a five-member family. 


cause unveiled women figured in them. 
And, on Tuesday May 27th, the provincial 
government of the Muttahida Maijlis-i- 
Amal, an alliance of six religious parties 
led nationally by the fiery Fazlur Rehman, 
floated a sharia bill in parliament to 
amend at least 71 existing laws in order to 
make them conform to Islamic tenets. 

The bill also proposes the establish- 
ment of a “vice and virtue committee”, 
with powers to use the police, bureaucracy 
and lower courts to enforce its definition 
of what is good and what is bad in society. 
Critics fear this could involve forcing peo- 
ple to say their prayers five times a day, en- 
suring that everyone fasts during Rama- 
dan, insisting that all women should be 
veiled, banning co-education even in 
primary schools, closing down video, film 
and music shops, and so on. Apparently, 
its decisions are to remain outside the pur- 
view of the High Court of the province. 
The federal government in Islamabad also 
has little say over the move. The bill is ex- 
pected to pass, as the Islamists have a solid 
majority in the provincial parliament. 

But there was one memorable moment 
in the NWFP’s parliament when the sharia 
bill came up for discussion. A couple of 
ruling-party women members stood up to 
dilate on the subject. The speaker was non- 
plussed. The reason: they were dutifully at- 
tired from head to toe in the regulation 
burka, or veil—and so could not be identi- 
fied, as required by the parliament's rules 
of procedure. m 


United States 


George Bush goes to Europe 


On the road again 





If Europeans want to understand the way the president’s mind works, they should 


look at his tax cut as well as his diplomacy 


OES the Bush administration have an 

unspoken plan to stomp on all the tra- 
ditions of polite society to force through 
radical changes in tune with conservative 
ideology? The question is usually applied 
to foreign affairs, where the president is 
routinely criticised for trashing traditional 
alliances. But it might be applied with 
equal force to domestic economic policy. 

As The Economist went to press, the 
president was set to begin his first trip to 
Europe and the Middle East since the trans- 
atlantic rift yawned wide over Iraq. His au- 
dience will find out how far he is willing ei- 
ther to bind up the wounds of that 
episode, or to twist the knife in further. 

Most of the signs are that the president 
will at least try not to make matters worse. 
In an unusual example of diligent dip- 
lomatic preparation, he struck a deal on 
post-conflict Iraq at the United Nations Se- 
curity Council with the three main refuse- 
niks—France, Germany and Russia. And, in 
a move that astonished both his allies and 
his critics, he first put pressure on Israel to 
accept the Middle Eastern road map, and 
then called summits with the Israeli, Pal- 
estinian and other Arab leaders. 

Yet in terms of understanding how the 
administration really works, at least as 
much can be learned from the event that 
preceded George Bush’s trip, his signing 


into law of his second big tax cut in two 
and a half years (and his third cut overall). 
Behind domestic policy no less than for- 
eign policy sits the same sort of questions: 
is Mr Bush merely a short-term opportun- 
ist, cutting taxes when he can, just as he is 
often accused of disposing of treaties at 
will? Or is there a bigger longer-term strat- 
egy—such as reforming America’s tax sys- 
tem (or reordering modern diplomacy)? 

In the case of the tax cut, there are 
plenty of signs pointing straight towards 
opportunism. The idea of tax reform is 
largely associated with Mr Bush’s first, dis- 
carded, economic team. In the early days 
of the administration, the treasury secre- 
tary, Paul O’Neill, argued for a greater em- 
phasis on tax reform, along the lines of 
Ronald Reagan’s tax package of 1986, 
which cut rates and broadened the base, 
without reducing the overall burden. The 
first White House economic adviser, Larry 
Lindsey, was a tireless advocate for a sim- 
pler, flatter tax system. The chairman of 
the Council of Economic Advisers, Glenn 
Hubbard, wrote papers extolling the vir- 
tues of a consumption tax, in place of tra- 
ditional taxes on income and capital. 

All three reformers have left the admin- 
istration. In 2001, when he gave back $1.35 
trillion over the next ten years, the presi- 
dent put more effort into cutting taxes than 
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reforming the structure; and he has done 
so again with the new $350 billion tax-cut 
package. Mr O’Neill’s study of tax reform 
has been buried. On the stump Mr Bush 
never ceases to sing the praises of lower 
taxes. He has not spelled out a case for re- 
form, as Ronald Reagan didin 1986. 

Moreover, in one respect the new tax 
cut marks a step away from reform and 
simplicity. To squeeze Mr Bush’s cuts into 
that $350 billion number, Congress made 
sure that all but one of the bill’s provisions 
are supposed to be reversed (“sunsetted”, 
in the jargon) between 2004 and 2008. The 
child tax credit is supposed to change four 
times between now and 2010. 

Mr Bush can point out that this ma- 
noeuvring has more to do with the negoti- 
ations between the House of Represen- 
tatives and the Senate than the White 
House’s more coherent initial proposal. All 
the same it is precisely the type of gim- 
mickry that tax reformers hate. The sun- 
sets are bad in themselves, since they com- 
plicate individual financial planning (no 
one will know what their taxes will be 
from year to year). Worse, they disguise the 
real costs, because in practice politicians 
will not want to reinstate the current rates. 

According to the Centre on Budget and 
Policy Priorities, if all the provisions be- 
come permanent (not an unreasonable as- 
sumption), lost revenue will amount to 
$800 billion-1.1 trillion over ten years—al- 
most as big as the 2001 tax cut. And this 
time, the administration cannot claim 
there are budget surpluses to pay for it. 

All this makes the new tax cut look 
opportunistic, confused and reckless. Yet 
there are also clear signs of a bigger plan at 
work. This takes two forms. 

First, tax reform, though rejected as a » 


> systemic overhaul, has crept in through 
the back door as incremental change. The 
tax cut of 2001 reduced the number of in- 
come-tax brackets from five to four. This 
week’s law speeds up the introduction of 
that change (originally intended to be 
phased in). More important, the new pack- 
age continues a shift away from taxing cap- 
ital which began two years ago when he 
got rid of inheritance taxes (at least till 
2011). This time he tried to eliminate the 
double taxation of dividends. In the end 
Congress roughly halved it. 

There are also plenty of signs that the 
administration is not finished. This year’s 
annual Economic Report to Congress 
scathingly criticised the traditional tax sys- 
tem and sung the praises of aconsumption 
tax. The budget originally proposed a huge 
expansion of tax-advantaged savings ac- 
counts, though the idea was shelved. Gro- 
ver Norquist of Americans for Tax Reform, 
a group close to the administration, says 
Mr Bush wants more tax cuts next year. 

Second, Mr Bush seems to like tax cuts 
not just for their own sake, or in order to 
win elections (and in fact public support 
for tax cuts is modest). Rather, he seems to 
see them as part of a broader conservative 
plan to reduce the size of government. 

Mr Bush seems to have bought whole- 
sale the idea of “starving the beast” (a 
phrase of President Reagan’s first budget 
director, David Stockman). He wants to 
force the government to rein in spending 
by reducing its tax revenues. Mr Bush has 
never made this argument explicit, but this 
year’s budget proposal included a table 
showing that discretionary government 
spending (“Bigger Government”) soars 
during budget surpluses. The implication 
is that spending will fall if the budget is in 
the red. As Allen Schick of the University 
of Maryland puts it, Mr Bush “wants to 
strip the government of future revenue not 
in spite of these dire [budget] scenarios but 
because of them.” 

The only trouble is there is no sign that 
the policy is working. Discretionary 
spending has been rising for several years. 
It currently accounts for 3.5% of GDP. But 
that figure is tiny once you start looking for 
ways to pay for tax cuts. According to Peter 
Orszag of the Brookings Institution, if all 
this year’s tax cuts go into effect, they will 
be the equivalent of 2.4% of GDP in 2013. 
To find that amount from discretionary 
spending, you would have to cut it by two- 
thirds—an impossible task seeing so much 
of it goes on policing and homeland secu- 
rity. Mr Bush’s giveaways will have to be fi- 
nanced eventually by slimming the much 
bigger entitlement programmes. 

Unfortunately, Mr Bush is talking 
about increasing spending on entitle- 
ments. To bribe states into accepting caps 
on federal contributions to Medicaid, the 
health-care system of the poor, he is offer- 
ing larger up-front initial payments. He 


: Pe aay er as oe z aeri 
i ʻi q a aa eS pte 
AE PRS re HBR pated Ske tages RA 
X F "4 > Sas 5 wS ANE P) 
A es A pa eno a ata we rie $ 
a n AmaE i re EE 


sti 
Ad = +> 
. Be?) Se 


Ten fies ts 


wants to offer a prescription-drug benefit 
as part of the Medicare system for the el- 
derly—a classic case of offering the sugar 
coating without the pill of reform. And he 
still seems worried by the cost of changing 
the biggest entitlement of all, Social Secu- 
rity. At the momentit looks as if Mr Bush is 
leaving the tougher bits of “starving the 
beast” to his successors. 


Redrawing the map 
As he arrives in Europe, his audience 
might ponder the parallels between this 
fiscal story and his approach to foreign af- 
fairs. The style is the same. There is the 
same emphasis on the personal leadership 
of Mr Bush, whether he is pushing regime 
change or tax cuts. There is the same ten- 
dency to treat allies—in Congress or Eu- 
rope—as mere followers. 

Yet lurking behind Mr Bush’s di- 
plomacy, no less than his fiscal policy, 


George Bush and the peace process 
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there is the same radical desire to redraw 
the map and the same willingness to act 
disruptively to advance that end. Just as Mr 
Bush plainly wants to junk parts of the cur- 
rent tax system, so he is prepared to dis- 
pense with many traditional alliances or 
international treaties. Just as he is prepared 
to ignore the howls about the deficit, be- 
cause he thinks it will force smaller gov- 
ernment, he also thinks that diplomatic 
conflict will force Europeans to reconsider 
their view of the world. 

This mixture of opportunism and rad- 
icalism has its attractions. But there is one 
final parallel that Mr Bush’s hosts in Eu- 
rope might want to push him on. What 
happens if his broader ambition starts to 
go awry? That is already happening with 
entitlement reform. Abroad, it is to be 
hoped that he will not shirk the task of re- 
building Iraq and driving forward the Mid- 
dle East peace process. W 


Like Nixon to China? 


WASHINGTON, DC 


When it comes to American Jews and the Middle East, the president has more room 


for manoeuvre than you might think 


N FEBRUARY 26th, George Bush ad- 
dressed the annual dinner of the 
American Enterprise Institute, a neo-con- 
servative think tank, on the subject of 
democratising the Middle East. The audi- 
ence could hardly have been more enthu- 
siastic until he touched on the subject of Is- 
rael. Then the mood suddenly changed. 
Many of America’s leading Jewish intel- 
lectuals sat in stony silence as the conser- 
vative-in-chief made the case for a “via- 
ble” Palestinian state and for ending 
settlements in the occupied territories. 
Does this stony silence presage trouble 
for Mr Bush in the future? Does he risk 
alienating Jewish voters if he pushes for- 
ward with his road map for peace in the 


Middle East? And will fear of alienating 
those voters force him to adjust his poli- 
cies? The encouraging answer to all three 
questions is that he has far more freedom 
to be bold than many Europeans imagine. 

Mr Bush can hardly worry much about 
alienating the Jews since the overwhelm- 
ing majority of them vote Democratic. Exit 
polls in 2000 suggest that 79% of Jewish 
voters voted for Al Gore compared with 
just19% for George Bush—a remarkable fig- 
ure considering the average income of the 
Jewish community. The White House 
would clearly relish attracting more Jew- 
ish voters, particularly in the vital swing 
state of Florida. But, overall, Jews account 


for only one in 50 Americans, and most of »» 





The promised land 
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> them live in two Democratic fortresses, 
California and New York. 

Itis also a mistake to assume that Amer- 
ica’s Jews are any more solidly behind a 
neo-conservative hard line in the Middle 
East than Jews in Israel are. One poll con- 
ducted lastJuly (on behalf of the American 
Jewish Committee) found that 63% of 
American Jews favour the establishment 
of a Palestinian state. Another poll con- 
ducted last November (on behalf of the 
Arab American Institute) put the portion 
at 87%; it also showed that most American 
Jews want the American governmentto be 
seriously engaged in the peace process. 

Mr Bush’s new initiative in the Middle 
East is already garnering strong support 
from influential Jews. On May 19th 100 
prominent figures with close ties to the 
Democratic Party sent a letter to the Demo- 
cratic presidential candidates urging them 
not to criticise the road map. 

That still leaves those more conserva- 
tive Jews of the sort gathered at the AEI 
dinner. Hardliners tend to be to the fore in 
the main lobbying groups such as the 
American Israel Public Affairs Committee 
(AIPAC). There are also those much-ana- 
lysed neo-conservatives gathered around 
Mr Bush. Unlike arrac, they loathed the 
Oslo peace accords, and they provide 
much of the Republican Party’s intellec- 
tual input, particularly on foreign policy. 
Surely these conservatives will redirect Mr 
Bush from his current course? 

The trouble with this argument is that 
these conservatives are boxed in. Most 
neo-conservatives have strong institu- 
tional and personal ties to the Bush admin- 
istration. AIPAC has been well treated by 
the Bush administration so far. It would be 
hard to turn against the conqueror of Bagh- 
dad without looking churlish. 

And where else can they go? The Dem- 
ocrats are substantially more pro-Palestin- 
ian than the Republicans. In May last year 
44 House Democrats (including five senior 
ones) voted either “no” or “present” on a 
broad pro-Israeli motion compared with 
just six House Republicans. 

Mr Bush’s very closeness to so many 
Jewish conservatives may help him sell his 
peace plan to his toughest potential critics. 
Mr Bush’s senior adviser on the Middle 
East is Elliott Abrams, a neo-conservative 
firebrand who has previously praised Ar- 
iel Sharon for his “strength” and “firm- 
ness” towards the Palestinians. Of course, 
Mr Abrams’s appointment may show that 
Mr Bush is not really serious about his 
road map. But it may also strengthen his 
hand when it comes to negotiating with re- 
luctant right-wingers in Israel. 

Richard Nixon was able to go to China 
because his anti-communist credentials 
were so strong. Mr Bush’s pro-Israeli cre- 
dentials arguably give him greater free- 
dom in the Middle East than any Republi- 
can president has previously enjoyed. m 


Refugee policy 


A home at last, but 
not for many 


CHICAGO 
Can America’s refugee policy be 
reinvigorated? 


ARLIER this month, the first trickle of 

Somali Bantu, a group of rural Africans 
who have never experienced electricity, 
flush toilets or telephones, began arriving 
in places like Phoenix and Salt Lake City. 
Over the next two years, 12,000 Bantu are 
due to settle in up to 50 cities and towns 
across America. If integration sounds a 
challenge, consider what they have been 
through: persecution in their homeland, 
civil war, a decade languishing in refugee 
camps, and the tragi-comic experience of 
being trucked across Kenya to meet Ameri- 
can officials who dared not visit them. 

This might seem to fit into the tradition 
of Ellis Island. In fact, America’s refugee 
programme is in its worst state for two de- 
cades. A steady decline in new arrivals hit 
a full stop after the terrorist attacks of Sep- 
tember 2001, and it has resumed at a 
trickle. A report from the us Committee for 
Refugees (USCR), released on May 29th 
says Only 27,100 refugees arrived in Amer- 
ica in the fiscal year ending in September 
2002, compared with 68,400 in 2001. Last 
year the government had given approval 
for 70,000 arrivals. Of the 50,000 ceiling 
set for this fiscal year, only 8,800 had been 
admitted by the end of March, the half- 
year mark. 

Terrorism accounts for part of the slow- 
down. Fear of another attack recently 
forced the American government to bring 
staff home from Kenya, a big refugee-pro- 
cessing centre. Under America’s tougher 
new security regime, potential refugees 
who have come though their interviews 
with resettlement officers now face back- 
ground checks by the FBI and c1A, both of 
which are inundated with other duties. 
The State Department says 30,000 appli- 
cants already interviewed abroad are 
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Before the Bantu 


awaiting security clearance. 

Many of the hopefuls, like the Bantu, 
have spent years at camps in countries like 
Kenya and Saudi Arabia. Kathleen New- 
land, of the Migration Policy Institute, 
claims that refugees are now the most 
scrutinised people coming into the United 
States: “They even have case workers after 
they get here.” 

There are, however, good reasons to 
check people carefully, even leaving aside 
terrorism. The authorities have uncovered 
plenty of fraudulent applicants in the fam- 
ily-reunification programme, especially 
from western Africa. For some countries, 
60% of the affidavits written on behalf of 
relatives have been proved to be false. 


Fewer people, more countries 

There is also a structural reason for the 
sluggishness. In the past, American offi- 
cials concentrated on processing large 
groups—like the Vietnamese or Soviet 
Jews. Now their work is spread out be- 
tween more than 60 countries. This has 
pushed up costs. Before September 11th, 
the basic cost of resettling a single refugee 
was about $1,500 per person. Given the 
new constraints, the State Department 
reckons the best figure achievable now is 
about $4,000—and that depends on the 
pipeline flowing freely, which it is not. 

The lack of refugees has left the resettle- 
ment agencies, which are paid by the gov- 
ernment on a per-refugee basis, in a bind. 
The largest such agency, the us Confer- 
ence of Catholic Bishops, settled over 
16,700 refugees in fiscal 2001 but only 
5,900 last year. The organisation, which 
works locally through Catholic charities, is 
cutting back to cover a huge shortfall. 

Over at the Chicago office of World Re- 
lief half the jobs have gone as the agency’s 
budget has fallen from $3m in 2001 to » 





> $1.6m. It has also had to close a “microen- 
terprise centre” that helped start 70 refu- 
gee-run businesses over two years, and a 
rehabilitation centre that helped disabled 
refugees. Dori Dinsmore says she would 
not mind this slowdown if it were caused 
by there being fewer refugees, but there are 
still vast numbers of displaced people 
around the world. This week’s USCR re- 
port estimates there are 13m refugees, half 
of whom are Afghans and Palestinians. 

The State Department insists the log- 
jam is beginning to break. Around 2,500 
refugees arrived in America in April, and 
3,000 were expected in May—the highest 
monthly totals since the terrorist attacks of 
September 11th. 

Meanwhile, Ms Dinsmore says resettle- 
ment agencies are less misty-eyed about 
how the American people see their clients. 
The agencies used to imagine that refugees 
were “the fuzzy teddy bears of immigra- 
tion”, seeking democracy and fleeing per- 
secution. After September 11th, they are 
more likely to be scrutinised suspiciously. 
The Somali Bantu still have some way to 
go before they become Americans. m 


State universities 


Remedial finance 


BERKELEY 
Public universities are another victim 
of the states’ budget problems 


TUDENTS at the University of Califor- 

nia (UC) at Berkeley will protest about 
almost anything related to global politics. 
Their militancy might be better directed 
closer to home. Across the UC system, re- 
search projects and libraries are low on 
cash, and student health services and 
some classes have been scaled back. Gray 
Davis, California’s cash-strapped Demo- 
cratic governor, has cut $170m in aid to UC 
for the fiscal year ending in June. 

That may seem small when set against 
the state’s annual contribution of around 
$3 billion, let alone uc’s total budget of $10 
billion. But enrolment is rising fast, and as 
the headlines in the Daily Cal, Berkeley’s 
student paper, make clear, worse is to 
come. Mr Davis wants to cut another 
$140m next year; and with the state still 
facing a budget shortfall of $20 billion or 
so, some harsher souls in the state legisla- 
ture want to deprive uc of $400m more. 

This story will be familiar to public uni- 
versities across the country. The Univer- 
sity of Texas at Austin is bracing for possi- 
ble cuts of 10% in its state aid next year. At 
the 16-campus University of North Caro- 
lina, the state last year reclaimed nearly 
$60m in already-pledged money~—and or- 
dered another $200m in cutbacks. 
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Patrick Callan of the National Centre 
for Public Policy and Higher Education 
points out that state universities experi- 
ence extremes of the economic cycle— 
pampered in good times, spurned when 
budgets turn red. During the 1990s state aid 
grew by around 60%. But this downturn is 
different, he says, because the number of 
high-school graduates is rising to a peak in 
2009. UC is still adding a tenth campus in 
Merced, in the San Joaquin Valley. 

Compared with their counterparts in 
Britain, America’s public universities are 
reasonably diversified. At Chapel Hill, the 
University of North Carolina’s flagship 
campus, only a quarter of the budget 
comes from state government. As state 
handouts shrink, the universities are turn- 
ing even more to private sources. 

Many are raising tuition fees—some by 
more than 20%—and wooing out-of-state 
students, who pay more than locals do. 
Law and business schools are particularly 
aggressive fundraisers; they are also push- 
ing money-making courses such as execu- 
tive education. Howard Frank, dean of the 
University of Maryland’s Smith School of 
Business, says that state money now fills 
about a tenth of his coffers, against 50-60% 
five years ago. 

A few politicians and professors are 
even rethinking the basics of public uni- 
versities. Mitt Romney, the slash-and-burn 
governor of Massachusetts, has raised 
hackles in academia by proposing to priva- 
tise, in large part, three campuses at the 
University of Massachusetts, to revamp its 
Amherst flagship campus with money 
from more out-of-state students and—most 
heretically—to do away with the office of 
the university president (currently occu- 
pied by one of his political foes). Colorado 
recently rejected a higher-education 
voucher system. 

Will this mean that state universities 
lose students and professors to their priv- 
ate competitors? Students tend to stick 
with state universities during hard times. 
The University of Connecticut, for in- 
stance, which is surrounded by rich Ivy 
League colleges, has reported a 28% surge 
in applications this year. Tuition fees for lo- 





cals at state universities may have crept 
higher, but they rarely amount to a quarter 
of the $25,000 or so a year charged by the 
cream of the private sector. State universi- 
ties have also virtuously kept financial aid 
for poorer students in place. 

Academics might be more tempted to 
drift away. A recent study found that uc 
professors earned about 7% less than their 
counterparts at comparable institutions 
(public and private) around the country, 
and the disparity is expected to grow next 
year. Still, as Mr Callan points out, faculty 
positions at private universities are hard to 
come by—not least because they are feeling 
the pinch too. 

Donations to private universities fell 
last year for the first time since the late 
1980s, according to the Rand Corporation’s 
Council for Aid to Education. Their endow- 
ments have also shrunk with the stock- 
market. In February Moody’s downgraded 
the debt ratings of 11 private colleges. Stan- 
ford University, faced with a $25m shortfall 
next year, is freezing professors’ salaries. 
That at least may give any protesters at 
Berkeley something to smile about. m 


Drum circles 
The rhythm goes 
respectable 


CHICAGO 
Now it’s for corporate executives and 
old buffers too 


ITTING in concentric tiers, they beat on 

their African drums into the early- 
morning hours. All eyes are on the woman 
in the centre, who gyrates to the rhythm 
wearing an outfit that is part punk, part 
belly-dancer: nose-ring, five-inch platform 
boots, ankle bells, black bodysuit, se- 
quinned bikini top and a flowing pink 
skirt. It may sound like a California beach; 
but this is Rhythm, a warehouse-turned- 
club on Chicago’s trendy near-West Side 
that shows the growing popularity of 
group drumming. 

If the phrase makes you think of Grate- 
ful Dead concerts and drug-induced states 
of mind, think again. This is something 
pretty new. Drum circles have been 
around since the 1960s on the west coast, 
with its new-age culture. But in recent 
years the movement has pushed beyond 
its anarchist roots, drawing in old folk and 
corporate executives as well as the usual 
kids. Arthur Hull, a 53-year-old Californian 
who is considered the father of drum cir- 
cles in America, says: “It no longer has the 
bad connotation of hippie thunder-drum- 
ming. This is family-friendly.” 

Community drum circles meet in 
parks, coffee houses and local pubs. Cities 
sponsor drumming groups for teenagers. >» 
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> There is an accepted drum-circle etiquette 
(“Leave rhythmical space for other people 
to express themselves”) and terminology 
(“percussion puppies” should not tease a 
“rhythm dork”), all laid out in Mr Hull’s 
book, “Drum Circle Spirit”. A key figure is 
the “facilitator”. This particular night, she 
is the funkiest person in the room: that gy- 
rating lady at the heart of the drum pit. 
Otherwise, your correspondent is sur- 
rounded by clean-cut 20- and 30-some- 
things banging modified djembe drums. 

A few young men sport earrings, 
sleeveless vests and rippling muscles, but 
most people look as ordinary as the fellow 
in shorts and hiking boots who says he has 
a senior job in a medical-products com- 
pany. Mr Hull has put drum circles into 
corporate settings; his clients have in- 
cluded Apple Computer, General Electric, 
Motorola and Toyota. 

Beyond the fun of getting together to 
make noise, enthusiasts say the benefits of 
group drumming include healing of both 
mind and body. Psychotherapists hold 
drum circles with aggressive juvenile sex 
offenders who respond to little else. A pa- 
per published by several doctors in 2001 
claimed that group drumming, under the 
right conditions, can improve the body’s 
immune response. John Yost, who leads 
drumming classes for the Chicago Park dis- 
trict, says “I’ve seen kids with Down’s syn- 
drome, severely autistic people; someone 
who can only drool becomes completely 
animated and can play with the beat.” 

Mr Hull, who wants to take the drum 
movement to Europe, tries to be cautious. 
“This is a community-building process,” 
he says. “Even if you’re not looking for any 
deep healing, religious or cosmic experi- 
ence, when people get together, stuff hap- 
pens.” Beat that. m 








Drum major 


Arkansas politics 
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Swings and see-saws 


LITTLE ROCK 


The hard life of southern Democratic senators trying to please both sides 


HEN a group of about 150 leftish 

thinkers crowded into a Little Rock 
auditorium recently to talk about federal 
judgeships, some wag joked that they 
were the only liberals left in the state. Fear- 
ing this may be so, organisations such as 
the Sierra Club, the National Organisation 
for Women, the Alliance for Justice, 
Planned Parenthood and various trade un- 
ions are planning to pour money into the 
state. OnJune 4th, they will hold the first of 
a series of town-hall meetings this sum- 
mer in Hot Springs to explain to Bill Clin- 
ton’s home town why George Bush is too 
conservative, particularly when it comes 
to nominating judges. 

This apparently broad attempt to sway 
the hearts and minds of Arkansas is actu- 
ally aimed largely at two people. Senators 
Blanche Lincoln and Mark Pryor are in a fa- 
miliar position for southern Democrats— 
trying to balance the leftish instincts of 
their party’s main supporters with a state 
that is turning more conservative. 

Last year, Mr Pryor had to emphasise 
his conservative credentials to beat the in- 
cumbent Republican, Tim Hutchinson. In 
recent years Mrs Lincoln, too, has some- 
times broken away from the Democratic 
pack and voted with Republicans in the 
Senate. Back home in Arkansas, where she 
is up for re-election in 2004, she considers 
it a net plus to tell the folks she isn’t swayed 
by one party or the other. Her voting re- 
cord helps to impress conservative Blue 
Dog Democrats, whose votes she needs in 
order to win re-election. 

Mrs Lincoln and Mr Pryor are part of a 
group of moderate southerners who are 
apt to see-saw on delicate issues such as 
the environment, abortion and tax cuts. 
When the Senate refused to allow oil ex- 
ploration in the Arctic National Wildlife 
Refuge, Mrs Lincoln and Mr Pryor pro- 
vided crucial votes. Mrs Lincoln voted for 
the 2001 tax cut, but against this year’s 
one—even though the president came 
down to Arkansas to put pressure on her. 
Mr Pryor also voted against it. 

Atthe same time, the pair are a target for 
indignant liberals, particularly on the sub- 
ject of judicial appointments. The same 
groups who derailed Robert Bork’s nomi- 
nation to the Supreme Court and nearly 
succeeded with Clarence Thomas, are anx- 
iously scrutinising the ageing bench again. 
They think that Mr Bush will have to nomi- 
nate at least one justice—and they worry 
what Senators Pryor and Lincoln will do. 





Blanche: she does if you say “Holmes” 


Mrs Lincoln and Mr Pryor have op- 
posed Mr Bush’s most controversial nomi- 
nation so far, that of Miguel Estrada to the 
federal Court of Appeals for the District of 
Columbia. Yet both of them also com- 
mended another Republican nominee, 
Leon Holmes, at his confirmation hearing 
before the Senate Judiciary Committee 
earlier this year. Mr Holmes, an apparent 
kindly Southern gentleman type, briefly 
worked at the same law firm as Mr Pryor. 

As a fierce opponent of abortion, Mr 
Holmes has always been unpopular with 
Democratic women’s groups. However, 
since his hearing, some of his less gentle- 
manly writings have come to light. He has 
recommended that wives should submit 
to their husbands. He also wrote, some 15 


. years ago, that “the concern for rape vic- 


tims is a red herring, because conceptions 
from rape occur with approximately the 
same frequency as snowfall in Miami.” He 
has recanted these words; but it does not 
seem to have got him—or the two Arkansas 
senators—off the hook. 

The newly elected Mr Pryor has plenty 
of time to accommodate the Democratic 
groups trooping round Arkansas this sum- 
mer. But Mrs Lincoln may be gearing up for 
the fight of her political life. She is likely to 
face either Mike Huckabee, Arkansas’s 
Southern Baptist governor, or Asa Hutch- 
inson, a former Arkansas congressman 
who is now under-secretary of the Depart- 
ment of Homeland Security. Both are at- 
tractive candidates for conservatives. The 
last thing she needs is to fight off a primary 
challenge from the left wing of her own 
party. m 
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A downright unAmerican national pastime 
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| Lisa a business organised as follows. The number of firms 
is fixed. New entrants are banned. The head of the business 
can threaten to close down a couple of enterprises to restrict sup- 
plies. This is possible because the activity is exempt from anti- 
trust law (the largest markets, such as New York and Los Angeles, 
have just two suppliers; most have local monopolies). Certain 
classes of employees are indentured servants. Rich firms pay a 
marginal tax of 34% of revenues to poor ones. And the govern- 
ment helps build the lavish corporate headquarters. 

Sounds crazy? Illegal? Downright unAmerican? Welcome to 
the world of major-league baseball. This is how the home of 
free-market capitalism has long organised its summer sport. 

Now baseball is in trouble. Attendance is down again this 
year. In 2002, the Massachusetts attorney-general and a co- 
owner of the New York Mets both separately accused the base- 
ball commissioner of conspiring to rig the sale of teams. The 
sport has a well-earned reputation for bad management. Its fan 
base is geriatric. “America’s national pastime” may reign su- 
preme among older fans, but teenagers often think baseball is 
slow and boring, compared with basketball and extreme sports. 
Participation in children’s Little League is falling. 

The masters of this struggling cartel—a legal entity called Ma- 
jor League Baseball—know what to do. The problem, they claim, 
has nothing to do with the sport’s organisation. Because their 
product—a baseball game—is the result of teams co-operating to 
play, restrictions on business competition are fully justified. The 
real problem, they say, is that rich clubs have too much money. 

Last season, the payroll of the gold-plated New York Yankees 
was three times that of the Montreal Expos, the church mice of 
the major league. In 2000, a “blue-ribbon panel” of sober base- 
ball fans worried about “competitive imbalance”. Between 1995 
and 1999, every World Series game was won by a team in the 
richest 25% of clubs (as measured by total player salaries). Base- 


ball is doomed, the panel concluded, unless it makes special ef- 


forts to ensure that each team has a “regularly recurring 
reasonable hope of reaching [the post-season play-offs]”. To that 
end, Major League Baseball now wants the rich to give more 
money to the poor. At a time when politicians in Washington, 
DC, are reducing taxes, the baseball franchise has come up with 








a tax system of baffling complexity requiring the richer clubs to 
transfer around $260m this year to poorer clubs. 

In fact, baseball seems no more susceptible to permanent 
domination than other sports. By applying business techniques 
to the sport—actuarially measuring tactics, hiring underpriced 
older players and so on—the Oakland Athletics turned them- 
selves from cannon-fodder into American League divisional fi- 
nalists in 2001 and 2002. Last year, lowly Anaheim disposed of 
the Yankees in the World Series play-offs; Montreal and Minne- 
sota have both made good starts this year. Like all the best sports, 
the secret of success in baseball is a recurring mystery: no sooner 
does one team figure out how to win all the time, than another 
comes along to do better. 

Next, it is not clear that revenue-sharing is the right way to 
help improve poor clubs. As Andrew Zimbalist, an economist at 
Smith University, shows in a recent book (“May the Best Team 
Win”, Brookings Press), if a poor club earns more money by cut- 
ting payroll and getting a bigger subsidy next year than by buy- 
ing good players and attracting fans this year, then its rational 
response is to pocket shared revenue, not invest it. Revenue-shar- 
ing actually encourages some weak clubs to get worse. 

Meanwhile, over the past few years, successful clubs—ie, 
those whose money baseball wants to give away—have stopped 
being stand-alone teams and turned themselves into the heart of 
cable-television networks. Five of the eight richest clubs either 
own, or are owned by, media firms. By using dubious transfer 
prices, baseball-owners can switch profits from the teams to ca- 
ble companies. As Mr Zimbalist shows, the accounts of most 
baseball teams are fiction, which makes revenue-sharing impos- 
sible to administer. And it sabotages Major League Baseball’s 
claim that, because most teams lose money, the sport cannot be 
a monopoly because it does not earn monopoly profits. 


A ballpark figure 

The truth is simpler. Baseball is a subsidised industry, hooked on 
anti-competitive behaviour. With the number of clubs fixed, 
club owners blackmail their host cities by threatening to leave 
unless they get shiny new ballparks at taxpayers’ expense. Since 
1989, 16 new baseball stadiums have been put up, costing $5 bil- 
lion. Two-thirds of that came from public coffers. 

And like other subsidised industries, baseball is fertile 
ground for elaborate schemes to offset one distortion by intro- 
ducing others. Revenue-sharing is one example. Another is the 
(shelved) proposal to reduce the number of teams to benefit the 
rest. Last year, Major League Baseball introduced “safety” rules 
that threaten to put some baseball-bat makers out of business, 
turning another industry into a branch of the baseball cartel, 
and transforming the sport’s competitive flaws into a virus. 

A better way is to tackle the problem at source. Major League 
Baseball has been exempt from antitrust law since 1922. This is 
unfair: it means players who join from the minor leagues have 
no choice about who employs them for six years; it hides the 
sport from public scrutiny (hence the opaque accounts); it makes 
the stadium subsidy possible. 

Getting rid of that exemption would not turn baseball into a 
free for all—nor should it. Baseball is such an attractive game 
partly because its rules strike a balance between all-out compe- 
tition and fair play. The real case for reforming the sportis to rein- 
state that very American balance, rescuing the sport from a 
system, which, as it stands, is neither competitive nor fair. m 
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Argentina's new president 





The empty-handed social democrat 


BUENOS AIRES 


Néstor Kirchner has made a decisive start. But his ambition to move leftwards will 


be tempered by Argentina’s penury 


ERONISTS come in all shapes, sizes and 

ideological colours. Néstor Kirchner, 
who took office as Argentina’s president 
on May 25th, has been quick to portray 
himself as a social democrat and political 
reformer. In a defiant inauguration speech, 
billowing with windy rhetorical criticisms 
of the free-market reforms of the 1990s, he 
made some ambitious and expensive 
promises. But Mr Kirchner has taken 
charge of a bankrupt country and has a 
weak mandate. Change is likely to be gra- 
dual and cautious. But it will be change. 

The president’s first moves have been 
aimed at stamping his authority on his of- 
fice. A previously little-known provincial 
governor, he won 22% of the vote in last 
month’s presidential election, and was 
robbed of a certain triumph when his op- 
ponent, Carlos Menem, pulled out of a 
run-off ballot. So it was no surprise that Mr 
Kirchner claimed that his inauguration 
was afresh start for a country whose politi- 
cians are discredited by economic failure. 
He promised new policies in several areas, 
including the economy, political institu- 
tions and foreign relations. 

On the economy, Mr Kirchner called for 
a central role for the state and a public- 
works programme to spur growth and 
jobs. The government could not restart 
debt payments “at the price of the hunger 
and exclusion of Argentines”, he said. He 
will seek a reduction in the debt, a cutin in- 
terest rates and more time to pay. The pres- 


ident has also refused an IMF request to 
veto a bill suspending the bankruptcy law 
for a further three months, preventing 


banks from seizing debtors’ assets. His of- 


fice slapped down the (supposedly inde- 
pendent) central bank governor, who had 
warned against any attempt to fix the peso. 

In much of this, Mr Kirchner is simply 
staking out a tough negotiating position 
ahead of talks with creditors and with the 
IMF. Debt default was not his project, he 
stressed. He has kept the economy minis- 
ter, Roberto Lavagna, who has won the re- 
spect of investors. Mr Lavagna said that the 
government will not seek to suspend the 
bankruptcy law again. The public-works 
scheme will be limited by lack of funds. 
But some economists worry about how in- 
terventionist Mr Kirchner plans to be. 

The new president’s most dramatic 
move was to sack 52 senior military offi- 
cers—the biggest purge since democracy 
was restored in Argentina in 1983. The out- 
going army commander faced accusations 
of human-rights abuse during the 1976-83 
dictatorship. The purge also allowed Mr 
Kirchner to appoint commanders who 
have his trust, having served in his Patago- 
nian province. But it will also save money, 
and was a fairly easy way of showing the 
country who is in charge. 

His next target is the Supreme Court, 
and particularly its “automatic majority” 
of judges loyal to Mr Menem, Argentina’s 
president from 1989-99. The new govern- 
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ment seems to have gathered enough sup- 
port in Congress to impeach one of them, 
Carlos Fayt, who is accused of conflicts of 
interest. That may encourage others to re- 
sign. Since the judges are deeply discred- 
ited, their removal would be popular. 

Mr Kirchner claimed that he would not 
buy political support by slackening off on 
the fight against corruption. A first test of 
that promise will be whether he allows the 
nominally independent National Judicial 
Council to pick new judges, rather than fol- 
lowing Argentine political tradition by 
himself picking cronies. 

In foreign relations, as with the econ- 
omy, Mr Kirchner is unlikely to stray far 
from the policies of Eduardo Duhalde, the 
outgoing president. These have involved a 
break with Mr Menem’s pursuit of “carnal 
relations” with the United States—a stance 
derided by Rafael Bielsa, the new foreign 
minister. Watched by Fidel Castro, who 
came to Buenos Aires for the inauguration, 
Mr Kirchner promised to restore full dip- 
lomatic relations with Cuba. But his prior- 
ity will be close relations with President 
Lula da Silva’s Brazil, the first country he 
plans to visit. Like Lula, Mr Kirchner wants 
to revive the Mercosur trade pact. But Mr 
Kirchner also plans to visit the United 
States, with which he wants a “serious, ex- 
tensive and mature relationship.” 

At best, Mr Kirchner’s Argentina might 
look something like Lula’s Brazil: a centre- 
left and moderately nationalist govern- 
ment that sticks to responsible economics 
while attempting social reform. But Lula 
has a disciplined party behind him, and 
Brazil’s institutions are more robust than 
Argentina’s. Mr Kirchner has little political 
backing; his authority may depend greatly 
on his popularity. The flipside of Pero- 
nism’s flexibility is a long record of popu- 
list mediocrity. Mr Kirchner has an oppor- 
tunity—but much to prove. m 


Campaign finance in Mexico 


Peculiar practices 


MEXICO CITY 


The high cost of democracy 


N JULY 6th Mexico will hold a mid- 

term election in which the 500-seat 
lower house of Congress and several gov- 
ernorships are at stake. Much though Presi- 
dent Vicente Fox and his conservative Na- 
tional Action Party (PAN) would love to 
win the legislative majority they need for 
their liberalising reforms, that looks un- 
likely. Few pundits expect much change in 
Congress, where the formerly ruling Insti- 
tutional Revolutionary Party (PRD remains 
the largest party. Neither of the main par- 
ties has chosen to turn the election into an 
ideological battle. Instead, it is being 
clouded by rows and scandals over cam- 
paign finance dating back to the presiden- 
tial election of 2000. 

The pri was recently convicted of re- 
ceiving more than $45m in illegal funding 
from the trade union at Pemex, the state oil 
company. The independent Federal Elec- 
toral Institute has imposed on the PRI a re- 
cord fine of 1 billion pesos ($98m). That has 
resulted in the bathetic spectacle of the 
once-omnipotent PRI asking its supporters 
for a peso a day to help it pay the fine. But 
its campaigning will not be greatly af- 
fected: it has two years from the end of July 
to pay up. PRI officials say that the scandal 
has hurt the party’s standing with the chat- 
tering classes, but not with the average 
voter. Polls seem to confirm this. Perhaps, 
say cynics, that is because the party had no 
reputation to lose. 

The PAN has a scandal of its own. This 
involves allegations that the “Amigos de 
Fox”, a campaign support committee, 
tapped American companies and wealthy 
foreigners during the 2000 race. Foreign 
campaign donations are illegal in Mexico. 
No clear proof has emerged. But Mr Fox 
has more to lose than the pri, having been 
elected on a promise to cleanse Mexican 
public life. That is why pri politicians are 
refusing to let the matter drop. 

Many Mexicans say the real scandal is 
not the money the parties may have raised 
on the side, but the huge amounts they are 
given up front from public funds. Political 
parties are allowed to raise only 10% of 
their money privately. The rest comes from 
taxpayers, an arrangement partly de- 
signed to keep drug money out of politics. 

This year, the 11 parties fielding candi- 
dates will receive a total of around $500m, 
and the electoral institute roughly the 
same amount to organise the vote. Critics 
point out that the money keeps alive a 
number of small parties that have no other 


money goes to the television channels, 
which charge a fourfold premium for cam- 
paign spots in prime time. 

The electoral institute, one of Mexico’s 
most respected institutions, has itself 
fallen under a small cloud. It emerged last 
month that ChoicePoint, an American 
firm, had bought personal data on mil- 
lions of Mexicans, some of it taken from 
the electoral register. An investigation has 
been launched into how it got the suppos- 
edly confidential data. To some voters, it 


looks like just another wagon in the end- 


less gravy-train of Mexican politics. @ 


Brazil’s president and his Congress 


A majority, sort of 


SAO PAULO 


Capricious allies and friendly foes 


F YOU are a president plotting reforms 

that offend many, a legislative majority 
helps. Brazil’s president, Luiz Inacio Lula 
da Silva, has not had that luxury since tak- 
ing office in January. Now, at least on pa- 
per, he does. On May 27th, after months of 
haggling, the Democratic Movement party 
(PMDB), the third largest in Congress’s 
lower house (and largest in the Senate), 
joined the governing coalition. This gives 
Lula the three-fifths majorities in both 
houses needed to pass constitutional 
changes—including vital reforms of tax 
and social security. But majorities in Bra- 
zil’s Congress are fickle, and Lula may yet 
have to rely on votes from the opposition. 

Few parties are more opportunistic 
than the PMDB. Its origin was as the oppo- 
sition party authorised by Brazil’s military 
dictators of 1964-85. It has been part of al- 
most every democratic government since 
then. Its reward for joining Lula is expected 
to include at least one ministry in a reshuf- 
fle in December and, in the meantime, 
more than a dozen lesser posts. 

The trouble is that the PMDB is less a co- 
herent party than a confederation of re- 
gional barons bound together by a popu- 
lar political brand name. Some are deeply 
hostile to Lula and his Workers’ Party (PT). 
“The PMDB will never give 100% of its 
votes,” says Sérgio Abranches, a political 
scientist in Rio de Janeiro. Others in the un- 
gainly governing coalition, which includes 
small populist and leftist parties, are also 
likely to be awkward. 

But the gravest threat to the govern- 
ment may come from dissidents within 
Lula’s own Workers’ Party. They think that 
the reforms betray the party’s left-wing 
principles. Luciana Genro, one of the re- 
bels, says she “would feel raped” if she had 





to vote for pension reform without a party- 
wide plebiscite beforehand. Dissidents are 
a minority, and only a few of them would 
dare vote against the government. But left 
unpunished, any opposition from the PTS 
own ranks would invite more. 

Party bosses seem unsure what to do. 
They had been moving towards expelling 
four of the most vociferous dissidents, in- 
cluding Ms Genro. But a step towards that, 
a hearing of the party’s ethics commission 
scheduled for this week, was postponed. 
One possible compromise is that the dissi- 
dents would not show up when Congress 
votes on the reforms. | 

In all, guesses Mr Abranches, a fifth of 
Lula’s newly minted majority may fail to 
back some clauses of the reforms. That 
would not necessarily be a disaster: the 
government can drum up the missing 
votes from opposition parties, which are 
friendlier to the reforms than many of its 
allies. In Brazil, it takes more than a paper 
majority to deliver votes in Congress. @ 
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America, Syria, Iran and Hizbullah 
Please sir, we really didn’t 


CAIRO 


America has changed the rules of the game 


N THE old Middle East chessboard, 

the Iranian bishop and the Syrian 
knight were nimble allies. Often aided by 
their little Lebanese pawn, Hizbullah, they 
thwarted the ambitions of other players, 
including Iraq, Israel and America. But 
now the superpower has abruptly 
changed the game, and is imposing new 
rules. Stalemate is no longer an acceptable 
outcome. Whether the issue is stabilising 
Iraq, herding Israelis and Arabs towards 
peace, hunting down outlaws or staunch- 
ing the spread of weapons, America sig- 
nals that it intends to sweep the board. 

It is hardly surprising that Syria, Iran 
and Hizbullah should be hostile to Ameri- 
can designs. Both countries have creaky 
economies and weak armies. Their re- 
gimes are isolated, even at home. Iran’s 
revolutionary religious zeal was long ago 
replaced, in the minds of most of its peo- 
ple, by sullen resentment of rule-by-fatwa. 
Syria’s Baath party is an empty, sloganeer- 
ing shell. Hizbullah remains popular, but 
only amongits core constituency. Without 
the increasingly shrill-sounding call to “re- 
sistance” it would be just another of Leba- 
non’s bickering factions. 

In the eyes of such players, greater 
American influence simply translates into 
a loss of their own. Syria’s regime, split be- 
tween timid reformers and a grasping old 
guard, frets thatit may have to surrenderits 
domination of Lebanon and its influence 
over Palestinian radicals. The conservative 
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clerics who still hold the reins of power in 
Iran see themselves as locked in an ele- 
mental struggle against secularising re- 
formists. Showing weakness to America, 
they fear, could tip the balance, and thus 
extinguish the dream of an Islamic utopia. 

So it was that, before the war on Iraq, 
Syria’s foreign minister said his country 
had a national interest in expelling the in- 
vaders. Hassan Nasrallah, the charismatic 
radical who leads Hizbullah, gave omi- 
nous warning that the Americans would 
face the same gritty resistance from Iraqis 
that bled Israel when it occupied Lebanon. 
Iranians spoke of Iraq becoming a swamp 
that would drown American ambitions. 

While careful not to provoke America 
overtly, the allies even moved to ensure 
such predictions came true. Syria encour- 
aged mujahideen volunteers to travel to 
Iraq and defend its Baathist regime. It 
opened its borders, letting arms supplies 
trickle to Baghdad, and later giving refuge 
to fleeing Iraqi Baathists. Iran beamed con- 
stant and effective propaganda at the Iraqi 
people, casting America as a brutal con- 
queror bent on devouring their country. 
The opposition groups thatit backs, return- 
ing to Iraq from long exile in the Islamic Re- 
public, hammered home the same mes- 
sage while mobilising support among 
Iraqi Shias for clerical rule. 

The swift fall of Saddam Hussein has 
dampened, but not extinguished, the hope 
that Iraq will in the end prove a costly de- 
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bacle for America. Iran’s and Hizbullah’s 
hardliners still rail against America’s arro- 
gance and treachery. More quietly, old- 
school Baathists in Syria follow suit. 

Yet the old allies are also feeling the 
heat. Syria has quickly moved to accom- 
modate American demands. Wanted Ira- 
qis are now routinely handed to American 
forces. The Damascus offices of Palestinian 
groups such as Hamas and Islamic Jihad 
have been muzzled or closed. 

Bashar Assad, Syria’s president, re- 
cently stated, for the first time, that he 
would accept whatever peace deal the Pal- 
estinian people approve. He has also af- 
firmed that his support for Hizbullah ex- 
tends only to its “defence of Lebanon 
against Israeli threats”. Belatedly and frost- 
ily, Syria has endorsed the American- 
sponsored road map to an Israeli-Palestin- 
ian peace. Its foreign minister even lis- 
tened politely to a speech by his Israeli 
counterpart at last week’s gathering of 
European and Middle Eastern ministers. 


Protesting, but not listened to 
Iran, faced with more direct American 
threats and a suspension of secret talks, 
has also shown some caution. Charged in 
the wake of the terrorist bombing in Ri- 
yadh with harbouring al-Qaeda oper- 
atives, it said the wanted men had all been 
arrested, pending further investigation. 
President Muhammad Khatami, feted 
by Hizbullah during a recent trip to Beirut, 
insisted that Iran wanted to avoid any es- 
calation of tension in the region. He has 
also insisted that Iran has no designs on 
Iraq, and that Iraqis should be free to elect . 
whatever government they choose. But Mr 
Khatami represents only part of Iran’s frac- 
tious ruling establishment, with little con- 
trol over such things as intelligence opera- 
tions or the ambitious nuclear programme 
that is a particular concern for America. W 


44 Middle East and Africa — 
Israel and the Palestinians 


A new, flickering 
hope 


JERUSALEM 
Could George Bush’s personal 
involvement light the darkness? 


OES Ariel Sharon mean what he 

sometimes says? This riddle, intrigu- 
ing for years on a hypothetical level, has 
taken on urgent significance with Israel’s 
acceptance of the American-sponsored 
“road map” designed to produce a two- 
state peace between Israel and Palestine. 
Mr Sharon rammed the map through his 
right-wing cabinet on May 25th, leaving 
some of his supporters aghast by his delib- 
erate use of the buzzword “occupation”. 

“He might as well cross the road from 
his house and join the [peacenik] Women 
in Black demonstrating against him,” one 
settler leader wailed. The progenitor of the 
settlements, said another, was about to de- 
stroy his own creation. The road map re- 
quires Israel immediately to dismantle 
new settlement outposts erected since 
March 2001, and to freeze further building 
in all the settlements. 

It also requires the Palestinians to re- 
form their government, which they have 
begun to do, and to crack down on terro- 
rism, which they have not as yet. The set- 


tlers, and their rightist and religious hinter- 


land, had been confident that Palestinian 
non-performance would see off the road 
map, and render Mr Sharon’s sometimes 
disturbingly peacelike words reassuringly 
ephemeral. Now they are not so sure. 

For the first time George Bush is invest- 


ing presidential prestige in a direct and per- 


sonal way in the politically dangerous pur- 
suit of peace in Palestine. A three-way 
summit is planned in Jordan next week be- 





Sharon too is a peacenik, say critics 
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tween Mr Bush, Mr Sharon and Mahmoud 
Abbas, the new Palestinian prime minister 
who is still more commonly known as 
Abu Mazen. Demonstrating the presi- 
dent’s determination, his senior aides gave 
fairly short shrift last week to a list of 14 
“reservations” to the road map that Mr 
Sharon’s team submitted. 

These comprise an Israeli gloss on the 
document. After haggling, all the Ameri- 
cans agreed to say was that they would 
“fully and seriously address” Israel’s “real 
concerns” once implementation of the 
road map was under way. But they de- 
manded that Mr Sharon now acceptit, and 
get his cabinet formally to endorse it. 

With the reservations intact, Mr Sharon 
was able to woo several waverers among 
his own Likud ministers. Close relations 
with America, he argued in cabinet, were 
Israel’s highest strategic priority. The econ- 
omy, too, would never get right without a 
political solution. It was wrong, he went 
on, for Israel to maintain its forcible occu- 
pation over 3.5m Palestinians. “That’s 
what it is,” he told a querulous Likud fac- 
tion meeting in the Knesset next day. “It’s 
occupation. You may not like to hear that 
word, but that’s what itis.” 

In the event, the cabinet vote was a 
comfortable 12 in favour, with seven 
against and with four Likudists abstaining. 
The two far-right coalition partners, the 
National Union and the National Religious 
Party, said they were staying in the govern- 
ment even though they opposed the road 
map vehemently, because to leave would 
open the way for the Labour Party to join. 

The arguments that he made and the 
language that he used are the stock-in- 
trade of the peace camp, and Mr Sharon 
plainly was using them advisedly. Later he 
backed off a bit, explaining that the Pal- 
estinian people were occupied, whereas 
the land itself was “disputed”. But the set- 
tlers were unimpressed with this casu- 
istry. Mr Sharon has long spoken of his 
readiness to make “painful concessions”. 
They fear the pain will be theirs. 

Mr Abbasis less certain. “I'll believe [Mr 
Sharon] only when he implements the 
road map,” he told Haaretz, an Israeli pa- 
per, on May 28th. “The implementation is 
the only test.” He said the Israeli reserva- 
tions were irrelevant so far as he was con- 
cerned, and indicated that the Americans 
had advised him to ignore them. 

Pushed by all sides to end Palestinian 
violence, Mr Abbas is seeking to secure a 
ceasefire that is accepted, even if not ex- 
plicitly, by the Islamist military factions. 
After meetings in Gaza, the Islamists’ mes- 
sage to Mr Abbas seems to be yes to a mu- 
tual ceasefire, no to a unilateral one. “If 
Abu Mazen comes back from Sharon with 
an end to the assassinations and the raids 
[into Palestinian areas], we will not embar- 
rass him,” said Ismail Abu Shanab, a Ha- 
mas leader in Gaza. If not, the “resistance” 
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will continue, witness the blitz of suicide 
bombings that rocked Israel in May. 

In the past Israel has ruled out a truce, 
claiming that it would be a ruse to allow 
Hamas and the other militias to replenish 
their firepower. But recently Mr Sharon 
has floated the kite of a “temporary” cease- 
fire, followed by vigorous Palestinian ac- 
tion against the militias. Mr Abbas badly 
needs this reprieve, partly to rebuild his all 
but destroyed police forces. 

More important, an end to the Israeli in- 
cursions, assassinations and house demo- 
litions would give tangible proof to Pal- 
estinians that the road map is something 
more than words on paper. For the first 
time since the intifada erupted in Septem- 
ber 2000, there are solid Palestinian ma- 
jorities wanting to exchange the blood of 
revolt for the quiet of negotiations. But 
their support is conditional on Israel with- 
drawing from Palestinian cities, freezing 
settlement construction and returning a 
degree of normalcy to Palestinian life. 
Without these the intifada will continue, 
and be directed not only against Israel. m 


Arrests in Saudi Arabia 
Website peril 


JEDDAH 


Cracking down on al-Qaeda suspects 


ONTINUING their pursuit of ex- 

tremists, long nurtured in the royal 
family’s backyard, the Saudis this week 
arrested five alleged al-Oaeda members 
in the holy city of Medina. The five, 
caught in an internet café, are thought 
to belong to the al-Qaeda cell whose 19 
members escaped from Saudi security 
forces after their hide-out was raided 
on May 6th, a week before the Riyadh 
bombing on May 12th. 

They include Ali Abdul Rahman al- 
Ghamdi, alleged to be the mastermind 
behind that bombing. While on the 
run, Mr Ghamdi posted a letter on an 
Islamist website saying that he was not 
part of the group, though he sympa- 
thised with its “martyrdom operation”. 

Another eight al-Qaeda sympa- 
thisers were said to be on the run in 
Medina. They included three self-ap- 
pointed religious leaders, from the king- 
dom’s Wahhabi heartland, who had 
issued a fatwa stating that all Saudis 
should give assistance to the 19 al- 
Qaeda suspects. Unconfirmed reports 
said that two of the three clerics had 
been shot dead in a gunfight. 

But there are still stern limits on tak- 
ing on the Islamists: Jamal Khashoggi, 
the editor-in-chief of Al-Watan, Saudi 
Arabia’s leading reformist daily, has 
been sacked. His crime? To have criti- 
cised the kingdom’s religious police. 


ya y EE AS ea E, a Se cy 5 fy >y r“ -a ur è e A ne a a Wate > 
. (75% g re To SELASA CENT A io TS : { aMi Maí ` i zi a 
‘The Economist May aIt 2003 9.6 a es ie tle 
ee 4 Zak UT ae ae Oa RAS aoe tea oe ECR, cae | Be Eas) toes OT ae Sere: i Pee ` © ye, 


Shia renaissance in Iraq 
God liberated us, 
not Mr Bush 


KARBALA AND NAJAF 
A looming clash between America and 
Iraq’s reawakened Shias 


HE old aphorism “Cairo writes, Beirut 

publishes, and Baghdad reads” once 
again rings through Iraq’s holy cities. Book- 
stalls have multiplied, peddling photocop- 
ied confessions of Saddam Hussein’s for- 
mer intelligence chiefs, often brought out 
chapter by chapter for those who cannot 
afford the whole text. A profusion of news- 
papers sell by the page, or even the article. 

Religious tomes arrive from Beirut by 
the lorryload, among them “Mafatih al-Ja- 
nan”, the manual of Shia ritual for which a 
Karbala bookseller, Muhammad al-Baz- 
zaini, was sentenced to eight months in 
Baghdad’s Abu Ghraib jail. He reveals the 
concealed cupboard where the secret po- 
lice found his stash of sacred texts. 

For over a generation, the Baath led a 
war on the Hauza, the religious colleges 
running Shia affairs. Clerics accused of 
Persian origins were expelled. Others were 
slaughtered, imprisoned with their fam- 
ilies or forced underground. The colleges 
padlocked their gates. By the mid-1980s, 
say clerics, students at the sole functioning 
Hauza in Najaf could be counted in hun- 
dreds. And after the 1991 uprising, the cleri- 
cal quarter between Karbala’s two shrines 
was bulldozed, and a park built on the rub- 
ble of its seven ancient schools. - 

Now, nearly two months after the war, 
Najaf’s secret scholars have emerged from 
the woodwork to prepare for the return of 
Shia luminaries from their exile in the Ira- 
nian city of Qom. Sobbing exiles lug suit- 
cases round the shrines, as Farsi again ech- 
oes through the mosques. Taqi Mudarassi, 
forced out of Karbala aged 28, has returned 
from Tehran a grand ayatollah, and this 
month opened two schools for 300 stu- 
dents. Shia mosques soak up the armies of 
unemployed with a promise to pay sti- 
pends to cover living expenses after three 
months of tuition. Najaf, say the clerics, al- 
ready bustles with 3,000 students. 

America’s overthrow of the Baath is 
spawning a Shia renaissance, not entirely 
to America’s liking. The explosion of reli- 
gious zeal has spilled into politics beyond 
the control of Grand Ayatollah Ali Sistani. 
Each ayatollah seems to have his own 
weekly paper, party, and real estate. 

From its base in a hotel in Najaf, Hizb al- 
Dawa, a Shia party that has opposed the 
Baath since the 1960s, sends out its cadres 
to pin notices from its Lebanese offshoot, 
Hizbullah, on the walls of Imam Ali’s 
shrine. To a man, the clerics deny any ties 
to the Americans, and contest their right to 


Iraq's mass graves 


As the horrors are unearthed | 


KARBALA 


Saddam Hussein’s awful legacy 


FTER cradling one of the 475 white 
nylon sacks laid out on the concrete 

floor, Um Jassim opens the shroud and 
sifts through the bones. She strokes a 
bone attached to a blindfolded body, 
and kisses the teeth. My only son she 
wails, beating her chest. Bring him back. 

The unearthing of Saddam Hussein’s 
mass graves has barely begun. But al- 
ready the roads are full of taxis with 
makeshift coffins stuck to their roofs, 
heading for the world’s largest cemetery 
at Najaf, where Shias bury their dead. 
The bodies date back two decades, from 
1980, when membership of some Is- 
lamic groups carried the death penalty, 
to an uprising in March 1999. Parents 
scour the lists pinned to the walls of 
youth centres and mosques. Some re- 
turn home with a sack in the boot of 
their car, a few carry a body home. But 
most of the bodies remain unclaimed. 

A British forensic team is visiting Iraq, 
hoping to match the DNA of the dead 
with the DNA of the missing. Many have 


govern Iraq. The multiple-stabbing of 
Abdul Majid al-Khoei, the respected son of 
an ayatollah who was flown from London 
to Iraq in a CIA plane, was a lesson to 
would-be collaborators. God not Mr Bush 
liberated us, say clerics. 

The Americans say that an Islamist 
state will not be tolerated. Is a clash inev- 
itable? Disciples of one of Iraq’s more ex- 
citable sects protest at the arrest of armed 
preachers who hailed the emergence of 
Khomeini-style rule. But for now, say the 
ayatollahs, the time is not ripe for jihad, or 
even, add some, America’s departure. 

Prominent ayatollahs talk of reform, in- 
cluding the opening of Hauzas for women. 
Najaf’s clerics, looking for new projects in 
which to invest their tithes, outline plans 
for a religious university with science and 
medical faculties, and for the launch of sat- 
ellite Hauza TV. The clerics are also putting 








been identified by their clothes, says an 
announcement on Najaf television. The 
revelations feed the desire for revenge. 
Every mosque is plastered with photo- 
graphs of missing people, men and 
women. Human Rights Watch puts the 
number of missing at 290,000. 

Some of the bodies appear to have 
been caught in the crossfire of Iraq’s 
wars. Many were deliberately massa- 
cred. One man recalls a day in 1991 after 
the Shia uprising was suppressed. The 
Republican Guard trawled through the 
town with loudspeakers, summoning 
men aged 17 to 70 to gather at a cross- 
roads on the outskirts to meet Hussein 
Kamel, the president’s son-in-law. When 
they arrived, 17 were immediately shot. 
Hundreds more were packed into 40 
buses waiting at the side of the road. 
When the buses had filled up, soldiers 
flagged down empty lorries and piled 
the remaining men in. He alone, he says, 
managed to jump off when the lorry 
stopped at a traffic light. 


out feelers to the secular world, though the 
dialogue is sometimes strained. Ayatollah 
Mudarassi, with his strangely straggly 
beard, invited the president of Karbala’s 
university, twitching a fine moustache, to 
a cross-legged meeting on a mat. The presi- 
dent left loaded with books on Islamic law 
for his library, wary that he had accepteda 
Trojan horse for the takeover of his law fac- 
ulty, if not his campus. 

American commanders say that Kar- 
bala is their best-run city in central and 
southern Iraq. Could something positive 
emerge from America’s occupation of the 
font of Shia Islam? In Najaf, where Ayatol- 
lah Khomeini studied with his Hizbullah 
classmates, American marines now take 
crash courses in the local faith. Resolution 
of the long enmity between America and 
Shia Islam might be too ambitious, but 
knowing each other is a start. @ 





Rwanda’‘s new constitution 


The fear of majority rule 


KIGALI 


Rwandans vote for the ruling party’s so-so idea of democracy 


OTHING was left to chance. To make 

sure that the referendum to approve 
the new constitution went smoothly, 
Rwandans were given time off work to reg- 
ister to vote. Nearly 4m—over 95% of eligi- 
ble adults—did so. On the day itself, May 
26th, shops and offices were closed, and 
the government requisitioned vehicles 
from foreign aid groups to ferry ballot 
boxes around. Rwanda’s president, Paul 
Kagame, likes things to run like clockwork, 
without surprises. And indeed, there was 
nothing surprising about the result: from 
an 87% turnout, 93% put their thumbprint 
in the box marked “Yes”. 

The purpose of the new constitution, a 
product of nearly two years of reasonably 
transparent debate, is to allow more de- 
mocracy without inviting another geno- 
cide. It seeks to do this by ensuring that nei- 
ther of the two main ethnic groups, the 
Hutus or the Tutsis, can wholly dominate 
the other. Multi-party elections, Rwanda’s 
first since the 1960s, are to be held later this 


Iraq's antiquities 


year. No matter how people vote, the con- 
stitution stipulates that no party may hold 
more than half the seats in the cabinet. It 
also states that the president and the prime 
minister must be from different parties. 
Without such checks, democracy 
would probably give the Hutus, a large ma- 
jority of the population, a permanent mo- 


nopoly of power. Tutsis, such as Mr Ka- 


game, shudder at this notion. Understand- 
ably so: the last Hutu-dominated govern- 
ment tried to exterminate them all. The 
trouble is that the system can function 
only if the parties themselves are healthy 
and free. And they are not. 

The new constitution forbids parties 
from organising at grass-roots level—but 
the ruling party, Mr Kagame’s Rwandan 
Patriotic Front (RPF), is hardly affected, as it 
already has a mighty field operation, 
which it fine-tuned during local elections 
in 2001. Moreover, the government has, in 
effect, banned its only serious rival. In De- 
cember, a parliamentary investigation 


Mesopotamia’ s vanishing treasures 
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Looting. atremoter pa sites continues relentlessly 


“1 AFEGUARDS, carried out by the co- 

J alition and bolstered by local watch- 
men, have puta stop to the looting of 
Iraq's priceless archaeological sites. Or 
so said Pietro Cordone, the suave Italian 

who has been appointed to look after 
Iraqi culture, on May 18th. Mr Cordone is 
not telling the truth. 
~ On May 25th, this correspondent vis- 
ited the partially excavated site of 
Umma, one of the world’s earliest 
known city states, in the southern prov- 
ince of Dhiqar. Some 100 looters were 
visible, many digging on the tell. Others, 
according to locals, were dotted round 
the sprawling site. Looting at Umma has 
now entered its second month. 

_ Before the war, 116 watchmen did a 
reasonable job of protecting hundreds 
of sites across the province. Now, they 

are powerless to prevent the invasion by 
armed gangs, up to 200-strong, often ac- 
companied by dealers in jewellery and 
cuneiform seals. Provincial officials 
know for sure of six important sites that 
have been looted, or are e being looted; 


the real figure is certainly much higher. 

Adel Amir al-Hamdani, who over- 
sees monuments across Dhigar, notes 
that the remains of palaces and temples, 
some dating from the third century BC, 
have been obliterated in the frenzy. Lo- 
cal labourers may have guided gangs to 
some places, but the looting of unexca- 
vated sites, whose existence is largely 
unknown, suggests expert collusion. 

Iraqi officials accuse Dhiqar’s Ameri- 
can administrators of indifference to the 
unfolding catastrophe. On May 23rd, 
people near Umma saw two American 
helicopters land, scattering the looters. 
The pillagers returned 20 minutes later, 
after the helicopters took off. 

Jon Anderson, an American major 
stationed near the celebrated site of Ur, 
describes efforts taken during the fight- 
ing around Ur’s ziggurat, to prevent van- 
dalism “that could have been blamed on 
the coalition.” A serviceman, caught 
prising a brick, has been disciplined. If 
only this vigilance was being extended 
to Mesopotamia’s less visible treasures. 





Will she get what she wants? 


was launched to determine whether the 
Democratic Republic Movement (MDR) 
was guilty of “divisionism”, the catch-all 
term for encouraging citizens to think of 
themselves as Hutus or Tutsis first, and 
Rwandans second. A 1,000-page report 
concluded that it was. 

This is unfair. Although the party is 
largely Hutu, and a breakaway MDR fac- 
tion did participate eagerly in the geno- 
cide, the MDR today is quite respectable. 
Mr Kagame used to think so, too: his party 
has governed in coalition with it since 
1994. Nonetheless, on April 15th parlia- 
ment voted to dissolve the MDR. The party 
will probably not survive the summer. 

The RPF, meanwhile, is signing up new 
members at an impressive pace. Its powers 
of patronage are one attraction, but so, ac- 
cording to Human Rights Watch, a lobby- 
ing group, is a widespread fear that those 
who do not join will be labelled “division- 
ists”. There is no official sanction for this, 
of course, but at least seven prominent dis- 
sidents have disappeared recently. 

One, Leonard Hitima, an MDR deputy 
who was preparing to defend the party 
against dissolution—and who happens to 
be a Hutu who saved Tutsis during the 
genocide—vanished in early April. His car 
turned up near the Ugandan border. The 
government suggested that he had de- 
fected to Uganda, Rwanda’s arch-rival. 
Maybe, but previous defectors have typi- 
cally made public their reasons for fleeing. 

By the standards of previous regimes, 
the RPF is not unduly repressive. Juvenal 
Habyarimana, a happily dead dictator, de- 
creed that all Rwandans had to join the rul- 
ing party, even babies. The RPF is prepared 
to allow a measure of pluralism, but not, it 
seems, to lose power. The new constitu- 
tion allows the next president, who will 
surely be Mr Kagame, a seven-year term, 
renewable once. Mr Kagame says he ar- 
gued for this to be reduced to five years, but 
what can a man do? m 
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Partners in health 


Please visit www.bd.com. 


Over 16 million people in China are living with a 
disease they know little or nothing about. 
Diabetes, known for decades in many countries 
as the “silent killer”, has rapidly become a major 
chronic disease for the Chinese. 

Project HOPE and its partners are combining 
education with public awareness campaigns to 
slow the spread of the disease. 

The ultimate goal of the partnership is to 
train Chinese nurses, physicians and dieticians so 
they in turn can train staff and medical profes- 
sionals. To date, more than 100,000 individuals 
in 23 Chinese provinces have received training. 

Since the development of the BD glass 
syringe for insulin delivery in 1924, BD has been 
a major provider of healthcare devices and 


BD and BD Logo are trademarks of Becton, Dickinson and Company. © 2003 BD. 


In 1983, at the invitation of China's Ministry of 
Health and university medical centers, Project 


HOPE became the first private international health 
organization to make a long-term commitment to 


improving this vast nation's healthcare system. 
Recently, Project HOPE's China Diabetes 


Program was launched to increase both public and 


professional awareness of diabetes and improve 
the quality and availability of diabetes care. To 
learn more, visit www.projecthope.org. 


Helping all people 


live healthy lives 


educational programs for health professionals 
and diabetes sufferers. It was natural then for 
BD to partner with Project HOPE and share its 
expertise and financial support for the China 
Diabetes Program. 

BD is a medical technology company 
serving some of the greatest needs of the 
global community. Healthcare institutions, 
life sciences researchers, clinical laboratories, 
industry and the general public all rely on 
BD products every day. 

BD is privileged to partner with Project HOPE 
and organizations like it to protect life by 
addressing fundamental healthcare issues in 
every corner of the world. 

BD- Helping all people live healthy lives. 
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In many countries the stockmarket bubble has been replaced by a 
property-price bubble. Sooner or later it will burst, says Pam Woodall, 
our economics editor 


66 IDD UYING property is by far the safest 
investment you can make. House 
prices will never fall like share prices.” This 
is the advice offered by countless estate 
agents around the globe. In the absence of 
attractive investment opportunities else- 
where, home buyers have needed little en- 
couragement: from London to Madrid and 
from Washington to Sydney, rising house 
prices have been the hot topic of conversa- 
tion at dinner parties. Over the past seven 
years, house prices in many countries 
have risen at their fastest rate ever in real 
terms. And now institutional investors are 
also eagerly shifting money from equities 
into commercial property. Many property 
analysts scoff at the suggestion that an- 
other bubble is in the making. House 
prices may have fallen after previous 
booms, but “this time is different”, they in- 
sist. That is precisely what equity analysts 
said when share prices soared in the late 
1990s. They were proved wrong. Will the 
property experts suffer the same fate? 

This survey will examine investors’ 
current love affair with both residential 
and commercial property (or real estate, as 
Americans call it). It will explore the latest 
trends in property prices around the globe 
and consider different methods of estimat- 
ing fair value in order to assess whether 
there is a bubble. This may well be the sin- 
gle most important question currently 
hanging over the world economy. Given 
the fragile state of many economies, the 
bursting of a housing bubble could easily 
drag them into recession. 

Property is probably the biggest busi- 


ness in the world. By one estimate, con- 
struction, the buying, selling and renting 
of properties and the imputed benefits to 
owner-occupiers account for around 15% 
of rich countries’ GDP. Property also 
makes up around two-thirds of the tangi- 
ble capital stock in most economies. Most 
important of all, property is by far the 
world’s biggest single asset class. Investors 
have much more money tied up in prop- 
erty than in shares or bonds (see chart 1). 
A lot more people own homes than 
own shares. In all the big developed econ- 
omies bar Germany, well over half of all 
households are home-owners (see chart 2, 
next page). In most of Europe and Austra- 
lia, housing accounts for 40-60% of total 
household wealth, and in America for 
about 30%. And even in America the typi- 
cal household on an average income holds 
six times as much wealth in residential 
property asin shares. 
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No place like home . 2 


% of households owning homes, latest 
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> economic research into the property mar- 
ket than into the stockmarket, the bond 
market or the foreign-exchange market. 
One reason is that until recently much of 
this property investment was held fairly 
passively. For most people a home was 
simply a place to live. For most firms offices 
were a necessary but relatively unimpor- 
tant part of their infrastructure. Commer- 
cial property made up less than 5% of most 
institutional investors’ portfolios. But now 
many people, having lost faith in shares, 
see their home as an investment that will 
appreciate rapidly in value. Financial insti- 
tutions are also pushing up the share of 
commercial property in their portfolios. To 
both sorts of investor, property seems to 
offer attractively high returns—as well as a 
safe haven in an increasingly risky world. 


Betting the house 
Over the past few years, house prices have 
been booming almost everywhere except 
Germany and Japan. Since the mid-1990s, 
house prices in Australia, Britain, Ireland, 
the Netherlands, Spain and Sweden have 
all risen by more than 50% in real terms. 
American house prices are up amore mod- 
est 30%, but that is still the biggest real gain 
over any such period in recorded history. 
Commercial-property prices in some big 
cities have also been looking rather frothy. 
These property booms have been 
partly driven by economic fundamentals, 
but bubble-like symptoms abound. Real- 
estate investment has even made it into a 
TV series, “The Sopranos”. In one recent 


episode, the wife of Tony, the Mafia boss, 
suggested he invest in a real-estate invest- 
ment trust (a fund which enables small in- 
vestors to buy commercial property). 
Many viewers took her advice. 

Rewards from investing in property in 
the past are certainly impressive. In Britain, 
for example, over the past ten years the to- 
tal return from both commercial and resi- 
dential property (including rental income) 
has been well over 10%, beating the return 
on equities or gilts. Over the past three 
years, British house prices have risen by 
55%, whereas share prices are 40% down. 

Over the past ten years, the total return 
from buying a house (including the im- 
plicit rental income) has exceeded the re- 
turn from shares in half the countries in 
chart 3. But these figures understate the 
possible gains from investing in property. 
Unlike equities, most homes are bought 
with borrowed money, and the resulting 
leverage can greatly lift the return on the 
initial stake (or increase any loss). Suppose 
you had invested $20,000 in shares, which 
after five years are now worth $40,000, in- 
cluding reinvested dividends, implying an 
annual return of 15%. Then suppose you 
had used the $20,000 as a deposit on a 
$100,000 house that over five years had 
risen in value by a more modest 7% a year, 
to $140,000. Assume, for simplicity, that 
mortgage-interest payments and mainte- 
nance costs exactly offset the rental in- 
come. The average annual return on your 
deposit would have been almost 25%. 

In addition, the taxman tends to treat 
housing far more favourably than finan- 
cial assets. In most countries, owner-occu- 
piers get tax relief on their mortgage inter- 
est payments or first-time buyers get a tax 
credit, and owner-occupiers are at least 
partially exempt from capital-gains. tax. 
Admittedly the transaction costs of buying 
and selling property are high, but on rea- 
sonable assumptions the after-tax return 
from housing over the past decade has ex- 
ceeded that from shares in most countries. 

How long can the party last? Estate 
agents, builders, lenders, many econo- 
mists and even Alan Greenspan, chairman 
of America’s Federal Reserve, have all in- 
sisted that there is no house-price bubble. 
Rising house prices, the argument goes, are 
fully justified by low interest rates, rising 
real incomes, growing populations and a 
fixed supply of land. But this sounds alittle 
like the “wall of money” argument used to 
defend inflated share prices in the late 
1990s. Prices had to rise, it was said, be- 
cause the number of shares in which pen- 
sion funds could invest their billions was 


limited. Investors mistakenly came to be- 
lieve that the traditional link between 
share prices and profits no longer mat- 
tered. Home-owners may be making a 
similar mistake today. 

It is often argued that property is a 
much safer investment than shares be- 
cause a share is just a (possibly worthless) 
piece of paper, whereas bricks and mortar 
are something tangible. Yet that tells us 
nothing about their relative value. Bubbles 
form when the price of any asset gets out 
of line with its underlying value. 

Home prices are not listed daily in the 
Financial Times, but the same sort of valu- 
ation analysis can be applied to houses as 
to shares. The price you pay for a property 
should reflect the future rent at which you 
could let it. The fact that in many countries 
prices of homes and commercial buildings 
have been rising much faster than rents 
should be ringing alarm bells. 

Housing is just as prone to irrational ex- 
uberance as is the stockmarket. Property is 
increasingly viewed as an easy way to 
make money. People buy a home in the 
expectation that its price will continue to 
rise strongly over time. Such expectations 


lie at the heart of all bubbles. Given the » 
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> boom in the property market over the past 
few years, at the very least house-buyers 
betting on further rapid house-price gains 
are likely to be disappointed. Worse, there 
is a risk that house prices will take such a 
tumble that they take whole economies 
with them. 


Vicious cycles 

Swings in property prices can have a big 
impact on economic growth. Since the IT 
and stockmarket bubbles burst, rising 
property prices around the globe have 
helped to prop up the world economy. Ris- 
ing house prices have boosted consumer 
spending by making people feel wealthier, 
offsetting the effect of falling share prices. 
Consumers have also been able to borrow 
more against the higher value of their 
homes, turning capital gains into cash 
which they can spend on a new car or a 
holiday. For firms, property is the main 
form of collateral for borrowing, so swings 
in commercial-property prices can also 
influence corporate investment. 

But just as rising house prices help to 
boost spending, so falling house prices can 
cause economic pain. In an analysis of a 
number of earlier housing bubbles, the 
IMF’s latest World Economic Outlook 
found that output losses after house-price 
busts in rich countries have on average 
been twice as large as those after stock- 
market crashes. The average real decline 
after a house-price bust has been more 
modest than after a stockmarket crash 
(30% over four years against 45% over two- 
and-and-half years), but at the end of that 
period GDP had fallen by an average of 8% 
relative to its previous growth trend, com- 
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OVEMENTS in house prices have a 

much bigger effect on economies 
than swings in share prices. Unfortunately 
timely data on house prices across differ- 
ent countries are much harder to come by 
than share-price information. To help fill 
this gap, The Economist last year launched 
a set of global house-price indices for 13 de- 
veloped economies, going back to 1975 
and giving both nationwide averages and 
figures for big cities. The data, which are 
updated quarterly, come from a variety of 
sources, including estate agents, lending 


pared with 4% after a share-price bust. The 
IMF also found that a sharp rise in house 
prices in real terms is much more likely to 
be followed by a bust than is a share-price 
boom. 

There are three reasons why a house- 
price bubble might cause more harm on 
bursting than a stockmarket bubble. First, 
house prices have a bigger wealth effect on 
consumer spending, largely because more 
people own their homes than own shares. 
A study of 14 countries by three American 
economists, Karl Case, John Quigley and 
Robert Shiller, found that in most econo- 
mies a change in property prices had at 
least twice as big an effect on consumer 
spending as a change in share prices of the 
same order. 

Second, people are much more likely to 
borrow to buy a home than to buy shares. 
Some of them inevitably borrow too much 
and later have to curb their spending. 
Third, a decline in property prices also 
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institutions and government agencies. The 
indices may not be fully comparable be- 
tween countries, but they are based on the 
most reliable figures available. 

Since 1995, house prices have increased 
threefold in Ireland, more than doubled in 
the Netherlands and Britain, and gained at 
least two-thirds in Australia, Spain and 
Sweden (see table 4, next page). After ad- 
justing for inflation, real house prices have 
increased by more than 25% everywhere 
except Japan, Germany, Canada and Italy. 
In many countries prices have risen faster 





leaves some households with homes 
worth less than the amount they have bor- 
rowed, so housing busts have a greater ef- 
fect on banks, which are typically heavily 
exposed to real estate. Falling house prices 
lead to an increase in banks’ non-perform- 
ing loans, and as their collateral shrinks, so 
does their capacity to lend. 

This survey will conclude that the latest 
housing boom has inflated bubbles in sev- 
eral countries, notably America, Australia, 
Britain, Ireland, the Netherlands and 
Spain. Within the next year or so those 
bubbles are likely to burst, leading to falls 
in average real house prices of 15-20% in 
America and 30% or more elsewhere over 
the next few years, in line with average 
price declines during past housing-market 
busts. This time, however, with inflation 
so low, house prices will fall more sharply 
in money terms than they did in the past. 
In Britain as a whole, for example, average 
nominal house prices are likely to drop by 
20-25%, and in London by much mote. Sig- 
nificant numbers of owners may be left 
with homes worth less than their mort- 
gages—especially as the proportion of 
owner-occupiers with mortgages exceed- 
ing 80% of the value of their homes is 
higher now than it was in the previous 
bustin the early 1990s. 

There are already signs in some cities, 
such as London, New York and Amster- 
dam, that the housing market is cooling 
fast, but estate agents still insist that prices 
are unlikely to fall by much. Tell that to the 
couple who bought a four-bedroom house 
in San Francisco for $2.1m in 2000, then di- 
vorced and had to sell the house only two 
years later for $1.45m. m 





in real terms than during previous booms. 

What has been unusual about this 
boom is the timing. Real house prices nor- 
mally fall during economic downturns, 
but in this cycle prices in most countries 
have accelerated. Low inflation has meant 
that central banks have been able to slash 
interest rates. This has encouraged new 
mortgage borrowing, fuelling house-price 
inflation. The biggest increases in house 
prices last year were in Britain (25%) and 
Australia (18%). 

The 27% real price increase in American » 
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> homes since 1995 seems modest compared 
with the gains in some European coun- 
tries, yet it is the biggest ever seen in the 
United States during any cycle in the past 
half-century, and twice as large as the 
price gains during the real-estate booms in 
the late 1970s or the late 1980s. National 
figures conceal even larger increases in 
some of the big cities. In New York real 
home prices have risen by 47% since 1995, 
almost twice as fast as the national aver- 
age; in San Francisco they have jumped by 
70%. In many other countries, too, prices in 
the big cities have gone up much faster 
than average, most notably in London, 
where prices have risen by a vertiginous 
136% in real terms since 1995. 
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At the other extreme, house prices have 
fallen in nominal as well as in real terms in 
Germany and Japan over the past seven 
years. A house in Tokyo now costs less 
than half what it did in 1991, after a now 
legendary property-price bubble in the 
late 1980s. Yet the 36% real increase in aver- 
age house prices in Japan in the seven 
years to 1991 was less than the increase 
over the past seven years in half of the 
countries we track in our index. 

German houses used to be the most ex- 
pensive in Europe: in 1975, they cost three 
times as much as French ones. Today the 
two have more or less evened up, largely 
because German house prices have been 
steadily declining in real terms. Germany 
is still suffering a hangover from a massive 
construction boom after unification, en- 
couraged by government subsidies and 
tax breaks. Prices in eastern Germany are 
still falling in response to excess supply, 
though in western Germany they have 
risen slightly over the past few years. It has 
not helped that Germany has the highest 
real interest rates in the euro area because 
it has the lowest inflation rate. 

By contrast, in Spain, Ireland and the 
Netherlands, which have seen the biggest 
house-price gains in the euro zone, real in- 
terest rates in recent years have been much 
lower, or even negative, because these 
countries have had above-average infla- 
tion rates. Spain’s housing boom has also 
been fuelled by rapid growth in jobs and 
incomes as the economy has been catch- 
ing up with the rest of the European Un- 
ion. Moreover, there was a frantic rush to 
spend black-economy pesetas and D- 
marks on homes in Spain before the intro- 
duction of the euro made them hard to 
convert. Some of the biggest price gains 
have been in holiday homes on the Costa 
del Sol and other coastal areas, thanks to a 
flood of foreign buyers, especially Britons 
and Germans. 

Spain, Ireland and the Netherlands also 
have the most generous tax relief on 
home-buying in Europe. In the Nether- 
lands, mortgage-interest payments are 
100% tax-deductible at the buyer’s top 
marginal rate. The Dutch mortgage market 
has also become much more competitive 
over the past decade, making it easier for 
home buyers to get bigger loans. 

Ireland’s extraordinary housing boom 
has been spurred by rapid population 
growth, negative real interest rates and a 
booming economy. The Irish government 
introduced anti-speculation measures in 
1999-2000, including a 9% stamp duty on 
investment properties and an annual 2% 
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tax on the value of a property for the first 
three years if rented out. These have since 
been abolished. After dipping briefly in 
2001, house prices took off again last year. 

The two other big euro-area econo- 
mies, France and Italy, have both seen 
house-price inflation of 5-6% a year in real 
terms over the past four years, but this fol- 
lows five or more years when real prices 
slumped after a boom in the late 1980s and 
early 1990s. Despite the recent jump in 
prices, Italian houses are still 8% cheaperin 
real terms than they were in 1992. 


Surfing the waves 
Over time, housing booms and busts in 
Europe, and especially in Britain, have 
been more pronounced than in the United 
States (see chart 5). House prices have also 
been more volatile in cities, where the sup- 
ply of building land is more limited. For ex- 
ample, London house prices soared by 
120% in the five years to 1989, then fell by 
30% over the following four years. During 
the past five years they have leapt again, 
this time by 110%. 

Over the past two decades national av- 
erage house prices have rarely fallen by 
much in nominal terms (except in Britain >> 





> and Sweden in the early 1990s, the Nether- 
lands in the early 1980s and in Japan over 
the past decade). Butin real terms, price de- 
clines of one-third or more are nothing un- 
usual, examples being Australia, Italy and 
Spain in the early 1980s. Falls in nominal 
prices are much more common in big cit- 
ies. Not only London but Boston, New York 
and San Francisco, too, saw prices drop 
steeply in the early 1990s. 


After the boom of the past few years, 
the market now seems to be stumbling in 
some countries. House-price inflation has 
slowed sharply in America this year, and 
prices in New York have actually started to 
fall, especially at the top end of the market. 
Average house prices in the Netherlands 
dipped in the final months of last year. 
Prices in London have already fallen by 
10% from their peak, and weakness is 


Location, location, location 


HERE is a single global market for 

trading in bonds, shares and foreign 
exchange, but nothing of the sort for 
housing. Not only do house prices vary 
enormously across the globe, butso do 
the rules for buying and selling homes. 

Chart 6 compares the price of a two- 
bedroom flat in a smart central area in 13 
cities around the world. Londonis the 
most expensive, followed closely by New 
York and Tokyo: in all three such a flat 
costs more than $800,000. At the other 
extreme a similar apartment in Brussels 
can be bought for less than $200,000. 
Moreover, the typical two-bedroom flat 
in Manhattan ($925,000) can be rather 
gloomy and is unlikely to have a balcony. 
In contrast, $500,000 in Sydney will get 
you alight, spacious apartment, witha 
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large balcony and waterfront view. Differ- 
ences within Europe are also vast. Some 
Londoners are buying property in Paris, 
where that two-bedroom flatis half the 
price of the equivalentin London. 

Average house prices in each country 
also vary widely. The average American 
home costs $204,000, not that much 
more than the average British home 
($185,000), butitis two-thirds larger. Ja- 
pan, despite a big fall in prices, still has the 
most expensive houses ($301,000). 

In most of continental Europe the 
combined costs of buying and selling a 
house amount to 10% or more of the pur- 
chase price (see chart 7), and in Belgium to 
as much as 18%. Even in America, trans- 
action costs add up to at least 10%. In Brit- 
ain, house buyers and sellers pay only 
4-5% of the house price in stamp duty and 
estate agents’ and lawyers’ fees, but the 
emotional cost can be huge. Transactions 
on average take longer in Britain than in 
most other countries because a buyer can 
pull out at the last minute, and gazump- 
ing (where a vendor who has agreed toa 
sale accepts a higher offer from someone 
else) is common. This is because an offer 
is not legally binding until contracts have 
been exchanged, usually about two 
months after an offer has been accepted 
(except in Scotland, where a verbal agree- 
ment commits both sides). 

At the other extreme is Australia, the 
only place in the world where most 
homes are sold by auction. Last year 70% 
of homes in Sydney went under the ham- 
mer. These auctions usually take place 
outside the house to be sold. The success- 
ful bidder has to put down a10% deposit, 
and contracts are exchanged immedi- 
ately. If a house does not reach its reserve 


spreading to other parts of Britain. Accord- 
ing to the Royal Institution of Chartered 
Surveyors (RICS), a net balance of 31% of 
surveyors throughout Britain said that 
prices had fallen in the three months to 
April. The cumulative fall in the r1cs index 
over the past six months has been the larg- 
est since 1988, which heralded a steep fall 
in house prices. How far might prices fall 
this time? m 


The housing market has not 
heard of globalisation 


price, the vendors may negotiate with the 
highest bidders afterwards. 

John McGrath, the boss of McGrath Es- 
tate Agents, the largest privately owned 
agency in Australia, says the auction sys- 
tem works well in areas of dense popula- 
tion and strong competition, and would 
be suitable for New York or London too. 
Auctions are a good way to get markets to 
clear when demand is weak. But critics 
say that when competition is strong, the 
excitement created by an auction can 
push up the price, and the system may 
have been responsible for making Austra- 
lia’s bubble bigger. 

However, in New York the highest bid- 
der would not necessarily win the day. In 
Manhattan three-quarters of all apart- 
ments are co-ops, with shareholders 
rather than outright owners, where 
would-be buyers must be approved by 
the co-op board. The interview can bea 
gruelling experience, as Madonna can 
testify: she once got turned down. 
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HE rapid house-price inflation in many 

countries over the past few years is 
clearly unsustainable. But will house 
prices just flatten off or will they slump? 
Alan Greenspan, who criticised the stock- 
market’s “irrational exuberance” long be- 
fore that particular bubble was fully in- 
flated, is more sanguine about American 
house prices. He accepts that there are lo- 
cal hot spots, but dismisses the idea of a 
national housing bubble that could harm 
the whole economy if it bursts. 

In other countries where house prices 
have been rising, many analysts also 
pooh-pooh the idea of a bubble. They 
point out that interest rates are low, so peo- 
ple can afford to borrow more and are 
therefore willing to pay more for a home. 
The affordability index—mortgage-interest 
payments on an average-priced home di- 
vided by average income-—is still quite low 
by historical standards in most countries. 

There is something in this. First-time 
buyers who previously could not afford 
the typical mortgage payment can now get 
on the first rung of the property ladder. 
This pushes up effective demand and 
could possibly lift the equilibrium level of 
house prices. However, the cruder—and 
more widely used—argument that lower 
interest rates make homes cheaper to buy 
is badly flawed, because it ignores infla- 
tion. If interest rates are low only because 
inflation is low, then although initial mort- 
gage payments are smaller, the real burden 
of mortgage debt will be eroded more 
slowly over time, and payments will re- 
main high in relation to income for much 
longer. Lower inflation shifts the profile of 
payments over the life of a loan—you pay 
less in the early years and more (in real 
terms) later on—but the total real cost is the 
same. Home-buyers who think that low 
interest rates make buying a house 
cheaper are suffering money illusion. It is 
as foolish as thinking that a car loan paid 
off over five years is cheaper than one paid 
off over only two years. 

Lower real interest rates, after allowing 
for inflation, would indeed reduce the true 
cost of buying a house. But in many coun- 
tries real rates are not particularly low, and 
tax relief on mortgage payments also be- 
comes less generous as nominal interest 


rates fall. Sabina Kalyan, an economist at 
Capital Economics, a London-based con- 
sultancy, calculates that real after-tax 
mortgage rates in Britain (where tax relief 
has been scrapped) are now much higher 
than they were in the 1960s and 1970s, and 
only marginally lower than in the 1980s 
and 1990s. And even in countries that still 
enjoy tax breaks, such as America, real 
after-tax mortgage interest rates have prob- 
ably increased over time, because the size 
of the tax benefit shrinks with falling infla- 
tion. For instance, if interest rates are 10% 
and inflation 8%, and your marginal in- 
come-tax rate is 40%, then the real interest 
rate you pay is minus 2%. With 4% interest 
rates and 2% inflation (ie, the same pre-tax 
real interest rate), the real after-tax rate is 
plus 0.4%. 

A second popular reason cited for a 
continued rise in house prices, especially 
in big cities such as London or New York, is 
the combination of a growing number of 
households and a limited supply of 
homes. Supply, it is argued, cannot keep 
up with demand because of a physical 
shortage of land, so prices will keep rising. 
This certainly helps to explain why house 
prices in big cities have tended to outpace 
those in rural areas, but it is not a reason to 
expect prices to keep rising indefinitely. 
Supply constraints are already factored 
into current prices; they will not necessar- 
ily stop prices declining in future. Just look 
at Hong Kong, where the supply of land is 
more strictly limited than in most cities. 
That has not prevented house prices fall- 
ing by 65% over the past five years. 


What’s it worth? 

Neither low interest rates nor population 
growth can justify recent house-price 
booms. Moreover, the thinking behind 
both arguments reflects a lack of under- 
standing about how asset prices are deter- 
mined. On any given day, a house is worth 
whatever somebody is prepared to pay. 
However, the lesson from the stockmarket 
bubble is that an asset’s fundamental 
value must never be neglected. There are 
two ways to gauge whether house prices 
are sustainable: the p/e ratio and the 
house-price-to-income ratio. 

e The p/e ratio. The price of any asset 


4 Rent asunder B 
Ratio of house prices to rents : 
1975-2002 average=100 






PE EN EET OE E E N E ee O E Te 
aaki E Sn EEA AEEA ER aS ee ` 


do hy 
ne re oy) mY Ag. J 
Bie Pi wo ee ; 


ist Ss 


Lys SD Ai ~ 33 wie a io ‘a PRE 2 
Source: Credit Suisse First Boston Scales not comparable 


should reflectits future income stream. Just 
as the price of a share should equal the dis- 
counted present value of future dividends 
or profits, so the price of a house should re- 
flect the future benefits of ownership—ei- 
ther the rental income earned by a land- 
lord or the implicit rent saved by an 
owner-occupier. During the dotcom bub- 
ble, investors behaved as if profits no lon- 
ger mattered. Likewise, people today are 
ignoring the link between house prices 
and rents. 

In America, for example, a p/e ratio of 
sorts for housing can be calculated by di- 
viding an index of average house prices by 
the index of rents which is included in the 
consumer-price index. In recent years, 
home prices in the United States have out- 
paced rents, pushing the p/e ratio to record 
levels, 16% above its 30-year average (see 
chart 8). San Francisco’s p/e is almost 30% 
above trend. Estimates of p/e ratios for 
Britain, Australia and the Netherlands 
point to an even more pronounced bub- 
ble, suggesting that house prices in all 
three countries are at least 30% too high. 


All this means that the return from in- >> 





> vesting in property has slumped. These 


p/e ratios are based on average rents, but 
over the past year or so rents on new let- 
tings have fallen by 20-30% in New York, 
San Francisco and London. In London and 
Sydney gross rental yields (rents divided 
by price) have fallen to around 4%, from 
7-8% a few years ago. In these cities it is 
now cheaper to rent than to buy. 

The p/e ratio helps to expose the fallacy 
that house prices are rising because of 
growing populations and fixed supply, be- 
cause these factors should affect the rental 
as well as the owner-occupier markets. 
The fact that prices are rising much faster 
than rents suggests that homes are being 
bought in the expectation of capital appre- 
ciation rather than underlying funda- 
mentals. That is the definition of a bubble. 

Some analysts argue that lower interest 
rates justify a higher p/e ratio. The same ar- 
gument was made in the late 1990s for eq- 
uities. But if rates are low because inflation 
is low, then future rents will also rise more 
slowly. Future rents should therefore be 
discounted using real interest rates, not 
nominal rates. As argued above, real inter- 
est rates in America or Britain are not par- 
ticularly low. 

The p/e ratio is probably the best mea- 
_ sure by which to judge whether houses are 
overvalued, because it tries to value hous- 
ing like other assets. But itis hard to get reli- 
able, long-run series of rents for all coun- 
tries. Moreover, in many continental 
European countries rents are still partially 
regulated by the government. If the p/e ra- 
tio proves difficult to obtain, another use- 
ful measure is available: 
¢ The house-price-to-income ratio. The ra- 
tio of average house prices to average in- 
comes, which tracks the long-term afforda- 
bility of homes, is currently flashing red in 
America, Britain, Australia, Ireland, the 
Netherlands and Spain. In all these coun- 
tries the ratio is close to or above previous 
peaks—ie, levels that preceded previous 
crashes (see chart 9). 

Awkwardly, this ratio is sensitive to the 
exact measure of income used. In America 
the ratio of average home prices to average 
personal disposable income is only 5% 
above its long-run average. But lan Morris, 
an economist at HSBC, a bank, reckons that 
the ratio of average house prices to median 
household income is a better measure, be- 
cause it reflects the circumstances of the 
typical home-buyer and avoids the distor- 
tions introduced by a few very rich people. 
This ratio is currently at a record high, 14% 
above its long-run average. 

Mr Greenspan insists there is no “na- 


tional” housing bubble in America, and in- 
deed houses across the country are on av- 
erage less overvalued than elsewhere. But 
if a bubble were to burst in several cities 
simultaneously, that would have big na- 
tional consequences. Using the ratio of 
house prices to income, a recent analysis 
by Michael Youngblood, director of re- 
search at GMAC-REC Securities, identified 
potential bubbles in 55 of the 210 metro- 
politan areas that he examined. 

For the euro area as a whole, the aver- 
age house-price-to-income ratio is slightly 
below its long-term average, but this is 
mainly because in Germany houses on 
this measure look significantly underva- 
lued. In France, Italy and Belgium the ratio 
is close to its long-term average. In Spain, 
the Netherlands and Ireland, however, itis 
40-50% above it. 

Ireland and Spain differ from most of 
the other bubbly housing markets in that 
real mortgage-interest rates fell substan- 
tially in the run-up to euro membership. 


-This may justify a higher ratio of house 


prices to incomes. But how much higher? 
All of the six countries where houses 
appear to be overvalued (America, Britain, 
Australia, Ireland, the Netherlands and 
Spain) also share another bubble-like 
symptom: an explosion in mortgage bor- 
rowing in recent years. Australian house- 
hold debt has jumped from 55% to 130% of 
personal disposable income over the past 
decade. In the Netherlands the ratio has al- 
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most doubled to 180% of disposable in- 
come over the same period. The average 
new mortgage there is 110% of the value of 
a home, because lenders are happy to fi- 
nance all the purchasing costs, including 
stamp duty and fees. In America, 21% of 
mortgages last year were for more than 
90% of a home’s purchase price, up from 
7% at the peak of the boom in the late 
1980s. This means that if prices were to 
drop, more households would be left with 
debts exceeding the value of their home 
than were a decade ago. 


A sticky situation 

Comfortingly, many economists believe 
that house prices will level out rather than 
collapse. In America, national average 
house prices have never fallen for a full 
year during the past three decades. Unlike 
share prices, house prices tend to be sticky 
downwards. The usual explanation for 
this is that people have to live somewhere 
and transaction costs are high, so they will 
not sell even if they think their home may 
be worth less next year. Owners are also 
loth to accept a capital loss. As long as they 
can meet their mortgage payments, they 
will stay put until conditions improve. So 
the volume of sales will decline, but prices 
will not. 

However, countries other than the Un- 
ited States have seen falls in average house 
prices over past decades. And even within 
America there have been regional busts, 
for example in Boston, Manhattan and San 
Francisco in the early 1990s, where prices 
dropped by 15-20%. 

The optimists still maintain that house 
prices do not have to fall to restore the rela- 
tionship between house prices and rents 
or incomes. All it needs, they argue, is for 
house prices to stay constant as incomes 
and rents rise. This is how most of the ad- 
justment after previous house-price 
booms has been achieved. But now infla- 
tion is so low that gradual adjustment 
would take too long, so nominal prices are 
much more likely to drop. 

Take Britain, where house prices ap- 
pear to be more than 30% overvalued rela- 
tive to their long-term trend. If house 
prices stay constant and wages grow by 3% 
a year, it will take ten years to bring the ra- 
tio of prices to income back to its fair value. 
Moreover, history shows that after a boom 
prices usually undershoot their fair value. 
If the ratio of house prices to income were 
to plunge to its trough of the last cycle, then 
even with rising incomes average nominal 
house prices would slump by almost 40% 
over four years. That would be overdoing >» 





> it, but a price fall of 20-25% looks likely. 

Table 10 takes a guess at how far prices 
might fall in the six countries with sus- 
pected housing bubbles. The first column 
estimates the amount by which houses are 
overvalued (relative to the average of the 
past three decades), based on both the 
price-to-income ratio and the price-to-rent 
ratio where available. Our forecast allows 
for a 10% rise in the equilibrium level of 
house prices in Ireland and Spain, as a re- 
sult of lower real interest rates. It also as- 
sumes that over the next four years wages 
(and rents) will grow by 3% a year in Amer- 
ica, Britain, Australia and the Netherlands 
and by 4% in Ireland and Spain, helping to 
restore the link between house prices and 
incomes; and that prices will undershoot 
their fair value by 5-10%. The end result of 
these calculations is that average house 
prices in America could fall by 10% in 
money terms over the next four years and 
those in the other countries listed by 20- 
30%. If America and Europe were to suffer 
a spell of deflation, as some economists 
fear, prices would plunge even more 
steeply. 

These are averages across the whole 
country, but some regions are more over- 
valued than others. A 20-25% average price 
decline in Britain could imply a fall of over 
one-third in London house prices but a 
much smaller drop in the north. In Amer- 
ica prices in New York, San Francisco and 
Boston might drop by 20% or more. 

A bigger drop in nominal prices is also 
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that much more likely this time because so 
many more people have been buying 
houses as an investment. In Australia, in- 
vestors accounted for over 40% of all hous- 
ing loans approved last year, up from 18% 
in the early 1990s. In London, one in eight 
housing transactions in recent years was 
for investment. If house prices start falling, 
owner-occupiers who can afford to meet 
their interest payments will stay put, but 
investors are more likely to sell—especially 
if rents do not cover their interest pay- 
ments—putting further downward pres- 
sure on prices. The abundance of cheap 
rented property is also affecting the market 
in another way. Anecdotal evidence in 
London and Sydney suggests that some 
owner-occupiers are selling and renting to 
lock in a profit before prices fall. 


The optimists still maintain that previ- 
ous house-price booms turned to bust 
only because central banks sharply raised 
interest rates, so buyers could no longer af- 
ford to service their mortgages. This time, 
with inflation so low, interest rates are un- 
likely to rise significantly, they say. Per- 
haps; but Japan and Germany show that 
low interest rates are no protection against 
a decline in house prices. 

All thatis required to burst the bubble is 
a change in sentiment. Just as investors in 
the stockmarket eventually decided that 
enough was enough, at some stage 
would-be home-buyers will refuse to pay 
ridiculous prices. In many countries, first- 
time buyers are now finding it impossible 
to get on the bottom rung of the property 
ladder because they cannot scrape to- 
gether the deposit. In Britain, mortgage 
lending to first-time buyers has fallen 
sharply this year. As demand at the lower 
end dries up, the whole market could 
quickly turn. And if prices start to dip, one 
good reason to buy—the expectation of 
capital gains—will disappear, pushing 
prices even lower. 

Mr Greenspan says that any analogy 
between house prices and the stockmarket 
bubble is “a rather large stretch”. He needs 
to exercise his imagination. House prices 
in America and other economies are un- 
likely to fall as precipitously as share prices 
have done over the past three years, but 
even a much smaller drop could do more 
serious economic harm. E 








S THE housing market less prone to bub- 
bles than the stockmarket? Alan Green- 
span thinks so, arguing in a recent speech 
that the transaction costs of buying and 
selling a home are much higher than in the 
stockmarket and that this is likely to dis- 
courage speculative trading in houses. 
Moreover, he says, arbitrage opportunities 
are much more limited in housing markets 
than in securities markets. A home in Port- 
land, Oregon, is not a close substitute for a 
home in Portland, Maine, so even if a bub- 
ble were to develop in a local market, it 
would not inflate a national bubble. 
Yet many economists take the opposite 
view: that bubbles are in fact more likely to 
develop in housing markets than in stock- 


markets. Some academics go so far as to ar- 
gue that stockmarket bubbles are impossi- 
ble because financial markets are efficient, 
in the sense that prices reflect all publicly 
known information about an asset. But 
even these economists would concede 
that property markets, both residential 
and commercial, are inefficient. They are 
illiquid, trading is infrequent, assets are 
heterogeneous (both by location and by 
type), transaction costs are high, and in- 
formation is imperfect because there is no 
central exchange. These market imperfec- 
tions should make property bubbles more 
likely, not less. 

Work by Karl Case at Wellesley College 
and Robert Shiller at Yale University has 


confirmed that the market for housing is 
indeed inefficient. They found substantial 
positive serial correlation in movements 
in home prices: price changes in one year 
tend to be followed in the next year by 
changes in the same direction. In an effi- 
cient market, asset prices should change 
instantly to reflect new information. 
Persistence in the direction of house- 
price changes suggests that expectations 
are set by looking backward: prices are ex- 
pected to rise because they have done soin 
the recent past. Other studies have found 
that to some extent it is possible to predict 
future house-price movements from in- 
formation available now, namely past 
price increases and the deviation of prices >> 





> from their long-run trend. In an efficient 
market that would be impossible. 

Richard Herring and Susan Wachter, 
both economists at the Wharton School of 
the University of Pennsylvania, point to 
three distinctive features that make prop- 
erty markets particularly prone to bubbles: 
e The absence of short-selling. The supply 
of real estate is fixed in the short term, so 
increased demand from a few optimistic 
investors will push prices above their 
equilibrium level. In an efficient market, 
such as that for shares or foreign exchange, 
such price rises would be moderated to 
some extent by other investors selling 
short (selling something for future de- 
livery that they do not currently own, in 
the hope that they will be able to buy it 
more cheaply later). But there are no organ- 
ised futures or options markets for prop- 
erty. In such a market, with no short-sell- 
ers, prices will be driven by the optimists 
so long as the upward trend continues. 

e Construction lags. In a well-functioning 
market, the price of property should bring 
demand and supply into equilibrium. If a 
surge in demand pushes the price of exist- 
ing property above its replacement cost, 
developers have an incentive to build 
more. But new properties take years to 
complete. By the time the houses or offices 
are built, demand may have fallen, so 
prices will slump. Worse still, because of 
the lags, supply will for a period continue 
to increase even as prices decline, pushing 
them lower. These supply lags encourage a 
boom-bust cycle. 

eThe perverse incentives of lenders. 
Banks have an incentive to lend as much as 
possible when property prices are rising, 
but then to pull out when prices fall, exac- 
erbating both the boom and the bust. Ris- 
ing house prices lift the market value of 
collateral on banks’ existing loans, so they 
are willing to lend more, pushing prices 
higher. Higher prices also lift the value of 
banks’ own property holdings and hence 
their capital, which encourages them to re- 
lax their lending standards. If prices fall, 
this process goes viciously into reverse, 
and a credit crunch can amplify the impact 
of falling prices. Property booms are much 
more closely linked with credit growth 
than stockmarket booms. 

Allthis makes it easy to see how a prop- 
erty-price bubble can develop. A genuine 
increase in demand will raise prices be- 
cause supply is fixed in the short term. If 
buyers’ expectations about future prices 
and lenders’ willingness to extend credit 
are both based on recent price increases, 
demand will then rise further, pushing 
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prices higher still. Eventually, supply will 
expand and prices will start to fall, pushing 
the whole process into reverse. The role of 
supply is crucial in this process. Much of 
the analysis of movements in house prices 
concentrates only on demand factors, such 
as interest rates and the rate of growth in 
population and incomes. Yet a growing 
body of research suggests that the volatil- 
ity of house prices is determined less by 
demand than by supply. 

In a recent paper Stephen Malpezzi, an 
economist at the University of Wisconsin, 
and Susan Wachter demonstrate the im- 
portance of supply conditions in the for- 
mation of house-price bubbles. Markets 
with strict planning controls or natural 
constraints on building are much more 
prone to booms and bust. Chart 11 as- 
sumes a property market where in the 
short to medium term supply is almost 
completely inelastic (ie, unresponsive to 
changes in price), partly as a result of plan- 
ning controls. If demand rises and the de- 
mand curve shifts up from D1 to D2, prices 
jump from r1 to P2. Over the longer term, 
however, the supply curve is more elastic: 
developers decide to build on land which 





already has planning permission, and the 
government relaxes planning restrictions. 
The supply curve shifts from s1 to s2 and 
prices fall sharply, from P2 to P3. 

If, on the other hand, the short- to me- 
dium-term supply curve is more elastic, 
the supply of housing will expand more 
rapidly to meet any increase in demand. 
Prices will initially rise by less and subse- 
quently fall by less, and the cycle will be 
moderated. 

In the very short run, supply is fixed ev- 
erywhere. But a study by Mr Malpezzi and 
Duncan Maclennan, of Glasgow Univer- 
sity, suggests that in the medium term sup- 
ply is much more responsive (ie, the sup- 
ply curve is less steep) in America than in 
Britain, where planning regulations are 
stricter. This may partly explain why hous- 
ing booms and busts are more common in 
Britain. In densely populated cities where 
land is scarce, such as New York and Lon- 
don, supply is particularly constrained, so 
bubbles are also more likely. 


Fixed but adjustable 

Some past housing-market forecasts have 
come badly unstuck because of econo- 
mists’ tendency to concentrate on demand 
and ignore supply. One widely noted 
study in the late 1980s predicted that the 
ageing of America’s population would 
cause real house prices to fall by 47% over 
the following 20 years, because older peo- 
ple tend to downsize to smaller, less ex- 
pensive homes. In the event, demand for 
housing did not fall, and neither did prices. 
But even if the demand for housing were 
to decline, supply would eventually 
shrink too, because in the long run the na- 
tionwide supply of housing is almost per- 
fectly elastic. 

More recent studies suggest that in the 
long run demographics tend to have a rela- 
tively modest effect on house prices. This is 
why the popular claim that rapid popula- 
tion growth will result in ever-rising house 
prices is nonsense. The long-run impact of 
rising demand on prices depends on how 
supply responds. America has had much 
faster population growth than Britain, yet 
over the past two decades real house 
prices in Britain have risen four times as 
much asin America. 

All this suggests that if governments 
want to prevent bubbles, they need to pay 
attention to supply as well as to demand. 
Easing up on planning regulations could 
help to keep down the size of future bub- 
bles, but it is unlikely to prevent them alto- 
gether. Property markets are inherently 
prone to boom and bust. m 
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OES the commercial-property cycle 

dance to the same beat as the housing 
market? Just as households have come to 
see their home as their best investment, in- 
vestors have also changed their view of 
commercial real estate. Property has 
traditionally been regarded as illiquid, and 
a spectacular collapse in prices in the early 
1990s scared many away. But now inves- 
tors are again pouring money into the sec- 
tor. Is this wise? 

Prices of commercial property have al- 
ways been more volatile than those of 
housing, partly because the supply lags are 
longer. Developers plan new buildings 
when prices rise, but it often takes years to 
get planning permission and to construct a 
building, by which time demand may 
have fallen. Booms and busts in commer- 
cial property caused widespread banking 
problems in the early 1990s, when prop- 
erty prices fell by 50% in America and Brit- 
ain and by 70-80% in Japan and Sweden. 
The bursting of a huge property bubble 
was also a prime cause of Thailand’s fi- 
nancial crisis in 1997-98. 

The late 1990s saw another surge in 
property values (see chart 12). The market 
has since softened somewhat, but strong 
investor demand has helped to keep prices 
quite high. Indeed, in some cities proper- 
ties have been changing hands at near-re- 
cord prices over the past year. It seems that 
investors have failed to notice that the un- 
derlying fundamentals of the commercial- 
property market have turned sour. 

This is especially true of office space. 
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Investors have rediscovered commercial property et as ay 


New construction has not been as reckless 
as in the previous cycle, when supply ex- 
ploded, but in many countries the slump 
in demand has been more severe. Figures 
published by Reis, a property-research 
firm based in New York, show that the vol- 
ume of occupied office space in America 
has already fallen for two consecutive 
years and declined again in the first quar- 
ter of this year. This indicates a serious 
malaise: in the previous two recessions 
there was never an overall annual decline 
in office use. Most of this drop in demand 
has been in the 1T and financial-services 
sectors. Since 2000 the national vacancy 
rate has more than doubled to 17%, not far 
below its 19% peak in 1991. 

Nationally, average office rents have 
fallen by 18% from their peak, but in San 
Francisco, Boston and New York the de- 
cline has been 60%, 30% and over 20% re- 
spectively. Effective rents have fallen by 
even more, because landlords are offering 
generous concessions. Silicon Valley a few 
years ago had some of the world’s most ex- 
pensive offices, but the bursting of the tech 
bubble has taken a heavy toll. One-third of 
buildings now stand empty. 


To let 

Across Europe, too, vacancy rates are rising 
and rents are falling. In the City of London 
and Frankfurt rents have fallen by almost 
30% from their peak. Frankfurt’s high-rise 
market is crumbling as the German econ- 
omy stagnates, the country’s troubled do- 
mestic banks slim down and foreign banks 
pull out. Despite shrinking demand, 
Frankfurt office space is due to increase by 
almost 10% by the end of next year as new 
developments are completed. 

Peter Damesick, head of research at In- 
signia Richard Ellis, a British property con- 
sultancy, says the slump in demand for of- 
fice space in the City of London is already 
as bad as in the depths of the 1990s crash, 
and there could be worse to come. The 
City’s vacancy rate (including new devel- 
opments) has risen to 16%, up from 2% in 
2000. As yet, this is not as bad as in the 
early 1990s, when the vacancy rate hit al- 
most 20% and rents fell by 50%. But City 
rents are likely to drop further. 

Olympia & York, the original develop- 








ers of the Canary Wharf complex in East 
London, went bust in the early 1990s, 
thanks to a glut of new offices. In March 
the Canary Wharf Group revealed that it 
had more empty offices than previously 
admitted. Signed-up tenants of buildings 
under construction have the unusual op- 
tion to return unwanted space, and many 
banks are likely to do so. Much more prop- 
erty than expected will therefore come on 
to the market over the next year. 

Although there has been less new con- 
struction this time, the peak of new office 
completions (planned during the boom) 
has not yet been reached. Almost 1m 
Square metres of new office space will 
come on to the London market this year, 
twice last year’s total. To take one example, 
the “erotic gherkin”, a 41-storey cigar- 
shaped building in the heart of the City, is 
due to be completed by the end of this 
year. Designed by Lord Foster, it was sub- 
ject to a fierce planning battle which Swiss 
Re, its owner, may now wish it had lost. 
The company is struggling to let the half of 
the building it does not need for itself. 

Worldwide, there has been less specu- 
lative development than last time; instead, 
most new buildings already have an an- 
chor tenant or substantial pre-leasing. But 
this time it was largely the tenants rather 
than the developers who got carried away. 
Firms in 1T and financial services were 
wildly over-optimistic about their growth 
prospects, signing up for space which they 
now find they do not need, and having to >» 





> pay for it. The need to sublet is putting lots 
of these properties back on the market. 
Some analysts take comfort from the 
fact that, in contrast to previous cycles, the 
fall in rents is due mainly to weak demand 
rather than excess new supply. But who 
knows whether demand will recover? Em- 
ployment in financial services, rT and tele- 
coms is unlikely to return to its previous 
levels for many years, if ever. Cash- 
strapped firms in every sector are cutting 
costs by trimming the amount of office 
space per worker. And, in America at least, 
faster productivity growth means that 
fewer jobs are created when GDP in- 
creases, and so fewer new offices are 
needed. 


Only disconnect 

Despite falling rents, investors in America 
and Europe have been pumping large 
amounts of money into commercial prop- 
erty. Traditionally, falling rents have 
caused an even sharper fall in property 
prices because investors demand higher 
yields (rents divided by capital value) to 
compensate them for the perceived risk of 
capital loss. But this time, thanks to strong 
investment demand, prices have fallen a 
lotless than rents, or even continued to rise 
in some cities. According to Bob White, at 
Real Capital Analytics, a New York com- 





UILDINGS are as essential to a com- 

pany’s operation as workers and ma- 
chines, yet until quite recently property 
rarely rated a mention in the boardroom. 
Even though for most firms property is 
the second-biggest business cost after 
wages, directors often had no idea what 
their property was really costing the firm. 
Thatis changing. 

Traditionally, companies have owned 
their premises, but there is no better rea- 
son for them to own property than to 
own their billing system or their cleaning 
service. Indeed, having money tied up in 
property can reduce a firm’s overall re- 
turn on capital, so many firms are now 
selling their entire property portfolio to 
investors and leasing buildings back. The 
prime motive is usually to raise money to 
reduce debts and to flatter profits. Itis no 
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pany that tracks real-estate investment 
sales, the average price per square metre in 
Manhattan rose by 12% last year, whereas 
rents fell by about 10%. Strong competition 
from investors has resulted in record prices 
on some deals: Citigroup’s headquarters, 
at 399 Park Avenue, fetched over $1 billion 
late last year. In Britain and Germany, too, 
prices are holding up better than rents. 
Pension funds, life assurers, private in- 
vestors and investment trusts are all in- 
creasing their exposure to property. They 
are disillusioned with equities, and do not 
see much scope for further big gains from 
bonds. But the disconnect in the property 
market between strong demand from in- 
vestors and weak demand from tenants is 
worrying—especially when some of the 
motives driving investors are flawed. 
Some analysts claim that property has 
a higher long-term average return or a su- 
perior risk-return trade-off than other as- 
sets. Over the past ten years the total return 
on unleveraged investment in American 
property has outpaced the return on 
bonds and exactly matched the return on 
shares. (Leveraged investments would 
have beaten shares.) In Britain, commer- 
cial property has shown a higher return 
than both shares and bonds (see chart 13). 
Over the decade, property returns were 
also less volatile than those on other as- 
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coincidence that Europe’s heavily in- 
debted telecom firms, such as BT and 
Deutsche Telekom, have been eager to re- 
jig their ownership of real estate. 

In theory, the future cost of leases 
should be capitalised and recorded on the 
balance sheet, because firms are commit- 
ted to paying rent for the term of the lease 
even if they do not need the space. That 
makes rent commitments as much of a li- 
ability as debt. Standard & Poor’s, a credit- 
rating agency, counts the capitalised 
value of operating leases towards total 
debt if firms disclose the data. But as re- 
cent experience has shown, companies’ 
financial accounts are rarely as transpar- 
ent as their glass-fronted offices. 

Another benefit of sale and leaseback 
is that having to pay an explicit market 
rent encourages a company to use its 


sets. But this superior performance cannot 
be maintained indefinitely. Every investor 
knows that the higher the return on an as- 
set, the greater the risk. If a low-risk asset 
were to offer a higher return, it would 
quickly be arbitraged away. Research by 
CSFB, a bank, shows that over the past 80 
years returns on British property were less 
volatile than those on equities, but at the 
cost of a lower annual average real return: 
5.3%, compared with 7.6% from shares. 

More surprising, over those 80 years 
property not only produced a higher aver- 
age real return than gilts (2.8%), but it was 
also less volatile. The trouble is that the 
most widely used figures tend to under- 
state the true volatility of property returns 
because they are based on valuers’ esti- >> 
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space more F Firms that have al- 
ways owned their offices tend to treat — 
them as if they were free. Once managers © 
realise that the implicit cost of property in 
central London, say, is a hefty £20,000 
($32,400) per employee per year, they be- 
come more careful with office accommo- 
dation. According to a report by the Royal 
Institution of Chartered Surveyors, the 
average tenant uses 12% less space per 
worker than the average owner-occupier. 

A study by City University Business 
School found that companies with 
mainly leasehold property financially 
outperformed those that owned their pre- 
mises. In Europe over two-thirds of offices 
are owner-occupied, compared with only 
one-third in America. Perhaps more Euro- 
pean companies should give would-be 
property investors a chance. 





> mates of property values, not actual trans- 
actions. This tends to smooth out returns 
over time. If a building is put up for sale 
and does not attract offers above the re- 
serve price, it will be taken off the market, 
but it will not immediately be revalued at 
the best price offered. Standard figures also 
overstate the return on property because 
they do not include transaction costs, 
which are a great deal higher than for pa- 
per assets. 

Another, equally flawed reason often 
cited for investing in property is that bricks 
and mortar are more solid than a paper as- 
set. A firm can go bust and disappear, buta 
building will remain standing. Yet bricks 
and mortar have no intrinsic value: a shop- 
ping mall at the South Pole is worth noth- 
ing. Value lies in the rents that a property 
can generate, not its physical attributes. 
Without a tenant, income and hence value 
disappear. 

There are, however, some good reasons 
for investing in property. First, it has alow 
correlation with returns on equities and 
bonds, so holding some of it along with 
other investments reduces overall risk. 
Studies suggest that the weight given to 
property should be at least 20% of a portfo- 
lio, depending on investors’ risk prefer- 
ences and time horizon. 

Second, a large part of the return from 
property comes from income rather than 
capital appreciation, so it appeals to pen- 
sion funds and insurance companies 
which require a steady income flow to fi- 
nance their liabilities. When inflation was 
high, bond yields were higher than prop- 


erty yields. But rents generally rise in line ` 


with inflation, so the percentage yield (in- 
come divided by price) is steady, whereas 
bonds pay a fixed income, so if inflation 
falls, and hence bond prices rise, the per- 
centage yield falls. All this means that 
property now generates a higher income 
yield than bonds. Initial property yields 
are currently a record 400 basis points 
above American Treasury bonds. 

Property in Britain looks particularly at- 
tractive, because leases there are longer 
than elsewhere, and most of them contain 
clauses that allow rents to rise but not to 
fall. This offers a long-term guaranteed in- 
come, even if market rents drop. However, 
real estate is riskier than a bond. It is illi- 
quid, it depreciates physically, the tenant 
can go bust, and there is no guarantee that 
the investor will get his money back at the 
end, as he knows he would with a govern- 
ment bond. 

One development that has increased 
the attraction of property to investors is 





the growth of indirect investment vehi- 
cles, such as America’s real-estate invest- 
ment trusts (REITs). These are publicly 
traded companies that invest in property 
and pay no taxes so long as most profits are 
passed on to shareholders as dividends. 
For most individuals, buying a whole 
building is out of the question, but REITs 
allow small investors to enter the market. 
They also increase liquidity: investors can 
buy and sell units on the stock exchange. 


The REIT stuff 

The total market capitalisation of REITs is 
now a massive $162 billion, compared 
with only $13 billion in 1991. Australian 
listed property trusts and German open- 
ended property funds have also enjoyed 
strong inflows of money. The French gov- 
ernment has recently passed legislation to 
allow the setting up of French REITs (jok- 
ingly called freits), but in Britain the tax 
system has discouraged them. 

A lot more money could yet flow into 
property. Only 10% of American employ- 
ees’ 401(k) pension plans offer a REIT op- 
tion, but the share is rising. Until recently, 
American pension funds held only 3% of 
their assets in property. This has now dou- 
bled to 6%, but a risk-return model would 
probably recommend an even higher 
share. At the end of 2002 British financial 
institutions had only 6% of their portfolio 
in property, a share which CsFB reckons 
the institutions could easily increase to 
10%. The Prudential has already raised its 
target from 12% to 18%. 

The attraction to some investors of 
holding assets with a high, steady income 
probably justifies some revaluation of 
property; but the price of a building 
should still depend on its future rental in- 
come. So given strong demand from inves- 
tors and weak demand from tenants, is an- 
other bubble on the way? An analysis by 
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Deutsche Bank concludes that in most 
countries, commercial-property p/e ratios, 
calculated as the ratio of property prices to 
rents, are not significantly out of line with 
their long-term trend. Bob White at Real 
Capital Analytics agrees that there is no na- 
tionwide bubble in America, but he reck- 
ons that recent transaction prices in Man- 
hattan do look distinctly bubbly. 

Another factor shoring up commercial- 
property prices is that interest rates this 
time are much lower than in previous cy- 
cles. Last time round many owners had to 
sell as vacancy rates soared because they 
could not afford to finance empty build- 
ings, so prices plunged. Now, thanks to 
low interest rates, landlords break even at 
lower rents and occupancy rates, so there 
will be fewer forced sales, and prices are 
less likely to collapse. 

Most analysts do not believe that a bub- 
ble is emerging. Indeed, many argue that 
the property market has become less 
prone to boom and bust, thanks to the ex- 
pansion in the markets for publicly traded 
investment trusts and commercial mort- 
gage-backed securities. They think the shift 
from bank finance to public capital mar- 
kets has made the property market less 
speculative and more disciplined, by in- 
creasing the flow of information about de- 
mand and supply and by encouraging 
greater scrutiny by analysts. 

This is wishful thinking. In London and 
New York the recent trough-to-peak in- 
creases in property prices were almost as 
large as in the late 1980s. Long construc- 
tion lags are at the root of property booms 
and busts, and these will remain. More- 
over, after the dotcom and telecoms bub- 
bles, there must be strong doubts about the 
ability of capital markets to discipline 
flows of investment capital. 

Lloyd Linford, the chief executive of 
Reis, scoffs at claims that the commercial- 
property market has been tamed. It is true, 
he says, that there was less speculative de- 
velopment than usual during the recent 
boom, but the decline in new develop- 
ments as demand from occupiers col- 
lapsed has also been smaller than usual. In 
previous downturns, developers were 
forced to halt projects as finance dried up. 
Today large amounts of capital continue to 
flow into real estate, allowing construction 
to be sustained at higher levels. That may 
mean it will take longer to clear excess sup- 
ply, and office vacancy rates will stay high 
for longer, pushing rents even lower. How 
long before investors and developers real- 
ise that the laws of supply and demand 
have not been scrapped? m 





Heading for a brick wall 


Can future housing bubbles be prevented? 


F SOMEONE had told you three years 

ago that share prices in America and Eu- 
rope would plunge by almost 50%, you 
would have braced yourself for a deep 
global recession. One reason why many 
economies have held up better than ex- 
pected is that rising house prices have off- 
set the loss of equity wealth and so helped 
to support consumer spending. Indeed, in 
America housing is arguably the only re- 
maining prop for the economy. But by 
keeping interest rates low to cushion the 
economy from a slump in share prices, 
some central banks may have inflated a 
housing bubble. America, Australia, Brit- 
ain, Ireland, the Netherlands and Spain 
look most at risk. 

Yet even as house prices start to wob- 
ble, many housing experts continue to in- 
sist that “this time is different”: because in- 
terest rates will not rise significantly in the 
near future, they say, a slump in house 
prices is unlikely. This survey has argued 
that even if interest rates stay low, house 
prices could tumble, undermined by 
dwindling demand from first-time buyers 
and waning confidence. However, the ex- 
perts are right to say that this housing 
boom is different from previous ones, in 
two worrying ways. First, inflation today is 
close to its lowest for half a century. This 
means that overvalued house prices can- 
not regain their long-term equilibrium 
mainly through inflation, as they have 
done in the past. Instead, house prices will 
have to fall by at least 20% in money terms 
in most of the countries with bubbles. 

A second important difference is that 
this time the surge in house prices has gone 
hand in hand with a proportionately 
larger jump in household debt. Not only 
are new home-buyers taking out large 
mortgages as a percentage of the purchase 
price, but existing owners have taken ad- 
vantage of rising house prices to increase 
their mortgages and turn some of their 
capital gains into spending money. In 
America, Britain, and Australia mortgage- 
equity withdrawal is running at record lev- 
els of 5-7% of personal disposable income. 

A bubble can never be positively iden- 
tified until after it has burst, but the rapid 
increases in both house prices and mort- 
gage debt should set alarm bells ringing. Ei- 


ther way, consumers are living on bor- 
rowed time. Even if house prices simply 
flatten off, the scope for mortgage-equity 
withdrawal and hence consumer spend- 
ing will slow sharply. If, as seems more 
likely, house prices fall, the recent borrow- 
ing binge means that more people than 
ever before will find their homes are worth 
less than their mortgages. 


Prepare for impact 
Even those with a small mortgage will be 
hit, because for most people their home is 
by far their most important asset. In par- 
ticular, a sharp fall in house prices will be 
another blow to those aboutto retire. Their 
pensions have already been battered by 
the stockmarket crash, and if they were 
planning to supplement them by selling a 
home or by taking out an annuity against 
it, they will find their nest-egg is worth less 
than they had expected. 

A fallin house prices would also lead to 
a rise in mortgage defaults. In the past, the 
biggest victims from a housing bust, other 
than the borrowers themselves, were the 
banks and savings institutions. Today 
American banks sell mortgages in the sec- 
ondary mortgage market, mainly to two 
government-sponsored agencies, the Fed- 
eral National Mortgage Association (affec- 


tionately known as Fannie Mae) and the 
Federal Home Mortgage Loan Corporation 
(Freddie Mac), which finance their pur- 
chases by issuing bonds or by pooling 
mortgages and selling them as mortgage- 
backed securities. This has allowed banks 
to make even more housing loans, helping 
to fuel the bubble. 

This time the banks themselves are less 
exposed to a property bust, but the sheer 
size of Fannie Mae and Freddie Mac 
(which at the end of 2002 accounted for 
44% of all mortgage debt) could pose a risk 
to the whole financial system. If house 
prices fell, some of the mortgages they 
hold in their portfolio could go into default 
and they would not have enough cash to 
pay the holders of their bonds. The agen- 
cies’ debt is priced as if it were guaranteed 
by the government, yet there is no explicit 
guarantee, so it is not clear whether the 
government would bail them out in a cri- 
sis. A default on their bonds would have 
serious knock-on effects because mutual 
funds, banks and savings-and-loans insti- 
tutions are all large holders. But the cost of 
a bail-out could dwarf any previous ones. 

If the housing bubbles burst, the econ- 
omic consequences will be much more se- 
vere than those of the recent stockmarket 
crash, because more households own >» 








>homes than own shares, and because 
home-owners are up to their necks in debt. 
Ominously, Japan’s property-price bubble 
burst a couple of years later than did its 
stockmarket bubble, and the massive 
wipe-out of wealth that resulted has been 
partly responsible for a decade of econ- 
omic stagnation. Many will argue that Ja- 
pan was an exception. There are certainly 
differences, notably that Japan’s banking 
system was in a much worse state to start 
with. But there are also some similarities. 
The most worrying is that with interest 
rates already close to zero, America’s Fed 
now has little room left to cut interest rates 
if the economy were to run into trouble. A 
housing bust might therefore nudge the 
economy into deflation. 


Shoring up the foundations 

If the housing boom ends badly, policy- 
makers will need to draw lessons about 
how to reduce the risk of future bubbles. A 
first requirement is the provision of better 
data on house prices, rents and new con- 
struction to improve market transparency. 
In most countries the most up-to-date sta- 
tistics are collected by private-sector lend- 
ers or estate agents, who tailor data to their 
own needs. Official statistics offices typi- 
cally collect more information about the 
price of shoes or cement than housing, de- 
spite its far greater economic importance. 

A second requirement is for more re- 
search on what drives house prices, why 
prices are more volatile in some countries 
than others, and what effect changes in 
house prices have on consumer spending. 
Traditionally, economists have found 
property a less glamorous subject than 
stockmarkets. It is certainly less financially 
rewarding, because investment banks 
have traditionally had little interest in it. 
That will have to change. 

A third lesson is that central banks 
should sometimes tighten monetary pol- 
icy in response to sharp increases in asset 
prices even if inflation is low. Central 
bankers’ fixation on consumer-price infla- 
tion in recent years has blinded them to 
‘other important signs of financial and 
economic imbalance. They have ignored 
the build-up of excess liquidity, which in- 
stead of pushing up inflation has spilled 
over into asset markets: first the stock- 
marketand now housing. = — 

It is true that if the Fed had not slashed 
interest rates after the stockmarket col- 
lapsed, the downturn would have been 
much steeper. But by inflating a house- 
price bubble and encouraging households 
to borrow more, the Fed has merely de- 


layed the day of reckoning. With house- 
holds now even more deeply in debt, a fall 
in house prices would have even more se- 
rious consequences. 

As an alternative to raising interest rates 
to curb a housing bubble, governments 
could discourage excessive borrowing by 
limiting the size of a home loan as a pro- 
portion of the purchase price. Not only 
would this help to prevent home-buyers 
ending up with negative equity if prices 
fell, it could also help to moderate booms 
and busts. The maximum size of a loan 
could be reduced when house prices are 
rising rapidly, helping to cool the market, 
and raised in a downturn. 

Some analysts have blamed the boom- 
bust tendency of housing markets on the 
tax reliefs that home-buyers in many coun- 
tries enjoy. It may be no coincidence that 
some of the countries with the most gener- 
ous tax breaks on buying a home—the Un- 
ited States, Spain, Ireland and the Nether- 
lands—have recently seen strong 
house-price booms. Yet so has Britain, 
which phased out tax relief on mortgage 
interest some time ago, so that cannot be 
the whole explanation. 

Gordon Brown, Britain’s chancellor of 
the exchequer, has now developed differ- 
ent ideas on how to make house prices less 
volatile. He puts some of the blame on the 
variable-interest-rate mortgages currently 
in widespread use in his country, and 
wants to convert borrowers to long-term 
fixed-rate mortgages, as widely used in 
continental Europe and America. 

Mr Brown is right to want to shift home- 
buyers to fixed-rate mortgages if he ex- 
pects Britain one day to join the euro, be- 
cause such a shift would reduce the sensi- 





tivity of the whole economy to 
interest-rate changes. It would not, how- 
ever, prevent housing booms and busts. 
Just look at Japan, where 30-year fixed-in- 
terest mortgages prevented neither the 
emergence of the housing bubble nor its 
popping a decade ago. In Britain, a more 
important reason, perhaps, why house 
prices are so volatile is that supply is less 
responsive to changes in price than in 
many other countries, partly because of 
planning regulations. If policymakers 
want to even out booms and busts, they 
need to ensure that supply responds more 
promptly, as well as raising interest rates to 
dampen demand earlier in the cycle. 

So much for lessons for policymakers; 
what advice is there for home-buyers? 
Anyone thinking of buying in any of the 
housing markets that this survey has iden- 
tified as bubbling should wait until prices 
have fallen. Anyone who already owns a 
home but has to move for work or family 
reasons should consider selling and rent- 
ing until prices drop. Most home-owners, 
however, will have to stick it out and 
watch their wealth dwindle. Their mistake 
was not to buy a home, because they can 
still enjoy living there. Where they went 
wrong was in expecting double-digit re- 
turns to continue, and to make decisions 
on that basis, such as taking out a second 
mortgage to support a more lavish life- 
style, or neglecting to save for retirement. 
In a world of near-zero inflation, double- 
digit returns are no more sustainable on 
houses than on equities. Next time an exu- 
berant estate agent tells you that bricks and 
mortar are the safest thing you can invest 
in, hit him on the head with this copy of 
The Economist. m 








The European Union’s constitution 


Tidying up or tyranny? 


BRUSSELS 


Writing a constitution for Europe has been fraught. But the European Union’s 


countries fret about very different things 


OR Valéry Giscard d’Estaing, chairman 

of the convention on Europe’s future, 
the European Union’s draft constitution 
that he unveiled on May 26th presents a 
unique chance to set the EU’s course for the 
next 50 years. For Peter Hain, the British 
government’s man atthe convention, itis a 
mere “tidying-up exercise”—consolidating 
generations of EU law into a single, com- 
prehensible document. For Britain’s Daily 
Mail, the draft is a “blueprint for tyranny”. 
But for Elmar Brok, a German member of 
the convention and an ardent federalist, it 
is an “extraordinary disappointment” and 
an unravelling of the federalist dream. 
And Romano Prodi, the European Com- 
mission’s boss, moans that the draft “lacks 
vision and ambition”. 

Such differing reactions reflect the po- 
litical prejudices of the speakers and the 
difficulties of understanding the complex- 
ities of a constitution that runs to several 
hundred pages and covers topics as di- 
verse as human rights, the political institu- 
tions of the Union and social policy. But it 
also reflects a fundamental ambiguity 
about the nature of the enterprise. Mr Gis- 
card d’Estaing and his cohorts are writing a 
“constitutional treaty”. A treaty is gener- 
ally concluded between states; a constitu- 
tion is generally adopted by a state. The 
fact that the Ev is adopting a constitutional 
treaty underlines its hybrid nature, half- 


way between an international organisa- 
tion and a state. 

Mr Hain has half a point when he 
speaks of a tidying-up exercise. Around 
three-quarters of the clauses in the pro- 
posed new constitution are simply 
adopted from previous treaties. But even 
some of the rights long ago accrued by the 
EU have the capacity to shock when writ- 
ten down in black and white. Professional 
Europeans point out, for example, that Ar- 
ticle 10 of the constitution, which states 
that EU law “shall have primacy over the 
law of the member states”, is just a restate- 
ment of something that has been true 
since the Treaty of Rome in 1957. 

Indeed, if European law did not over- 
ride national laws, the EU’s whole internal 
market would grind to a halt. Butin Down- 
ing Street they are uncomfortably aware 
that polls suggest that only 10% of the Brit- 
ish people accept the proposition that EU 
law should override British law. It is rather 
as if, having happily consumed factory- 
made sausages for 30 years, consumers are 
now being asked to read the ingredients on 
the side of the packet and consider care- 
fully if they want to keep eating reconsti- 
tuted udders. 

It is also true, however, that the other 
25% of the constitutional treaty contains a 
lot of innovation: the adoption of a charter 
of fundamental rights, the expansion of 
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the Eu into the field of criminal law, the 
creation of an EU foreign minister and an 
armaments agency, an extension of ma- 
jority voting into such sensitive areas as 
farm policy, regional funds and asylum, as 
well as big reforms of Eu institutions. 

The widest expansion of the EU’s pow- 
ers would come in the field of legal sys- 
tems. The constitution proposes creating a 
category of serious cross-border crimes, 
such as corruption, fraud and people-traf- 
ficking, which could be pursued by a Euro- 
pean prosecutor and which would require 
at least a degree of harmonisation of na- 
tional criminal codes. 

The British are uneasy and they are not 
alone. Gijs de Vries, the Dutch govern- 
ment’s representative at the convention, 
argues that, if the current proposals go 
through, “the vast majority of national 
criminal law will have to be harmonised 
in the very near future...harmonisation of 
national law cannot be limited to mutual 
assistance in combating crime. The unin- 
tended side-effect is that it almost always 
affects other aspects of criminal law.” As 
Mr de Vries also notes, “the criminal-jus- 
tice system constitutes a central element of 
each society” and reflects its national char- 
acter—just think of liberal Dutch laws on 
drugs—which might have to change under 
anew system. 


Too many rights 

The incorporation of the charter of funda- 
mental rights into EU law, as part two of 
the draft constitution, has even more pro- 
found implications. For countries like Brit- 
ain and Ireland with a common-law tradi- 
tion, where rights are entrenched by legal 
precedent and by the absence of legisla- 
tion prohibiting activities, the declaration 
of a positive list of rights marks a deep le- »» 





list of rights includes a lot of vaguely 
worded social rights, including a right to 
work, bargain collectively and strike, and a 
right for workers to be informed and con- 
sulted about big managerial decisions. 
They fear that such rights could be used to 
roll back Thatcherite labour laws which 
have let Britain avoid some of the rigidities 
of continental labour markets. What if the 
unemployed sued the government for vi- 
olating their right to work or if factory clo- 
sures were stopped because workers had 
not been consulted? 

The British believe they can safeguard 
their position if they can get an explana- 
tory commentary, limiting the charter’s 
impact on national legislation, attached to 
the constitution. But itis not clear they will 
succeed in this, though they have support 
from the Irish, Danes, Dutch and Italians. 


Remembering Iraq 

Many of the most fraught debates in the 
convention have centred on foreign policy 
and defence, reflecting the splits caused by 
the Iraq war and the aspirations of those 
who hope to see the Union develop into a 
counterweight to the United States. Here, 
Mr Giscard d'Estaing and his presidium are 
fairly cautious. It is true that the constitu- 
tion calls for member states “to actively 
and unreservedly support” a common EU 
foreign policy and “refrain from action 
contrary to the Union’s interests”. But all 
this language is from existing treaties and 
did not prevent the various EU countries 
going their own sour ways over Iraq. 

The creation of a European foreign min- 
ister sounds dramatic but it is essentially a 
merger of two existing jobs, without giv- 
ing the new post-holder any new powers 
to impose a single policy on EU countries. 
Crucially, countries keep their national ve- 





treaties and could theoretically take a seat 
at the UN. There is no mechanism for com- 
pelling France and Britain to give up their 
permanent seats on the Security Council 
in the EU’s favour. 

The national veto is also retained over 
the other neuralgic issue for the British and 
Irish: taxation. Mr Giscard d’Estaing has ac- 
knowledged privately that any move to- 
wards harmonising taxes would make the 
Irish refuse to ratify the treaty. Even so, the 
Irish and the British will still seek to tighten 
the language to avoid even a hint that taxes 
might one day be set by majority vote. 
They might also gulp at the draft’s sugges- 
tion that the Eu should raise its own bud- 
get, which implies that the Union should 
gain the right to raise taxes. 

Looked at overall, the constitution does 
mean a further transfer of power to Brus- 
sels. National vetoes are abolished over 
some 20 new subject areas, including as- 
pects of immigration and social policy. On 
the other hand, there is an attempt to give 
national parliaments stronger rights. Un- 
der new provisions under the rubric of 
“subsidiarity”, if a third of national parlia- 
ments believe that a proposed £U law ex- 
ceeds the Union’s powers, they can force 
the European Commission to reconsider— 
but not necessarily to block. And they can 
ultimately ask the European Court of Jus- 
tice to adjudicate. 


Small concerns 

While the balance of power between na- 
tions and the EU dominates debate in Brit- 
ain, in much of the rest of the Union the 
most controversial issue is Mr Giscard 
d’Estaing’s plan to reform European insti- 
tutions. The convention’s chairman be- 


lieves that the current balance of power 
within the Eu gives far too much power to 
small countries. His aides point out that in 
an enlarged gv of 25 countries, the seven 
smallest ones representing a paltry 1.5% of 
the EU’s pP will have more voting 
weight in the European Commission than 
the six largest countries with 82% of the 
Union’s GDP. 

Mr Giscard d’Estaing proposes to drop 
the principle that every country has aright 
to a European commissioner with a vote. 
He wants a slimmed-down commission 
with 15 members and perhaps 15 non-vot- 
ing “advisory commissioners”. 

He also suggests making representation 
in the European Parliament more propor- 
tional to population; at present it takes ten 
times as many votes to elect a German 
MEP as to elect one from Luxembourg. 
Most controversially of all, he wants to 
abandon the system under which each EU 
country holds the Union’s presidency for 
six months at a time, in favour of a presi- 
dent in office for up to five years, elected by 
heads of government. 

These ideas have been greeted ex- 
tremely frostily by the “smalls”. One Euro- 
pean commissioner from a little country 
says Mr Giscard d’Estaing has only two 
aims, “to deliver power to the big countries 
and to screw the European Commission”. 
The smalls are insisting that every country 
should retain a commissioner; most reject 
the idea of a longer-term holder of the Eu’s 
presidency, which they say could under- 
mine the commission. 

It is these issues, rather than the argu- 
ably more fundamental questions of the 
balance of power between the Eu and the 
nation-states, which are likely to provoke 
the most passionate debates in the conven- 
tion’s last three weeks. They could yet even 
destroy the whole enterprise. ™ 








Russia 
The secret 
policeman’s ball 


MOSCOW 
Russia has a chance to show off its 
<. president’s mixed achievements 


TKE a flustered society debutante putting 
on every single piece of jewellery she 
can find, Russia is desperate to look her 
best for the 50-odd foreign leaders ex- 
pected on May 30th in St Petersburg. Cele- 
brating its 300th anniversary, the city will 
glisten with fresh paint and new gold leaf 
(though the bright facades, like most ball 
dresses, conceal flimsy supports and hasty 
fixes). Unsightly birthmarks, such as the 
vegetable patches of people living in sight 
of the Konstantinovsky palace where the 
leaders will gather, have been forcibly re- 
moved. Even body odour will be ban- 
ished: the authorities have encouraged lo- 
cals to leave the city for the weekend. 

And, as at any coming-out party, young 
Lady Russia’s conversations will be 
charming but inconsequential. In a sepa- 
rate meeting with European Union lead- 
ers, Vladimir Putin, Russia's president, is to 
discuss a common economic area and 
visa-free travel, but those are distant goals. 
Expect even less from a summit with lead- 
ers of the Commonwealth of Independent 
States (minus the three Baltic ones) that 
emerged from the old Soviet Union. Russia 
this year gave up the cis presidency for the 
first time, letting Ukraine’s Leonid Kuchma 
be “elected” to the job, showing just how 
irrelevant it now considers the cis to be. 

So the event is truly a chance for Vladi- 
mir Putin, Russia’s president, to show off 
how well the debutante is doing. Adoles- 
cent Russia has been putting on a growth 
spurt. As the rest of the world totters, last 
year’s GDP grew at a perky 4.3%. In April 
most analysts began predicting even faster 
growth this year, thanks mainly to high oil 
prices and unexpected productivity gains. 

Mr Putin, who became president just as 
Russia was recovering from its 1998 de- 
fault, can take some credit. He has pushed 
through tax cuts. Bureaucratic reforms, 
though limited, have made things easier 
for business: a study sponsored by the 
World Bank found that small businesses 
now rate each other’s competition, rather 
than bureaucracy, as their biggest chal- 
lenge. But Mr Putin’s main feat—though no 
small one—has been to bring stability. 

Thatis thanks partly to his taste for con- 
trol—he has strengthened his direct pow- 
ers over those of the legislature and re- 
gional governors, and put a lot of former 
secret-service colleagues in key posts—and 
partly to his own knack of looking like the 
calm point in every storm centre. He 
makes sure to appear separate from his 


government and is often seen on televi- 
sion berating officials for not being up to 
scratch. His control over the media helps 
too. This year Freedom House, an Ameri- 
can think-tank, downgraded Russia’s me- 
dia status to “Not Free” after the last more- 
or-less independent national television 
boss, Boris Jordan, was squeezed out of the 
best state-owned channel, NTV. 

As a result, when things go wrong, polls 
find that public opinion turns against min- 
isters or against the pro-Kremlin political 
party, United Russia, but that the presi- 
dent’s own rating has barely flickered. Nor 
does the bloody war still grinding on in 
Chechnya, where a fortnight ago nearly 80 
people were killed by suicide bombers, 
seem to dent Mr Putin’s popularity much. 


Tsar Vlad, again 
This, and the fact that there are no other 
plausible candidates, makes Mr Putin’s re- 
election next year very likely. United Rus- 
sia’s chances in December’s election for 
the Duma, the lower house of parliament, 
are less clear. But the Duma is becoming a 
parody of a parliament anyway, with 
business moguls falling over themselves 
to bankroll political parties and ensure 
friendly voting blocks. Mr Putin’s sway 
over the Duma will depend more on his 
negotiating skills after the election than on 
campaigning before it. The real question is 
whether in a second term he will push 
through knottier but delayed reforms such 
as arevamp of the bloated armed forces. 
But if he is secure at home, Mr Putin is 
on shakier ground abroad. His criticism of 
the war in Iraq hurt his warm relations 





with George Bush, and there has been 
much hand-wringing in both Moscow and 
Washington about how to restore them. 

This, though, is the least of problems. 
American officials have been admitting 
that the policy, in a well-worn phrase, is to 
“punish France, ignore Germany and for- 
give Russia” over Irag. Mr Bush will sit 
down with Mr Putin for 45 minutes in St 
Petersburg but will, it is said, avoid 
France's Jacques Chirac. (Then they will all 
fly to the French town of Evian for a meet- 
ing of the leaders of the world’s eight rich 
countries, Russia politely included.) 

The fear is not that Messrs Putin and 
Bush will find it hard to talk, but that there 
is little left to talk about: the main argu- 
ment over Iraq is over, the delayed Mos- 
cow treaty on disarmament has been rati- 
fied, and Russia is said to be paying more 
heed to American worries about its sup- 
port for Iran’s nuclear programme. Offi- 
cials are casting about for new subjects— 
the war on AIDS, perhaps, or the space pro- 
gramme?—to fill the bilateral agenda. 

Much trickier are relations with the Ev. 
After next year’s enlargement it will ac- 
count for over half of Russia’s trade and 
provide many more complex issues—trade 
tariffs, visas, border security, energy 
prices, and so on. Russia’s dark human- 
rights record matters more to the Europe- 
ans too. Russia and the £u, says Fyodor Lu- 
kyanov, editor of “Russia in Global Af- 
fairs”, need a permanent co-operation 
body. Otherwise Russia may risk being the 
eternal debutante: chattering prettily to all 
her suitors, but never getting very far with 
any of them. @ 





France on strike 


Crunch time 


PARIS 
In the government’s pension-reform 
campaign, the moment of truth is close 


EPENDING on the day of the week, 

France’s teachers are either on strike 
or demonstrating in the streets—or both. 
So, too, air-traffic controllers, tax-collec- 
tors, hospital workers, postmen and soon, 
it seems, the dustmen of Paris. All of which 
most French people will consider is par for 
the course: the government of Jean-Pierre 
Raffarin is committed to reforming a finan- 
cially unsustainable pension system that 
favours the public sector over the private— 
and the public sector is determined not to 
lose its privileges. Hence the current trial 
of strength. “The street can give its views,” 
is the mantra of Mr Raffarin, “but the street 
does not govern.” 

One way or another, the proof of the 
prime minister’s argument will come soon 
enough. The holiday season is approach- 
ing for everyone, politicians and workers 
alike, and if the issue is left unresolved, the 
government risks losing both its momen- 
tum and its credibility. That is why the un- 
ions, who now represent only about 13% 
of the workforce but have a power and 
popularity far beyond their numbers, are 
stepping up the pace. A general strike has 
been called for June 3rd, a week after the 
government confirmed its pension plan 
and a week before the plan gets its first 
hearing in parliament. Fast forward to the 
end of June and parliament will end its 
working session (unless President Jacques 
Chirac decrees otherwise) and the nation’s 
students will have taken their exams (un- 
less their fractious teachers make it impos- 
sible, an outcome which might finally pro- 
voke a popular backlash). 

So which side will win? Government 
ministers bemoan the opportunism of the 
opposition, which knows reform is neces- 
sary but failed to take action when in 
power between 1997 and 2002. They be- 
moan, too, the way workers who are not 
directly affected by the reform—the rail- 
waymen, for example, have been carefully 
exempted—nonetheless go on strike. And 
they complain that some issues are being 
maliciously confused. Why do the teach- 
ers, for example, lump pension reform to- 
gether with the decentralisation of educa- 
tion, a process which will apply not to 
them but to their support staff? 

In the end, the result may depend on 
President Chirac himself. So far, he has 
been pretty reticent, remarkably so given 
that in his re-election campaign last year 
he emphasised the need for reform. The 
betting, however, is that he will speak out 





A 


Boohoo, says the government 


on July 14th, when France celebrates its 
revolution and the storming of the Bastille. 
What better occasion for the president, 
who has a way with words, to explain to 
the people the need for reform to preserve 
what the French like to call “solidarity be- 
tween the generations”? What a pity that 
in the meantime so many non-strikers 
have had to suffer. And what a paradox 
that a majority of these suffering non-strik- 
ers apparently still support the strikers’ de- 
mands. @ 


Spain’s elections 
The government 
keeps its end up 


MADRID 
The ruling conservatives did better 
than expected in the latest elections 


GAINST pollsters’ guesses, Spanish vot- 
ers delivered the mildest of rebukes to 
Spain’s conservative prime minister, José 
Maria Aznar, in regional and local elec- 
tions on May 25th. Mr Aznar’s mishan- 
dling of the Prestige oil-tanker disaster, his 
hugely unpopular pro-American stand in 
the war against Iraq and his authoritarian 
style of leadership had helped to give the 
opposition Socialists an opinion-poll lead 
of some six percentage points. In the event, 
they barely nosed ahead. For a mid-term 
election after seven years of governmental 
wear and tear, the result was a mighty re- 
lief for Mr Aznar’s People’s Party (PP). Un- 
less things go badly wrongin the next year, 
it has a fair chance of keeping power at the 
next general election, due by March. In any 
event, it is likely to be a close contest. 

Mr Aznar led from the front, displaying 
his old resilience. His campaign was 
highly personal. True, the Socialists 
bucked a ten-year trend by winning more 
votes than Mr Aznar’s People’s Party. But it 
was far from being the electoral castigo 
(punishment) they had hoped to inflict. 





Only 200,000 votes out of more than 
23m cast separated the two main parties. 
The PP was a single percentage point down 
on its previous election showing in local 
and regional elections, in1999, with 34% of 
the vote to the Socialists’ 35%. Looking on 
the bright side, Mr Aznar declared that his 
party “now has more mayors and more lo- 
cal councillors than any other”. His PP not 
only held its old bastions but even 
stormed a few more, such as Burgos and 
Granada. It did well in Valencia. In Galicia, 
whose coastline was besmirched by the 
Prestige’s oil, the PP got 41.5%, only four 
points less than in 1999. 

The party’s biggest swoop was on Ma- 
drid’s city hall, where Mr Aznar’s wife, 
Ana Botella, number three on the pp’s 
slate, will now make her political début. 
The mayor-elect, the able and ambitious 
Alberto Ruiz-Gallardon, though not close 
to the prime minister, has suddenly 
emerged as the PP’s new Star. 

Indeed, he is already being talked 
about as a possible replacement for Mr Az- 
nar when he steps down from the top job, 
as promised, before the general election. 
Mr Aznar says he will name a successor 
within four months. There is no obvious 
heir. Jaime Mayor Oreja, a former interior 
minister, is stuck in the Basque region; Ro- 
drigo Rato, the finance minister, has not 
been shining of late in the media; and the 
reputation of Mariano Rajoy, the deputy 
prime minister, was dented by the Prestige. 

Meanwhile Mr Aznar will continue to 
promote the themes that evidently served 
him well in the campaign. He has been 
tough on Basque terrorism. He sounds 
harsh on illegal immigration. He also 
made some populist promises—for in- 
stance, to lower the cost of renting flats and 
to give tax breaks to big families. And he 
boasts, with good reason, of Spain’s econ- 
omic progress during his seven years in of- 
fice. He claims that Spain’s GDP per head is 
now approaching 90% of the EU average. 
(At last count the OECD put the figure at 
85%, against 77% in 1996). 

All the same, the Socialists’ leader, José 
Luis Rodriguez Zapatero, called the results 
“a good start for 2004”. His party captured 
the city of Saragossa and the region of Ma- 
drid by forming a coalition with the com- 
munist United Left. It held Barcelona, the 
Catalan capital, won a huge majority in 
the backwater region of Castile-La Man- 
cha, and retook the regions of Extrema- 
dura and Aragon. 

But El Pais, the country’s leading left-of- 
centre newspaper, said sorrowfully that 
Mr Zapatero, in his first nationwide cam- 
paign, had failed to capitalise on Mr Az- 
nar’s woes. His team lacks style and sub- 
stance. With his moderate, consensual 
brand of politics, Mr Zapatero is likely to 
lead the Socialists into the general election. 
And plainly he still has a chance of being 
Spain’s next prime minister. W 





The players do better than the politicians at making Europe loved 


i 





OMETIMES it can seem hopeless. How do you mould a single 

European people out of the lumpen masses scattered across 
the continent? European Union citizens are stubborn home- 
bodies: only 1.6% of them live permanently in an EU country 
other than their own. They still insist on speaking different lan- 
guages, they read different papers, worship at the shrines of dif- 
ferent celebrities, chortle at different television programmes. But 
there is one big exception. Every Tuesday and Wednesday, much 
of Europe’s male population tunes in to watch the Champions 
League, the pan-European football championship embracing the 
best teams from all over Europe. On May 28th this year’s final 
was in Manchester. Awkwardly for a European competition, 
both teams were Italian—Ac Milan (who won) and Juventus. But 
their squads were drawn from all over the continent: France, Por- 
tugal, the Netherlands, Denmark, the Czech Republic, Georgia, 
Ukraine—topped up with a smattering of Brazilians. 

Over the past decade European football teams have turned 
into a living, breathing embodiment of European integration. 
Clubs that once recruited fans and players from their immediate 
neighbourhoods now scour the continent for talent and are 
watched in every country. Footballing integration has both 
shadowed and been prompted by Europe’s political and econ- 
omic integration. The European Cup, forerunner of the Champi- 
ons League, was first staged in 1956, a year before the Treaty of 
Rome gave birth to the European Economic Community (EEC). 
In both spheres, the British were initially stand-offish. Just as 
they balked at joining the EEC, so their teams refused to take part 
in the first European Cup, but later joined in when they saw the 
competition was a success. 

In the 1990s, football integration in Europe leapt forward, dri- 
ven directly by the expansion of European law. The free move- 
ment of labour around Europe meant it was no longer legal for 
football leagues in the Eu to limit the number of foreigners in 
their teams. All Eu citizens (though not all foreigners) had to be 
treated equally. Around the same time, the European Court as- 
serted that footballers, like other workers, were free to move any- 
where at the end of their contracts, without their old employers 
demanding a transfer fee. So players’ wages soared and talented 
players headed for Europe’s richest clubs. Economic liberalisa- 
tion has created an elite of European teams now literally in a 


league of their own—the Champions League. It is no accident, 
given European law’s role in changing football, that Europe’s top 
clubs have set up their own organisation, the G14, in Brussels. 

Romantic souls hope that integrating European football will 
prompt ordinary fans to start feeling more European and to dis- 
pel their clichés about neighbouring countries. Simon Kuper, a 
football writer, says that the best English teams’ increasing reli- 
ance on continental players and managers emits a subliminal 
pro-European message: “Continentals aren’t bad people. They 
can work in harmony with Britons. The continental way is more 
efficient...if we don’t follow them we will be left behind.” 

Football has probably made Britons think more amicably 
about their fellow Europeans than anything else in Britain. The 
British view of foreign footballers used to be pretty plain: Italians 
cheated and spent their time rolling around on the floor to earn 
free kicks; the French gave up if it was raining or windy; the Ger- 
mans were arrogant and humourless. But then along came play- 
ers like Gianfranco Zola, an Italian recently voted by the fans at 
Chelsea, a London club, as its best-ever player, adored not just 
because of his skill but also because of his sportsmanship. 
Across town, Arsenal are captained by Patrick Vieira, a French- 
man who is one of the toughest players in the English league 
(even when itis raining). His club’s rival, Tottenham Hotspur, fell 
for Jürgen Klinsmann, a German striker, who turned out to have 
a self-deprecating sense of humour as well as a talent for scoring 
goals. Meanwhile England’s Gary Lineker moved to Barcelona 
and showed that some Brits can learn foreign languages. 


Let’s keep a few enjoyable prejudices, though 

But not all players reverse national stereotypes. Some are adored 
precisely because they confirm them. David Ginola of France 
won the player-of-the-year award in England—and starred in 
shampoo commercials. Eric Cantona, his compatriot, trans- 
formed the fortunes of Manchester United—and confirmed an 
old English view that Frenchmen like spouting philosophical 
nonsense. (Asked about a suspension for violent conduct, he re- 
marked enigmatically: “When the seagulls follow the trawler, it 
is because they think that sardines will be thrown into the wa- 
ter.”) Meanwhile Paul Gascoigne, who played (and boozed) for 
England and Lazio, a Roman team, appalled Italian journalists ` 
by burping loudly into a microphone at a press conference. Lu- 
ther Blissett, a centre-forward from Watford in England who 
moved to AC Milan, struggled with Italian culture as well as 
with his own limitations as on the field (“Luther miss it”), though 
he did achieve the rare distinction of inspiring a sect of Italian 
anarchists all to change their names—to Luther Blissett (see 
www .lutherblissett.net). 

The cosmopolitan nature of the Champions League undoubt- 
edly blurs the edges of both playing styles and fan loyalties 
across Europe. But the fact that teams are now so genuinely Euro- 
pean (Chelsea have sometimes fielded sides with no British 
players at all) does not seem to have disturbed the way the Euro- 
pean press writes about them. A study by Liz Crolley and David 
Hand, two British academics, underlines the durability of cer- 
tain images. Both at home and abroad English teams are por- 
trayed as strong in fighting spirit but short on technique; the 
Germans as efficient, physically imposing but unimaginative; 
the French as full of artistry but liable to crumble under pressure. 
A dreadful thought occurs. Could these clichés persist because 
there may, after all, be the tiniest grain of truth in them? m 
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Water industry 


Frozen taps 


EDINBURGH 


Privatisation works. State ownership is costly and inefficient. A dip in the water 
north and south of the border demonstrates it, yet again 


RIVATISED in England, a mutual in 

Wales, a nationalised industry in Scot- 
land and a government department in 
Northern Ireland—there is no better prov- 
ing ground for different ideas about utility 
provision than Britain’s water industry. 

The question is a pressing one because 
the government has decided that it has to 
get bureaucrats away from Northern Ire- 
land’s costly system. The province’s de- 
volved (but currently suspended) govern- 
ment has been told to devise a new 
structure. 

A few years ago, there would have been 
little support for privatisation. After the 
Conservative government privatised Eng- 
lish and Welsh water in 1989, bills shot up, 
prompting a public outcry, even though 
most of the money was spent on moder- 
nising the decrepit and messy systems the 
private firms had inherited. But over time, 
the bills went down, while beaches and 
rivers have become much cleaner. 

Nonetheless, Welsh water went out of 
private ownership in 2001, moving to a 
one-off mutual structure, in which it was 
bought with £1.8 billion ($2.9 billion) of 


was to shun privatisation. Strathclyde 
Council ran a postal referendum in 1994 in 
which 97% of those voting rejected selling 
off what one mp called “God’s water”. 
That was backed up by advice from Coo- 
pers & Lybrand (now part of Pricewater- 
houseCoopers) that privatisation would 
mean bills rising 152% over the coming 15 
years, compared with only 95% if it stayed 
in the public sector. Since then, though, the 
divergence between the performance of 
water suppliers north and south of the 
border has been startling (see table). Over 
the past decade, Scottish household bills 
have gone up by 94% in real terms. English 
bills have gone up by only 22% since 1989. 
But the heaviest burden falls on busi- 
ness. A medium-sized office in Scotland 
pays 16 times more than its English coun- 
terpart. Big thirsty industries face a serious 
competitive disadvantage: managers at 
BP’s refinery at Grangemouth in Scotland 
are facing a bill this year from Scottish Wa- 
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ter for £12.7m. South of the border, the 
equivalent bill would be more like £7m. 
Moreover, BP says Scottish Water is frus- 
trating its efforts to find alternative sup- 
plies, so it is thinking of taking the state- 
owned water company to court. 

Small firms are just as agitated. John 
Downie, Scottish director of the Federa- 
tion of Small Businesses, says his mem- 
bers are facing water bill increases of be- 
tween 50% and 300% this year, taking 
them to between four and five times the 
level of equivalent bills in England. He 
wants a Scottish parliamentary inquiry. 
“This is costing jobs,” he says. Altogether, it 


- looks as though Scottish companies are 


paying about £190m a year more for water 
than their counterparts in England. 

All that might be excusable if the aqua- 
crats were doing much better with the ex- 
tra money. But in fact Scots get poorer 
drinking water, more pollution from their 
sewers and their pipes are more than twice 
as leaky. Private water firms beat the pub- 
lic sector on all counts. 

What’s gone wrong? After all, a pub- 
licly owned water industry does not have 
to pay dividends to shareholders and can 
borrow money at lower interest rates than 
private firms. “Essentially, the service was 
run by engineers,” says Alan Alexander, 
chairman of Scottish Water, a new com- 
pany formed in 2002 by a merger of three >> 
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north of the border and the lesson drawn 






> regional state-owned utilities. “No-one 
gave much thought to economics.” Politics 
has also played a role. The utility has been 
in thrall to trade unions, so it is over- 
manned. And the need to keep politicians 
sweet may explain why business charges 
have risen so much faster than the domes- 
tic bills most voters pay. 

Scotland’s water regulator, Alan Suth- 
erland reckons that about £86—more than 


A ee 


a third—of the £231 average domestic bill in 
2001-02 was wasted. So ministers told 
Scottish Water to cut its costs by 45% by 
2005-06. Bills won’t start coming down 
until 2007, though, because the company 
must find £1.8 billion to spend on upgrad- 
ing its pipes and sewers. Scotland’s costly 
water is a salutary reminder of the cost of 
the country’s love affair with state provi- 
sion. Better to privatise it late than never. m 





Economics and reality 


The Big Easy 


Stelios Haji-loannou is attempting to bring the dismal science to undismal 


life—with mixed results 


TIS perhaps fitting that micro-economics 

should have one of its most interesting 
ideas tested in Milton Keynes, a smallish 
town north of London which combines 
(by accident) the names of two of the last 
century’s greatest economists. The 600- 
odd people who went to the opening 
showing of easyCinema there last Friday 
were doubtless more interested in seeing a 
film cheaply (prices started at 20p) than in 
being guinea pigs for the theory of mar- 
ginal pricing. 

But itis this that fires the imagination of 
Stelios Haji-Ioannou, multi-millionaire, 
self-publicist and founder of easyCinema, 
easyJet, a budget airline, easyCar, a car- 
rental outfit, easyInternetcafé and others. 


As demand goes up, he argues, so should - 


prices. So people who buy early, or choose 
slack times of day, get better deals. For ex- 
ample, charges at his internet cafés rise as 
the seats fill up. The more people that hire 
his cars, the greater the cost to the remain- 
ing customers. The first seats sold on easy- 
Jet flights are cheap, the last few the most 
expensive. 

Although many businesses practise 
such “yield management”, none does it as 
radically as Mr Haji-Ioannou. Worked cor- 
rectly, it should mean that he makes a lot 
more money than conventional fixed- 
price operators when his services are pop- 
ular. Other businesses simply turn away 
customers when, say, the cinema showing 
or the flight is full. They may even lose 
money at peak times when they buy in ex- 
tra capacity to provide customers with the 
service they want at the promised price. 

Mr Haji-loannou’s model, by contrast, 
milks the demand curve for every penny 
he can get. He can pocket the extra that the 
impatient and spendthrift are willing to 
pay to have just what they want when 
they want it. 

The other leg of his strategy is ruthless- 
ness with costs. Extras, such as meals, flex- 
ibility or convenience are stripped out. 


of rip-off 
cinema 


is nigh!! 


easyCinema.com 
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I’m starring in my epic 


People pay for the basic service and noth- 
ing more. EasyCinema customers, for ex- 
ample, have no tickets: they print out a bar- 
coded entry pass from their computer. As 
with his other businesses, all booking is 
online. EasyCar offers one kind of car at 
each location; these are spartan outfits— 
one-person huts in the corner of a car park. 
Customers must bring their car back with- 
in a one-hour slot, clean and ready for the 
next user, or pay a penalty. EasyJet offers 
short-haul flights only, from minor air- 
ports, with no food or drink. Service, in 
short, is as commoditised as possible. 

That allows gimmicky low-cost offer- 
ings. The 20p starting price for his cinema 
was a one-off, but Mr Haji-Ioannou reck- 
ons that he breaks even if he sells half the 
seats in each screening for £1.50-2.00 
($2.45-3.30)—about a third of what other 
cinemas charge. 


The biggest effect of this approachis not 
on his own customers, but on those of the 
many competing companies that have cut 
prices and empowered customers as a re- 
sult. Online booking at British Airways, for 
example, now gives the customer a lot 
more choice about time and price. His 
internet cafés have driven down prices 
sharply. 

It would be nice to report that, with its 
sound grounding in economics, every- 
thing in the easy empire was going swim- 
mingly. But as the likeable Mr Haji-Ioan- 
nou himself cheerfully admits, this would 
be a bit of a stretch. “My record is patchy at 
best,” he says. “I have had a couple of suc- 
cesses, a couple of failures—the jury is still 
out on everything else.” 

The verdict so far is indeed mixed. The 
first and most successful business in the 
group is easyJet, set up in Luton in 1995 
with the help of money from his father, a 
shipping magnate. Though the airline 
made a loss in the first half of this year, it is 
likely to make a profit for the year as a 
whole, despite the horrors faced by other 
airlines. EasyJet’s capacity was hugely in- 
creased by its purchase last year of Go, 
which used to be British Airways’ low-cost 
airline until BA sold it to a venture-capital 
group. 

His other ventures have been less fruit- 
ful, in part, says Mr Haji-Ioannou, because 
he took his eye off the ball. The internet ca- 
fés have lost up to £90m, by his estimation. 
The sites (one in New York was the world’s 
largest) were too expensive. So were the 
computers. Rather than put the business 
into bankruptcy—which would have done 
little for his reputation—he has cut costs 
and branched out. Easy’s computer termi- 
nals are now being installed in other loca- 
tions, such as Burger King restaurants. 

The car company has certainly cut 
prices for consumers. The business is in 
better shape than the cafés and may break 
even next year. But it has been hit by the 
congestion charge in London, home to 
3,000 of its 8,500 fleet. And it is finding it 
hard to dent the big rental firms’ business. 

For the moment, however, Mr Haji- 
Ioannou’s mind is on the cinema. After the 
opening he was scooping up the rubbish 
to see what food products people had 
brought with them. But although some 
6,000 people have booked to see films at 
his cinema, he will not open another one 
yet. The six main distributors who control 
90% of the films shown in Britain prefer to 
keep seats empty rather than flog them 
cheaply; they dislike easyCinema’s cut- 
price offerings. The result is that, for now at 
least, his cinema can only show second- 
rate or second-run films. Until he cracks 
this cartel, Mr Haji-Ioannou’s story, for all 
the admirable ideas behind it, will still be 
the stuff of an interesting documentary 
film rather than the box-office blockbuster 
it could be. m 





Classical music 


Allegro con brio 
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Classical music is booming, contrary to the pessimism of most in the business 


ULL, elitist and expensive, classical 

music in Britain is in its death-throes, 
the pundits say. The young prefer Boyzone 
to Beethoven. Punters shun the plinkety- 
plonk modern stuff, and stick to the same 
tired old repertoire, stifling innovation. Re- 
cording work has slumped, partly because 
of the cp’s relative indestructibility, partly 
because orchestras in central Europe are 
cheaper. Corporate sponsorship, particu- 
larly from the City, has slowed sharply. 

A true largo doloroso, then—were it not 
for the awkward fact that in the things that 
matter most, classical music is actually 
healthier than for decades. 

For a start, London is more than ever 
the uncontested classical capital of the 
world, with some 20 professional orches- 
tras and five music colleges. Many of the 
world’s great soloists choose to make their 
home there, as do home-grown musicians 
in great quantity and quality. 

In 1985, for example, the Association of 
British Orchestras had just 12 members; 
now it has 50. Up to half of this growth has 
come from new orchestras, says Russell 
Jones, its director, such as the Orchestra of 
the Age of Enlightenment—an outfit that 
specialises in music from that eponymous 
18th-century era. 

For all the much-bewailed changes in 
state subsidy policy towards more popular 
causes, plenty still flows. The Arts Council 
recently rescued several ailing bands with 
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A typically stuffy and elitist pursuit 


money from the National Lottery. Over the 
past three years it has pumped £30m 
($49m) into orchestras to get rid of their 
deficits. Strings were attached: orchestras 
had to produce detailed future plans. 
Mostly these seem to be working; a hand- 
ful is even making surpluses, says Hilary 
Boulding, the music director for the Arts 
Council of England. 

In the great cacophony of government 
spending, £30m is a mere tinkle. Yet its ef- 
fect is far-reaching, because necessity has 
made Britain’s orchestras and musicians 
astonishingly flexible. Until recent years 
many of those who went to Britain’s ten 
music colleges expected to make a living 
performing. Now even those with a rela- 
tively secure orchestral job realise they 
have to teach, too. Such work is usually a 
condition for getting money from the state. 

The London Symphony Orchestra 
(LSO), for example, is spending £18m on an 
education programme based in St Luke’s, a 
disused inner-city church. Clive Gillinson, 
the Lso’s respected manager, claims that 
its programme reaches 30,000 children. 
Almost all orchestras now play to and 
teach some locals; Manchester’s Hallé has 
set up its own youth orchestra. 

That partly explains why, despite all 
the handwringing, and the lack of music- 
making at state schools, there is no evi- 
dence that audiences are ageing. Instead, 
people still seem to warm to classical mu- 
sic as they age, much as they always have. 

The cp market is also showing hopeful 
signs. Orchestras are finding new ways to 
entice people to buy fresh versions of 
works they already own. One is to play by- 
gone music on bygone instruments (or 
copies). Trumpet players these days are 
likely to finish music college able to play 
both the modern instrument and the 
(valve-less) natural trumpet, for which Ba- 
roque trumpet parts were written. An- 
other is orchestras’ own-label recordings 
of live performances. That cuts the cost of 
recording studios, and fees too—players, 
soloists and conductors all get a slice of the 
royalties. The Royal Liverpool Philhar- 
monic started this trend, with a recording 
business run by the principal oboeist. 

Sponsorship is more difficult to come 
by, especially now that the economy is 
weak, but far from impossible. There is still 
money for those that “tick the social 
responsibility box”, says Mr Jones. Much 
of the £16.5m that the Ltso has already 
raised for its St Luke’s project has come 





from companies. 

The purists’ best-grounded lament is 
that top-selling classical CDs are such an 
unchallenging lot, chiefly film music 
“Harry Potter”, “Lord of the Rings”, trite 
compilations (Classical Chillout Gold), 
and cheesy tenors and the products of eye- 
catching artistes. But if people like the ear 
candy, they may develop a taste for better 
fare thereafter. 

What would really change things 
would be more listenable modern music. 
That may be happening, thanks to com- 
posers like John Taverner or Thomas Adès. 
Jeremy Summerly, a musicologist, says 
that the “new complexity” of the 1960s 
has given way to “new simplicity”. Few 
went to premiéres when he was a student, 
he notes. Now, by contrast, “even normal 
people go”. m 


Celebrity exports 


Stark start 


British pop stars on the world stage 


gt aayat expected a crown of lau- 
rels, but this was unbearable. Je- 
mini, a Liverpool pop duo dispatched 
to Latvia to represent Britain at the 
Eurovision Song Contest—the music 
world’s answer to Miss Universe— 
crashed to ignominious defeat on May 
24th after failing to secure a single vote 
out of 260 cast. It was the nation’s 
worst showing ever in the competition. 

Explanations for the catastrophe ap- 
peared almost immediately. Some put 
it down to other Europeans’ post-Iraq 
pique; others pointed, chests a-thump- 
ing, to the big picture (what language 
were most songs written in? English!). 

But the brave words ignore a 
broader trend: Britain’s growing trade 
deficit in superstars. The nation’s top ce- 
lebrity couple is now trying to turn 
things around. David and Victoria Beck- 
ham have embarked on a global self- 
marketing blitz, starting in America. Mr 
Beckham is already world-famous—the 
footballer shook hands with Nelson 
Mandela last week, and it is difficult to 
know whose grandchildren will boast 
most of the encounter. But football- 
ambivalent America will be a hard sell. 

His other half is faring even worse. 
The New York Times remarked coldly: 
“it isn’t clear what Ms Beckham, 29, has 
to offer”. America has plenty of mod- 
estly talented nubile starlets already. 
The former “Posh” Spice girl is known 
chiefly for her role in a pop group that 
was, until recently, thought to be one of 
the worst Britain has ever produced. 
Even her husband's dazzling skills can- 
not outweigh that. 
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Fear of the press has put Tony Blair on the wrong side of the referendum argument 


oa 





N THE morning of the 1992 general election, the front page 

of the Sun carried a picture depicting the head of the Labour 
Party leader inside a light bulb next to the headline: “If Kinnock 
wins today will the last person to leave Britain please turn out 
the lights”. For anyone who is puzzled why the government is so 
doggedly resolved not to allow a referendum on the new Euro- 
pean constitution, the reason is right there. 

The psyche of New Labour was formed during Neil Kin- 
nock’s decade of vilification. He may have lacked some of the 
qualities needed to make a successful prime minister, but the 
Tory tabloids ensured that he never stood a chance. New La- 
bour’s control freakery and obsession with spin was a direct re- 
sult of the determination of the likes of Peter Mandelson and 
Alastair Campbell, who had witnessed from the inside Mr Kin- 
nock’s destruction, not to allow the same thing to happen to 
Tony Blair. 

To that end, Mr Blair was also packaged and sold directly to 
the owners of the most powerful right-wing newspapers both as 
a winner and as the true heir to Margaret Thatcher’s legacy. Be- 
fore becoming prime minister, Mr Blair supped frequently with 
the late Lord Rothermere, the proprietor of the Daily Mail. Once 
he even flew to Australia at the invitation of Rupert Murdoch, the 
proprietor of the Sun, to make a speech on leadership to the ty- 
coon’s top executives. It worked, but deep down, New Labour 
has never lost its fear and loathing of the press. 

With two landslide election victories under its belt and a 
Conservative Party that still shows few signs of revival (under a 
leader who is himself on the receiving end of some Kinnock- 
style mockery), you might have thought that a powerful govern- 
ment would be more confident of its ability to shape the politi- 
cal agenda. You would be wrong. 

There are times when the home secretary, David Blunkett, ap- 
pears to be taking his orders almost directly from the editorial 
page of the Daily Mail. The government lives in a constant state 
of anxiety about the ability of the Tory newspapers (though not 
the Tory party) to belittle and undermine what it sees as the pro- 
gress it is making in improving public services. On the other 
hand, with most of the same newspapers cheering him on, Mr 
Blair felt strong enough to confront his party over Iraq. 


Which brings us back to Europe. Thanks to Mr Blair’s commit- 
ment to hold a referendum before joining the single currency, 
there has been a kind of armed truce between the government 
and the anti-European press. Each has known that they might 
one day come to blows over the euro. But as long as Gordon 
Brown was Keeper of the Five Tests, it has seemed a fairly distant 
prospect, even as the chancellor’s verdict, to be delivered on June 
gth, draws near. 

However, this informal non-aggression pact has had two im- 
portant consequences. The first is that it probably lulled the gov- 
ernment into thinking that some of the heat had gone out of 
Europe as an issue, particularly as even the Tories no longer 
seemed very keen to talk about it. The second is that it convinced 
Mr Blair that he must do everything to avoid his European policy 
being again exposed to the loose cannon of referendum politics. 

Once a referendum was conceded on anything to do with Eu- 
rope, Mr Blair reasoned, the Europhobic press could be relied on 
to poison the argument so thoroughly that even the most moder- 
ately integrationist proposal would stand little chance of gaining 
support. Promising a vote on the euro was a mistake not to be re- 
peated. It followed that if Britain was to play a positive role in de- 
signing a new constitution for the European Union the best thing 
was to pretend that nothing very important was going on in 
Brussels. The national interest was therefore perfectly safe in 
ministerial hands. 

Given the kind of coverage that the latest draft of the constitu- 
tion has been getting this week—“Death knell for democracy”, 
screamed the Daily Mail; “The end of our nation”, bellowed the 
Sun— it was entirely understandable, if naive, that Mr Blair 
should have hoped that this ruse might work. Even without this 
level of hysteria, it would still be clear to most people who can 
be bothered to look at the thing that the government is being eco- 
nomical with the truth in describing the constitution as a mere 
“tidying up” of existing treaties. And having enthusiastically 
conjured up referendums to decide on everything from Scottish 
and Welsh devolution to whether or not Hartlepool would like 
to be run by a mayor, to many it also seems a bit rich now to be 
talking sonorously about upholding the principles of parliamen- 
tary democracy. 


Trust me, I’m a politician 

The government’s hope is that the newspapers have fired their 
heavy ordnance too early—it could be at least nine months be- 
fore the final version of the constitution emerges from the inter- 
governmental haggling which will come next—and that their 
readers will get fed up with the unrelenting bombardment. Cer- 
tainly, the Daily Mail’s idea of holding its own referendum on 
June 12th looks premature. The government is also counting a 
great deal on the public’s trust in Mr Blair, who will soon bring 
the full force of his persuasive powers to the debate. 

But, unfortunately from the prime minister’s point of view, 
that debate will now be more about his refusal to permit a ref- 
erendum than about the kind of future Britons want in Europe. 
Frank Field, an independent-minded Labour mp, who has help- 
fully drawn up a referendum bill, observes that we live in a non- 
deferential age in which patients question their doctors, teachers 
have to win respect and the authority of the police is challenged. 
Regardless of those horrid newspapers, Mr Blair will have his 
work cut out convincing people that they should not be con- 
sulted over the way they are governed. m 
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Move over 3G: here comes 4G 


SAN FRANCISCO 


Third-generation (3G) mobile-phone networks face a new rival: so-called 4G. And, 
astonishingly, the new networks may even be profitable 


CCT HE future always comes too fast,” 

Alvin Toffler, an eminent futurolo- 
gist, once said, “and in the wrong order”. 
The state of wireless telecoms is a classic 
example. Even as “third-generation” (3G) 
mobile networks are being switched on 
around the world, a couple of years later 
than planned, attention is shifting to what 
comes next: a group of newer technologies 
that are, inevitably, being called 4G. More 
hubris from the technology-obsessed in- 
dustry? Not exactly. Some 4G networks 
are operating already, with more on the 
way. A technology once expected to ap- 
pear around 2005 is here now. 

Interest in 4G owes much to the mess 
surrounding 3G. Operators spent €100 bil- 
lion (about $100 billion) buying licences to 
run 3G networks, only to find that the tech- 
nology that most had agreed to use was 
harder to implement than expected. Even 
where 3G networks are up and running, 
demand for the snazzy video and multi- 
media services they make possible is still 
uncertain. Expectations are being scaled 
down: 3G could end up merely as a way for 
mobile operators to boost their capacity 
for voice calls in overloaded parts of their 
networks, rather than a goldmine of new 
revenues from multimedia services. Last 
week, mmO2, a European operator, wrote 
down the value of its 3G investments by 
nearly $10 billion—although this week, de- 
spite reporting a pre-tax loss of $9.6 billion 


(reflecting write-downs of goodwill re- 
lated to acquisitions), Vodafone chose to 
postpone its inevitable 3G reckoning. 

As 3G has stumbled, another wireless 
technology, called Wi-Fi, has inspired a 
mania unseen since the great internet 
boom. Wi-Fi provides high-speed internet 
access to suitably equipped computers 
within 50 metres or so of a small base-sta- 
tion. Itis widely used in homes, offices and 
universities. Several firms offer fee-based 
Wi-Fi access in airports, coffee-shops and 
other public places known as “hotspots”. 
But because of the short range of Wi-Fi 
technology, universal coverage is impracti- 
cal. Although a dozen or so start-ups are 
working on ways to extend the range of 
Wi-Fi, it now takes hundreds of Wi-Fi base- 
stations to cover the same area as a single 
mobile-phone base-station. 


Best of both worlds 

But what if you could combine Wi-Fi-style 
internet access with the blanket coverage, 
and fewer base-stations, of a mobile net- 
work? The various 4G technologies de- 
veloped by such firms as rp wireless, Fla- 
rion, Navini, ArrayComm and Broadstorm 
offer just such a blend. There is no formal 
definition of 4G, but what such technol- 
ogies have in common, says Andy Fuertes, 
an analyst at Visant Strategies, a research 
firm, is that they are high-speed wireless 
networks covering a wide area, designed 
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above all for carrying data, rather than 
voice or a mixture of the two. They can 
pipe data to and from mobile devices at 
“broadband” speed, typically 10-20 times 
faster than a dial-up modem connection. 

Such 4G wireless-broadband systems 
can be seen in two ways: as a rival to Wi-Fi 
that offers wider coverage, or as a wireless 
alternative to the cable and digital sub- 
scriber-line (DsL) technologies that now 
provide broadband access to homes and 
offices. Mostly, the wireless operators eval- 
uating 4G see it as the first, and fixed-line 
telecoms operators as the second. But the 
convergence of wireless and broadband, 
argues Chris Gilbert of 1p wireless, is actu- 
ally entirely new: a fast internet connec- 
tion that follows you around. Navini calls 
it “nomadic broadband”; ArrayComm’s 
term is “personal broadband”. Mike 
Gallagher of Flarion, a firm backed by 
Cisco, likens Wi-Fi to cordless phones that 
work within a limited range of a base-sta- 
tion, whereas 4G is akin to mobile phones 
that work anywhere. 

Numerous 4G technologies are work- 
ing today. The first commercial deploy- 
ments are in parts of America, Canada, 
New Zealand, South Korea, Germany, Italy 
and the Netherlands. Vendors are licens- 
ing 4G to telecom-equipment makers such 
as Alcatel, Nortel and LG Electronics for 
high-volume production. So far none of 
the 4G vendors has secured the endorse- 
ment of a leading “tier one” operator for a 
nationwide deployment, but many claim 
to be close to this goal. 

Regulatory and technical differences 
will determine which technologies are 
likely to be adopted where. Flarion’s tech- 
nology is well-suited, for technical and reg- 
ulatory reasons, to both America and 
South Korea. In Europe, the rp wireless sys- 
tem may appeal more. When mobile oper- >> 
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> ators bought their 3G licences, extra spec- 
trum for high-speed data services was 
often thrown in, and rpwireless’s technol- 
ogy uses this spectrum. (1p wireless’s tech- 
nology uses a protocol that technically 
falls within the European definition of 3G.) 
Flarion and other vendors hope that Eu- 
rope’s regulators will relax the rules to al- 
low their technologies to be used in this 3G 
spectrum too. In South Korea, operators 
have tested every 4G technology; which 
will be adopted depends on the regulators, 
who are due to decide later this year. 
Advocates of 4G technology argue that, 
unlike with 3G and Wi-Fi, the business 
case for 4G is sound. 3G was predicated on 
consumer demand for multimedia ser- 
vices that may never materialise. Nobody 


British airlines 


is sure how commercial Wi-Fi hotspots 
will make money—the number of connec- 
tions per day at most hotspots is still tiny— 
yet even so a “land-grab” is under way, 
with dozens of operators rushing to build 
thousands of hotspots. But 4G is being 
priced like fixed-line broadband, a service 
for which millions of users worldwide are 
already willing to pay about $50 a month. 
Emphasising speed first and mobility later, 
4G networks may be built initially in re- 
gions where cable and Dst are unavail- 
able, to capitalise on pent-up demand for 
broadband, then expanded later to pro- 
vide blanket coverage for mobile users. 

4G could thus prove a very disruptive 
technology indeed. Fixed-line and cable 
operators will face anew competitor in the 


Virgin on the ridiculous 


British aviation seems to be in turmoil. Seems 





Sir Richard's latest flight of fancy 


hailstones battered a bmi flight 

over Germany this week, cracking 
the windscreen and making a hole in the 
nose. Passengers were pinned to the roof 
as the pilot dived to escape the storm. 
The airline (formerly known as British 
Midland) has itself been taking a batter- 
ing. Not only is it sharing the misery of 
the industry; it has also failed to win per- 
mission to fly across the Atlantic from 
Heathrow. This leaves Britain’s second- 
largest mainstream carrier confined to a 
short-haul network in a European mar- 
ket that is now ultra-competitive thanks 
to the arrival of a flock of low-cost carri- 
ers (LCCs). Squeezed between big air- 
lines and their LCC rivals, bmi has been 
forced to launch its own LCC, known as 
bmibaby. But this risks cannibalising its 
mainstream flights. 

It is seeking a way out by linking up 
with Virgin Atlantic, which specialises in 
long-haul travel and is desperate for 
more slots at Heathrow. Bmi has 14% of 
Heathrow’s slots, second only to British 
Airways (BA), with 38%. A merger with 
Virgin would allow these slots to be 


used for more profitable long-haul 
flights, but preliminary talks about a 
deal went nowhere. Not least of the ob- 
stacles is that Singapore Airlines owns 
49% of Virgin, and Lufthansa and sAs 
between them own nearly 50% of bmi. 
But the two carriers are still considering 
joint-marketing by sharing flight-codes 
and using bmi’s European routes to feed 
traffic to Virgin’s long-haul network. 

All this was enough to whip up 
speculation about a possible Ba bid for 
bmi. A bmi-BA pairing could not now 
get past regulators, as it would account 
for over half the total slots at Heathrow. 
It might conceivably pass muster only 
after the EU scraps national bilateral 
deals with America, to let the European 
Commission negotiate on behalf of the 
whole union. Transport ministers are 
due to commit themselves to such an 
EU-wide approach next week. 

One rumour even has it that Virgin’s 
founder, Sir Richard Branson (he owns 
the other 51%), had considered a bid for 
BA in recent months as its share price 
plunged. But if anything, the reverse is 
more likely. Singapore executives pri- 
vately complain about Virgin, encourag- 
ing speculation that it might sell its stake, 
perhaps even to BA. 

No doubt much of the speculation is 
the work of Sir Richard’s perpetual pub- 
lic-relations machine. Reports that he 
wanted to buy Concorde from Ba for a 
pound vanished once Airbus made clear 
that it could not afford to maintain the 
ageing supersonic jet. So Sir Richard 
needed a new tale. As one airline execu- 
tive said, “It’s all part of his campaign, 
from the Concorde thing onwards, to be 
an irritant to BA and garner publicity.” 
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broadband market. Wi-Fi hotspots will 
seem hopelessly limited. Mobile operators 
will find that there is yet another hole in 
their 3G business plans. Unless, that is, 
they decide to embrace 4G as the technol- 
ogy that 3G should have been all along. 

Some operators may be leaning in this 
direction. In America, Nextel, a mobile- 
phone operator, is said to be considering 
skipping 3G altogether in favour of Fla- 
rion’s 4G system. In Europe, some oper- 
ators may scale back 3G plans and adopt 
IPpWwireless’s technology. As their 3G li- 
cences entitle them to do this, they may 
not be as worthless as they now seem. Mo- 
bile operators already own the key sites for 
base-stations, unlike fixed operators or 
new entrants, so they are well-placed to 
build 4G networks fast. They are already 
attacking the fixed-line voice market. 4G 
would let them attack the broadband mar- 
ket too—and neutralise the Wi-Fi threat. 

It is not clear how investors would 
judge an operator that decided to favour 
4G over 3G. So far, operators have kept 
quiet about their 4G plans, to avoid con- 
fusing the marketplace. Yet when Telefon- 
ica, a Spanish operator, abandoned some 
of its 3G investments last year, its share 
price went up, notes Mr Fuertes. For phone 
network operators willing to give it a try, 
skipping a wireless generation might not 
be such a bad idea. m 


South Korean capitalism 


A successful 
failure 


SK Global may be heading where it 
belongs—the bankruptcy court 


N MAY 28th, it looked as though three 

cheers would soon be in order for 
South Korea. Foreign investors were pre- 
paring a first cheer for the leaders of sk 
Corp, the flagship company of South Ko- 
rea’s third-biggest family conglomerate, for 
making only a half-hearted effort to bail 
out the sk Group’s trading subsidiary, sK 
Global. The second cheer would be for sk 
Global’s creditors, for spurning sk Corp’s 
offer on May 28th and putting sk Global 
into receivership. The third, and probably 
loudest, cheer was reserved for the govern- 
ment, for resisting the temptation to “reas- 
sure” markets through a misguided rescue 
attempt. Alas, on May 29th the celebratory 
mood abruptly changed after the head of 
sk Group hinted that the parent may 
mounta last minute rescue bid. 

That sx Global found itself in trouble to 
begin with is a testament to progress. In 
March it was revealed that the trading firm 
had overstated profits by $1.2 billion. That 


was soon after South Korea had swornina »» 
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The end of the road for SK Global? 


> new president, Roh Moo-hyun, who 
promised to get tough on dodgy financial 
practices at the big family conglomerates, 
known as chaebol, and to place openness 
and respect for minority shareholders at 
the heart of his economic agenda. Prosecu- 
tors indicted the group’s chairman, Son 
Kil-seung, and nine other top executives. 

In this new environment, sk Global’s 
parent has faced a stream of questions 
from the media and investors, eager to 
know if the group would do what the chae- 
bol have almost always done in such cases: 
use money from another affiliate to bail 
the subsidiary out. 

One investor that has been asking 
those questions is Sovereign Asset Man- 
agement, a Monaco-based fund that owns 
nearly 15% of sk Corp, which is primarily 
in oil refining and does lots of business 
with the group’s troubled trading firm. 
Since the trading firm owes 1.5 trillion won 
($1.3 billion) of net receivables to sk Corp, 
and since its other creditors have been 
prodding sk Corp to write this off or swap 
it for equity, Sovereign Asset Management 
has continued to ask how this would be in 
the interest of sk Corp’s shareholders. 


Media bosses under fire 


That is now an important question in 
South Korea. Mr Roh has pledged to make 
it easier for shareholders to file lawsuits 
against firms that do not safeguard their in- 
terests. In the event, worries about share- 
holders’ rights may have led sk Group to 
make an offer that disappointed sk 
Global's creditors. It offered to swap only 
900 billion won of its receivables for equ- 
ity. The trading firm’s creditors wanted sk 
Corp to write off the other 600 billion won 
on top of the debt-for-equity swap, and ac- 
cordingly rejected the offer. The comments 
from sK Group on May 29th suggested it 
may yet oblige them after all. 

The government is preparing to issue a 
$1 billion sovereign bond, and is keen to 
avoid rattling foreign investors. Fortu- 
nately, it seems to grasp that the best way 
to reassure them is to stick to its policy of 
more openness. Kim Jin-pyo, South Ko- 
rea’s finance and economy minister, told a 
gathering of European businessmen this 
week that the government would not in- 
terfere in the sk Global mess and thereby 
jeopardise the country’s “credibility over- 
seas”. The new worry is that sk Group will 
relieve him of the pressure to do so. m 


Up to a point, Lord Copper 


Corporate-governance reform comes to the media 


HY the hounding of Lord Black, boss 

of Hollinger International, publisher 
of the Chicago Sun-Times, Britain’s Daily 
Telegraph and the Jerusalem Post? Last 
week, the newspaper baron was accused 
of unfairly paying himself and fellow ex- 
ecutives $74m, denounced for his extrava- 
gant use of corporate aircraft, and forced to 
end the firm’s two-tier share structure, re- 
ducing his control. But what is the point of 
being a media mogul if you cannot fly 
about in company jets and pay yourself 


lavishly? As corporate-governance con- 
cerns creep up on the last bastion of mo- 
guldum, the media, the rule seems to be: 
baronial excess is fine—as long as your 
company is doing fine too. 

Lord Black’s troubles stem from a letter 
filed with the Securities and Exchange 
Commission by Tweedy, Browne, a minor- 
ity shareholder in Hollinger. It demanded 
that the Hollinger board investigate claims 
that Lord Black and his fellow executives 
were paid $74m as part of “non-compe- 





tition” agreements wrapped into the sale 
of newspapers in Canada and America 
since 2000. This money, they say, should 
have been paid to Hollinger. 

Under a layered structure, via Ravel- 
ston, a privately held company, Lord Black 
controls 73% of Hollinger with only 30% of 
the equity, thanks to his ownership of su- 
per-powerful class B shares. In 2002, Lord 
Black took a salary from Hollinger of 
$462,460, yet Hollinger paid Ravelston 
“management fees” of $24m. Lord Black 
now admits that this arrangement is “not 
optimal”. Last week he agreed to phase out 
the class B shares altogether, and to sell up 
to 10m shares to an American investment 
firm. His voting control of Hollinger will 
then shrink to 42%. 

The main reason that shareholders 
have kicked up a fuss about Hollinger’s 
byzantine arrangements is that its newspa- 
pers, battered by the industry-wide col- 
lapse in advertising, are hurting. Year-on- 
year operating profits in the first quarter of 
2003 fell by nearly a quarter, to $13.5m; the 
group made a net loss during 2002 of 
$239m. Noting its heavy long-term debt 
and other short-term obligations, Stan- 
dard & Poor’s recently downgraded some 
Hollinger debt to the junkiest of junk. 

Had Hollinger been successfully riding 
out the media slump, investors might have 
taken less interest in Lord Black’s baronial 
behaviour. Consider two of his rival me- 
dia moguls, Sumner Redstone and Rupert 
Murdoch. Despite recent tweaks to comply 
with new rules, neither of their firms is a 
model of good governance. Mr Redstone 
controls about 69% of Viacom through his 
private firm, National Amusements; Mr 
Murdoch controls News Corporation with 
less than 15% of all the shares. Mr Red- 
stone’s daughter is still on Viacom’s board, 
though he recently removed his son; both 
Mr Murdoch’s sons sit on News Corp’s 
board. “The animating energy is control,” 
says Roger Fransecky, of the Apogee 
Group, a leadership consultancy. “These 
men know how to manage their boards, 
and they doit brilliantly.” 

In part, they can run their fiefs as they 
please because they are founder-owners. 
As Jay Lorsch, a corporate-governance spe- 
cialist at Harvard Business School points 
out, this model is particularly prevalent in 
the media. Butitis also because their firms 
are thriving. Profits have been rising at 
both News Corp and Viacom, and each 
has taken advantage of depressed share 
prices to snap up bargains. Mr Murdoch re- 
cently paid a reasonable price for Directv, 
America’s biggest satellite-rv company. 
Mr Redstone has just bought AOL Time 
Warner’s share of Comedy Central, a cable 
channel, for a snip, and is said to be eyeing 
the usa and scr-FI cable channels held by 
troubled Vivendi Universal. 

Similarly, nobody worried too much 
about the private club that Michael Eisner >» 





> called a board at Disney, or his fabulous 
pay packet, until the firm’s performance 
began to falter. As the share price crum- 
bled, Mr Eisner belatedly appeared to un- 
derstand that a Hollywood film star (Sid- 
ney Poitier), an architect (Robert Stern), 
and the head of the pre-school that his chil- 
dren attended (Reveta Bowers), might not 
be the most appropriate directors. All three 
were removed earlier this year. Mr Stern, 
Disney conceded, could not be considered 
independent “because of architectural ser- 
vices that he is providing to Eisner”. 

Among newspaper barons, Lord Black 
is not alone in facing scrutiny. The New 
York Times is reeling from investigations 
into plagiarism by its journalists—yet an- 
other is quitting under a cloud—and there 
is growing pressure on both Howell 
Raines, the editor, and Arthur Sulzberger 
Jr, the family-controlled company’s boss. 
For now, this is limited to editorial con- 
cerns. But, with the group’s net profits for 
2002 down by a third on 2001, the scrutiny 
of its management may intensify. m 


Russian corporate governance 


Everyone’s a 
winner 


MOSCOW 
Minority shareholders are fighting 
back at big Russian firms 


HREE years of wrangling over Russian 

electricity reform have now produced 
a remarkably cosy mutual agreement. 
Anatoly Chubais, boss of Unified Energy 
System (UES), the state monopoly, had 
been trying to find sneaky ways to sell 
some of its generating assets to other oli- 
garchs before it was restructured into sepa- 
rate generating and distribution compa- 
nies. Minority investors, fearing that their 
shares in what was left would lose value, 
were trying to block asset sales and ensure 
that shares in the broken-up UEs would be 
distributed pro rata to shareholders. But on 
May 30th, the firm’s annual general meet- 
ing is likely to approve a plan (passed by 
the board this week) that seems to leave 
most people happy. 

Its essence is that the government's re- 
maining shares in specific assets, such as 
local generating companies, will be auc- 
tioned—but only to existing UES share- 
holders. And the currency they will use to 
bid will be their existing UEs shares, which 
will be swapped for the shares in the as- 
sets. This, says Bill Browder of Hermitage 
Capital, an investment fund with a share 
in UES, means that he and other minority 
shareholders have won their fight: their 
stakes cannot be diluted or devalued, un- 
less Mr Chubais comes up with another 
trick. Alexander Branis of Prosperity Capi- 


tal, another shareholder, is less sure: there 
are still loopholes, he says, that could al- 
low assets to be sold or shares swapped in 
a way that benefits only the bigger boys. 
In fact, this is still a carve-up, if a more 
polite one. Lately, the industrial firms that 
want UES’s power stations—such as MDM, 
which supplies them with coal, and Rus- 
sian Aluminium, which depends on them 
for its smelters—have been buying up large 
swathes of ues shares. They will be the 
likely winners at any internal auction. 
However, minority investors such as 
Hermitage will still do well, because all 
this frantic buying has pushed VEs’s share 
price up. And Mr Chubais, who is repo- 
sitioning himself politically, will not only 
win the gratitude of the oligarchs but also 
clean up his reputation. Having overseen 
the scandalous loans-for-shares and 
voucher schemes in the 1990s, in which 
state silver was sold to cronies at bargain 
prices, he is now boasting that he has car- 
ried out a privatisation that was fair to all. 
Hermitage has, meanwhile, set its 
sights elsewhere. Next month its research 
head, Vadim Kleiner, will stand for a seat 
as a minority shareholder on the board of 
Gazprom, the state gas monopoly. He 
hopes to raise questions about dealings 
that the chairman, Alexei Miller, was ap- 
pointed to clean up two years ago. These 
include the use of what look like front 
companies to distribute gas for Gazprom 
in nearby countries; puzzling variations in 
the prices it charges other European gas 
distributors; a discrepancy between tariff 
hikes and revenue increases; and suspi- 
ciously expensive construction projects. 
Mr Kleiner is on the board of Sberbank, a 
state-owned bank that dominates the mar- 
ket, which is suing him for having the te- 
merity to go public with equally awkward 
questions after the board refused to listen. 
Nothing, it seems, is sacred any longer. m 





Chubais the fair 


Failing executives 


Banana-skin 
leadership 


Learning from mistakes 


¢C™P"HERE’s no success like failure, 

and...failure’s no success at all,” 
rasped Bob Dylan, enigmatically, in the 
1960s. Once, business-book shelves 
groaned with the works of authors in 
search of success. The firms to study were 
those that made shrewd decisions that 
paid off. Now, many of those books lan- 
guish unread—not surprisingly, when so 
many of their heroes are out of a job. The 
firms to study now, it seems, are the ones 
that are not shrewd but screwed. 

Certainly, failure is more fun to read 
about than success. Watch the parade of 
corporate disasters that passes through 
Sydney Finkelstein’s new book, “Why 
Smart Executives Fail”, and you have a 
constant sense of Schadenfreude. How 
could Motorola have been so daft as to let 
Iridium create a $3,000 satellite phone, 
when ordinary cheap mobile phones were 
ubiquitous by the time the device went on 
sale? How could Quaker Oats have lost 
$1.4 billion buying Snapple, a soft-drinks 
firm that was losing market share and was 
overloaded with inventory? 

Mr Finkelstein, a professor at Dart- 
mouth’s Tuck School of Business, sees 
common threads in failure. “Truly colossal 
blunders don’t come in isolation,” he 
avers. “They come in clusters.” Executives 
lose sight of reality; or they lack the will to 
change course; or the corporate organisa- 
tion sets the wrong incentives and pre- 
vents important information from getting 
through. Mr Finkelstein quotes approv- 
ingly a specialist in directors’ and officers’ 
liability insurance: “The three things be- 
hind every bad D&o liability situation are 
greed, cronyism and denial.” Denial, he ar- 
gues, is by far the biggest problem. 

Donald Sull, an academic at Harvard 
Business School, has also analysed failure. 
His new book (“Revival of the Fittest”) ar- 
gues that good firms go bad when they suf- 
fer from “active inertia”. They see market 
changes coming (Mr Finkelstein’s research 
agrees with that), but respond by doing 
more of what they have done in the past. 
Their values become dogmas, and their re- 
sources millstones. The danger signs are 
when a firm’s chief executive makes the 
cover of Forbes or writes a book, or when 
management gurus pronounce your com- 
pany outstanding. 

So is failure escapable? Only with diffi- 
culty—if a third new analysis, in the latest 
issue of the McKinsey Quarterly, is correct. 
Clever people pursue bad strategies, ar- >> 





>» gues Charles Roxburgh, because their 
brains are wired to do so. Human beings 
are designed to be overconfident, to be bi- 
ased in favour of the status quo, and to go 
with the herd. But the instincts that kept 
primitive man alive (“If it looks like a wil- 
debeest and everyone else is chasing it, it 
must be lunch”) are the ones that led Time 
Warner into its disastrous liaison with 
AOL and Enron into its suicidal flirtation 
with electronic markets. 

When primitive man chased lunch and 


Online advertising 
Prime clicking time 


found it was a rhino, he learned (if he sur- 
vived) not to do it again. Nitin Nohria, a 
Harvard Business School professor whose 
latest book, “What Really Works”, exam- 
ines firms that do well and then trip up, 
thinks that failure is a great teacher. The fre- 
quency with which bosses of American 
firms were fired for bad performance dou- 
bled every five years between 1980 and 
2000. “We are too ruthless,” he says. “If 
people are to learn from their mistakes, we 
need tolerance.” Now there’s a bigidea. m 


At last, internet advertising that works but does not annoy 


URFING the web, like the waters, is sup- 

posed to be a smooth and speedy ex- 
perience. But these days, itis more a case of 
dodging obstacles: advertising windows 
pop up all over the screen. In reaction, 
many computer users have installed pro- 
grams to block the ads. AOL, the leading 
online service, is distributing software that 
lets its 35m subscribers suppress pesky 
pop-ups (except its own, of course). 

Fortunately, this irritating online mar- 
keting could be the last gasp of a doomed 
attempt to advertise on the web in basi- 
cally the same way as print. A less annoy- 
ing alternative has been found that is more 
effective than banner ads, which are now 
mostly ignored by surfers. These are sim- 
ple, text-based ads that are directly linked 
to what people are doing online. 

This kind of advertising is expected to 
generate $2 billion this year, almost a quar- 
ter of all online advertising sales. Some an- 
alysts predict that this will rise to $7 billion 
by 2007. A race for dominance in this pro- 
mising market is already under way be- 
tween Google, a popular web-search ser- 
vice, and Overture, another search firm. 

Search firms pioneered the new form of 
advertising, variously known as “search- 
related” or “pay-per-performance”. The 
idea is to use search terms as a proxy for a 
surfer’s consumption interests—and dish 
up text-based commercial listings related 
to the search terms, along with the search 
results. In most cases, these are separate 
lists along the right side of the screen, with 
the ads labelled as such. 

Advertisers pay only if people actually 
click on such “sponsored” links. How 
much they pay per click, at least in the ba- 
sic version of the ad programs, depends on 
how high firms want their listings to rank 
and how popular is their associated search 
term (or “keyword”). These are auctioned 
off, with the top spots going to the highest 
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bidders. To be the first sponsored link in 
America when somebody searches for 
“The Economist”, say, an advertiser must 
bid around $2.50 per click. “Journalism” 
costs only 30 cents. 

Overture invented the concept, which 
was initially derided as another bizarre 
dotcom business model that would never 
take off. But the firm, which went public in 
June 1999 as GoTo.com, made it work by 
syndicating its ads to popular websites, 
such as Yahoo! and MSN, and sharing the 
revenues. It is now a fast-growing, profit- 
able internet start-up. Last month, it re- 
ported first-quarter revenues of $225m—up 
by 57% from the same period last year. 

The main reason for this unexpected 
triumph was the end of the internet boom, 
according to Gary Stein, an analyst with Ju- 
piter Research, a market-research firm. 
With capital no longer free, advertisers 
were no longer willing to waste their 
money on often-ignored banner ads and 
were looking instead for more efficient 
forms of advertisement. Yet consumers 
also like the new ads: they are notintrusive 
and, even better, they are often relevant. 

How they are made relevant is the 


main difference between Overture and 
Google, which introduced its own pay- 
per-performance program early last year. 
Overture ranks ads according to how 
much advertisers bid. Google also ranks 
ads by how popular they are, measured by 
the click-through rate. This pushes ad- 
vertisers to make their links more relevant. 

Google, which is being sued by Over- 
ture for patentinfringement, has also inno- 
vated in the way it auctions keywords—al- 
though Overture now offers this format as 
well. The highest bidders still get the top 
spots, but only pay the amount offered by 
the next-highest bidder, plus one cent. This 
is meant to encourage advertisers to bid 
the highest amount they are willing to pay, 
without having to second-guess what the 
next best bid will be. 

Google, which may go public late this 
year or early next, claims itis now ahead of 
its rival, with 100,000 advertisers to Over- 
ture’s 88,000. Overture’s shares have tum- 
bled since Google entered the fray, from 
more than $42 to $15, although they have 
recovered a bit recently. 

The critical battle between the two 
firms will probably be over “content-tar- 
geted” advertising—which links ads not to 
selected keywords, but to the content of 
web pages. This is done by using software 
to boil text down to a handful of keywords 
and to serve up related ads next to it. Just as 
with search-based advertising, the idea is 
that surfers are more likely to click on ads 
relevant to a web page’s content than on a 
scattershot banner ad. 

This time, Google was first. Since 
March, its ads have also been appearing on 
the pages of such websites as HowStuff- 
Works.com and Slashdot.org. Content tar- 
geting also explains why the firm recently 
acquired two start-ups, Applied Semantics 
and Pyra Labs. The first is a developer of 
content-targeting software; the second 
sells software to create personal web pages 
called “web logs”, or “blogs”, which could 
make excellent homes for Google’s ads. 

Overture appears to have expected 
such moves. Earlier this year, it bought 
AltaVista, a rival to Google, and the search 
division of FAST, a Norwegian firm. These 
acquisitions should help it to be more like 
its rival: it can now also offer high-end 
search services to its partner sites. Later 
this year, the firm will also start offering 
content-targeted advertising. 

There is more to come. Expect both 
firms to use the huge amounts of data gath- 
ered through their search services to make 
their ads even more relevant to surfers. Ina 
way, says Hal Varian, an economist at the 
University of California at Berkeley, who 
helped Google to set up its advertising auc- 
tions, marketing is at the same turning- 
point as financial services were 30 years 
ago: at last, the data is available to put all 
the fancy theories into practice. Long live 
the internet advertising dream. m 
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Robin Saunders, a case-study in the dangers of burning brightly 





NCE queen of the City of London, or princess at least, Robin 

Saunders, American, blonde, mother of twins and über 
deal-maker, has been having what the real queen might call an 
annus horribilis. Earlier this month her employer, WestLB, a re- 
gional state-owned German bank, sharply increased its bad- 
debt provisions to €1.9 billion ($2.2 billion), thanks not least to a 
€400m rise in provisions at the unit run by Ms Saunders. This 
was largely to cover potential losses on a deal for Box Clever (no 
comment necessary), a television-rental firm that Ms Saunders 
was responsible for buying. Regulators are sniffing around. 
West. is investigating the risks of this and other deals that Ms 
Saunders’ unit has on its books. The press has its knives out for a 
woman whom it once thought could do no wrong. 

A graduate of Florida State University, Ms Saunders came to 
the City in the early 1990s. In 1998 she was poached by WestLB 
from Deutsche, a big German bank, along with her team. Since 
then, she has had an unusually high profile, and not only for her 
fabled looks—though the press has not been averse to those, in 
an industry famously dominated by ugly men in suits. Ms Saun- 
ders is a dealmaker specialising in “principal finance”. The lan- 
guage of this business is arcane, but in essence it involves a bank 
using lots of debt, which it supplies itself, to buy companies, and 
then parcelling the debt up into securities of differing risks and 
(sometimes) selling these on to investors with different risk ap- 
petites. The cashflows from the business are meant to pay the in- 
terest. The key, of course, is to buy only firms with stable enough 
cashflows to service the debt. Box Clever did not fit the bill. 
Whether it appeared to when it was bought is a question that 
German regulators are presumably probing. 

How many other deals fit the bill is equally unclear. Ms Saun- 
ders has pulled off many a deal termed “risky” by competitors, 
but it was sometimes others that took the most risk. Her group 
was responsible for arranging the deal that enabled Philip 
Green, an acquisitive retailer, to buy BHS, a department-store 
chain, although the two later failed to buy Marks & Spencer, an- 
other retailer also down on its luck. Ms Saunders sits on the BHS 
board and receives handsome dividends. Ms Saunders was also 
responsible for raising the funds needed to rescue Formula 
One’s $1.4 billion bond issue in 1998. Her employers are still sad- 
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dled with perhaps $700m of the bonds. She also put together a 
deal to fund the redevelopment of London’s Wembley Stadium. 
It is the firms in which Wests retains sizeable stakes that are 
attracting the greatest scrutiny. It owns around one-fifth of Pub- 
master, a pub chain, and most of Kyndal International, a spirits 
chain. The debt for the latter still sits on its books; the latest she- 
nanigans mean it is likely to stay there. In March, WestLB also 
bought Odeon cinemas for a princely £431m ($682m), most of 
which also languishes on the German bank’s balance sheet. 

Attention has now turned to apparent conflicts of interest of 
Ms Saunders and some of her colleagues, who have personal 
equity stakes worth millions in firms to which their bank lends, 
such as Mid-Kent Water and Kyndal. These stakes typically cost 
their owners little more than loose change. Lenders, be it noted, 
have quite different interests in how a company is run than equ- 
ity investors, since they have little of the upside gain. The bank 
insists that there has been no wrongdoing. 

Beyond that, quite what Ms Saunders’s employers think 
about all this is hard to say. Jiirgen Sengera, WestLB’s chairman, 
has been lukewarm in his support for her. “I think we should be 
fair to all and wait for the result of the investigation and then we 
will make a statement,” he said a couple of weeks ago. But the 
bank’s owner, the state of North-Rhine Westphalia, is getting 
increasingly shirty about how the bank is run. In mid-May it put 
Jochen Dieckmann, the state’s finance minister, on the bank’s su- 
pervisory board. 

Such attention is well overdue, though whether the worthy 
Mr Dieckmann is the man for the job is debatable. WestLB has 
long been a byword in financial circles for its aggressive lending, 
much of which has soured. It lent extravagantly in South Korea 
and Mexico before their crises hit in the mid-1990s, taking ad- 
vantage of its state guarantee to undercut the competition. It also 
lent heavily to Enron and WorldCom. The European Commis- 
sion has now ruled that “taking advantage” of such guarantees is 
illegal: the German government will phase them out by 2005. 


The trouble with stars 
In essence, WestLB has been a second-tier bank in an over- 
banked market, desperately seeking profits, whatever the source 
and whether or not it understood how they arose. The bank’s 
specialised-finance department, of which principal finance is a 
big part, contributed half its profits during the past four years. 
The bank seems to have had little grasp of what it was getting 
into, nor wanted to look too closely. In that, it fits a familiar pat- 
tern, which in a more extreme form contributed to such disasters 
as the fall of Barings at the hands of a superstar who generated 
huge paper profits from an activity—supposedly arbitrage—that 
the bank did not understand. In a similar vein, did Nomura, a 
once-mighty Japanese securities house, understand the risks run 
by Guy Hands, head of its principal-finance operation until he 
left to set up his own outfit, where he still manages some of its 
positions? Recent heavy losses on Le Méridien Hotels suggest 
not. And might csFB have avoided such heavy fines and regula- 
tory wrath had it resisted the pressure from its technology-bank- 
ing superstar, Frank Quattrone, to let him, in effect, run a bank 
within a bank, complete with its own settlement and legal staff? 
The Saunders affair, then, is but another example of a bank 
failing to ask tough questions, perhaps for fear that a superstar 
might walk off. The lesson, yet again, is that the emergence of a 
superstar is a good reason to ask tougher questions than ever. @ 
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American foreign aid 


Bush, hero or hypocrite? 


WASHINGTON, DC 


George Bush is blasting Europe’s aid policies, while touting America’s 


MERICA is the world’s stingiest donor 

of foreign aid, in relation to the size of 

its economy. Yet George Bush has left no 

doubt that he will use this weekend’s G8 

summit in Evian, France, to show Ameri- 

can leadership in development policy— 
and to dare the Europeans to do better. 

On May 21st, Mr Bush threw down the 
gauntlet. America, he argued, was at war 
with enemies of “plague and starvation 
and hopeless poverty”, just as it was at war 
with terrorists and tyrants. He pointed toa 
new $15 billion American pledge to com- 
bat Arps, the biggest-ever single govern- 
ment commitment to fight a specific dis- 
ease. And he touted the “Millennium 
Challenge Accounts”, a new mechanism 
for giving money to well-governed poor 
countries that he dubbed “an entirely new 
approach to development aid”. Right on 
cue, Bob Geldof, popsinger-turned-activ- 
ist, this week shocked readers of Britain’s 
Guardian newspaper by saying that the 
Bush administration had the most positive 
approach to Africa since the Kennedy ad- 
ministration in the 1960s. 

Mr Bush lambasted the Europeans for 
their “unfounded, unscientific fears” of ge- 
netically modified (GM) crops, which were 
hindering the battle against hunger, and 
for their profligate use of export subsidies. 
But in their approach to foreign aid, too, 
they needed to move “beyond the broken 
development policies of the past”, he said. 
Can the tough military-minded Bush team 


truly claim leadership on such a soggy is- 
sue as development policy? 

On trade, at least, many of Mr Bush’s 
accusations ring true. The European Union 
(EU) moratorium on approving GM crops 
has certainly had tangible consequences 
in poor countries. Witness the sub-Saha- 
ran countries that rejected American food 
aid, despite widespread hunger, for fear 
that they would jeopardise their exports to 
Europe. However, Mr Bush overstates his 
case. Research into GM technology is a 
long way from producing miracle crops to 
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ease global hunger. Nor is it clear that such 
strident American criticism will prod Eu- 
rope into changing its policies: the back- 
lash could actually make it harder for the 
EU tolift the GM moratorium. 

Yet on export subsidies Mr Bush has a 
point. The Ev is the world’s most profligate 
wielder of such subsidies. They are a par- 
ticularly pernicious form of agricultural 
support, as even the French now acknowl- 
edge. As part of his Evian agenda, Jacques 
Chirac, the French president, has proposed 
a moratorium on export subsidies to Af- 
rica. Why just Africa?, asks Washington. 
Why not eliminate export subsidies out- 
right, which is ostensibly the goal of cur- 
rent Doha development round of global 
trade talks? 

America clearly trounces Europe in the 
ambition it holds for this trade round. The 
administration’s proposals are bold, not 
just on export subsidies, but on domestic 
farm support and agricultural-tariff cuts. 
Unfortunately, when it comes to action, 
America is not so squeaky clean itself. Not 
only did its farm bill last year dramatically 
increase support for farmers; its pamper- 
ing of certain groups (such as cotton farm- 
ers) specifically hurts poor countries. 
Much of its largesse has a self-serving side: 
according to the Europeans, America’s 
huge food-aid programme is itself a thinly 
disguised export subsidy. 


Big on AIDS 

On aid, Mr Bush’s harrying of the Europe- 
ans smacks of hubris. Not only is America 
relatively stingy with foreign aid; the qual- 
ity of its assistance is also poor. A lot of the 
aid is “tied” to the purchase of American 
goods and services. And much aid is dis- 
bursed for strategic rather than develop- 
mental ends—helping Egypt and Israel, in 
particular. Even by the low standards of 
aid bureaucracies, America’s main one, >> 
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> USAID, is inefficient and ineffective. Elsewhere, the revolution in American 


From this low starting-point, however, 
Mr Bush is spearheading what could be a 
big rethink in American aid policy. His is 
the first administration in decades to pro- 
pose big increases in foreign assistance. He 
has pushed bold initiatives remarkably 
quickly. And his team seems determined 
to make aid more effective. 

The $15 billion Arps initiative, which 
Mr Bush first touted in his January state-of- 
the-union speech and signed into law on 
May 27th, is remarkable both for its size 
and for the speed with which it became 
law. If fully funded (which remains a big 
if) the plan would triple America’s spend- 
ing on AIDS over five years. According to 
the White House, it would help to prevent 
7m new HIV infections, treat at least 2m 
people with life-extending drugs and pro- 
vide care for 10m HIV-infected individuals 
and AIDs orphans in 12 countries. 

Although it is true that one-third of the 
money earmarked for prevention has to be 
spent on promoting sexual abstinence (a 
conservative favourite viewed with scepti- 
cism by many public-health officials), the 
overall strategy is to mimic Uganda’s suc- 
cessful method, which focuses on absti- 
nence, fidelity and using condoms. Mr 
Bush successfully stopped conservative 
ideologues from hijacking the Arps plan. 

That said, most of the money will be 
spent on untested new programmes. Only 
a small share (theoretically up to $1 billion 
a year, but probably much less) is to go to 
the Global Fund to fight Arps, Tuberculo- 
sis and Malaria, a multilateral fund set up 
last year with the G8’s blessing. Even that 
contribution is dependent on being 
matched two-to-one by other countries. 
One of Mr Bush’s goals at Evian will be to 
shame these countries into ponying up. 

Despite helping to create the Global 
Fund, several countries have been remark- 
ably mean. Japan, for instance, has 
pledged only $60m this year and Canada 
only $25m (see chart on previous page). 

Until now, the Global Fund has ap- 
proved roughly $1.5 billion to finance 153 
programmes in 92 countries, from 
anti-retroviral treatment in Honduras to 
condoms in Laos. In order to support the 
latest round of proposals from applicant 
countries, it reckons it needs more than $1 
billion by October. And so far, only $485m 
has been pledged for next year. 

Given the  existence—and cash 
needs—of the Global Fund, Mr Bush’s deci- 
sion to spend billions more on a new bilat- 
eral initiative may not be the most efficient 
use of resources. But there are signs that his 
tactics are already working on the Europe- 
ans. Mr Chirac admitted this week to the 
Financial Times that “the Bush administra- 
tion has taken a very positive step increas- 
ing the amount of money devoted to the 
fight against Arps: this obliges usin Europe 
to follow suit”. 


aid policy is less advanced. The Millen- 
nium Challenge Accounts are meant to 
double America’s spending on develop- 
ment aid over three years, focusing on a 
few good performers. Great idea, but un- 
fortunately little has happened. The Bush 
team has developed some (broadly sensi- 
ble) ideas on the selection of countries; 
but, as yet, there is no money and no orga- 
nisation. Worryingly, the recent budget 
asked for only 40% as much money for the 
plan as Mr Bush had originally touted. Un- 
til the accounts are up and running, Mr 
Bush’s claims to superiority in aid policy 
will sound premature. 

Yet his attitude is surely good for the 
world’s poor. They should be the benefi- 
ciaries of competition among rich coun- 
tries to show who does most on aid and 
trade. If it prods the Europeans and others 
into action, a bit of Texan swagger at Evian 
will be no bad thing. m 


Auditors 
Revenge of the 
nerds 


Auditors trying to limit their liability 
begin to vote with their feet 


ITH some temerity—considering the 

bad odour that auditors are in these 
days—accounting firms have started a cam- 
paign to have their liability for bad work 
capped in court. The alternative, say top 
partners at the big firms, is that they will 
have to stop auditing many of the world’s 
top companies. 

Auditors are frequently sued for bil- 
lions of dollars for failing to spot lies in 
company accounts. Many have already 
changed into limited-liability partner- 
ships as partial protection. But now they 
want a cap on the liability that falls on the 
firms’ own assets. They argue that lawyers 





go after them because they have plenty of 


money, and that they pay amounts dispro- 
portionate to their sins—the pockets of the 
companies whose senior executives did 
the lying are not as deep. Following the de- 
mise in 2002 of Arthur Andersen, the 
world’s fifth-largest accounting firm, the 
profession fears that another of the four re- 
maining big firms—PricewaterhouseCoop- 
ers (PWC), KPMG, Ernst & Young and De- 
loitte & Touche—could be sued out of 
existence. 

Insurance firms are either refusing to 
cover auditors for much, or are charging 
prohibitively expensive premiums. Some 
commentators estimate that the profes- 
sion is paying out $2 billion a year in settle- 
ments, according to Neil Lerner, head of 
risk at KPMG in London—about 8% of their 
collective audit revenues for 2002. 

Already, with no cap on its liability, 
PwC is dumping dozens of clients in Brit- 
ain. In some cases this is because it thinks 
their management may be dishonest. In 
others, PwC has decided that a company’s 
business is too complex or ephemeral: 
banks, with their big derivatives books, are 
a particular bugbear, as are insurance com- 
panies. “Why the hell would anyone want 
to audit a big financial institution?” asks an 
auditor at one of the big four, given that 
the majority of big claims against auditors 
have concerned financial firms. Compa- 
nies in the volatile construction business 
and those on the leading edge of technol- 
ogy might also face higher audit fees or no 
audits at all, says another big-four partner. 

Two years ago an official review of Eng- 
lish company law concluded that auditors 
shouldbe able to limit their liability. If Brit- 
ain leads the way, reckons the Institute of 
Chartered Accountants in England and 
Wales, a trade body, other countries may 
follow. Indeed, the Australian government 
said last year thatit would replace the prin- 
ciple of joint and several liability for audi- 
tors with that of proportionate liability, 
and also allow auditors to incorporate. 

But it is in America that the big four are 
most vulnerable. There is no sign that the 
American government will put a cap on 
auditors’ liability, but the profession will 
soon start lobbying for one. Not only are 
shareholders there highly litigious, but au- 
diting is poor. Auditors in America are pay- 
ing out more in settlements than ever be- 
fore; but they have managed to reduce 
their legal exposure, says John Coffee, a 
law professor at Columbia University. 

In 1994 the Supreme Court ruled that 
aiding and abetting a securities law viola- 
tion was no reason to sue an auditor. In 
1995 the Private Securities Litigation Re- 
form Act substituted proportionate liabil- 
ity forjoint and several liability as the stan- 
dard for damages. Because auditors felt 
safer after these changes, says Mr Coffee, 
companies got away with more aggressive 
accounting in the late 1990s. Straight after >> 





> the 1995 act, audit firms started doing less 
work, says Lynn Turner, formerly with the 
Securities and Exchange Commission but 
now at Colorado State University. They 
decided, for instance, to test a portion of a 
company’s internal controls each year, not 


all of them. Neither Mr Turner nor Mr Cof- 


fee oppose a cap on auditors’ liability, 
however. Liability is there to deter acquies- 
cence by auditors, says Mr Coffee, not to 
create a fund to compensate investors. 

The best cap on auditors’ liability 
would be one linked to the size of each cli- 
ent. A limit of ten to fifteen times the total 
fees from a company-—for audit and non- 
audit services—should ensure that bad au- 
diting is punished but that firms do not pay 
out disproportionate sums. Shareholders 
should get something in return. The 
threshold for convicting an auditor in a 
lawsuit in America, says Mr Coffee, should 
be lowered: it should be enough to prove 
negligence rather than direct participation 
and intent to deceive. A cap on liability 
should not, however, discourage auditors 
from dumping risky clients, which is a bet- 
ter incentive for good behaviour all round. 
The priority for audit firms should be to as- 
sess the legwork and risk involved in au- 
diting each client—and to charge the diffi- 
cult ones a hefty premium. m 


Japan's auditors 


A slight Resonance 


TOKYO 


Japanese auditors may be getting tougher 


FTER an earthquake north-east of To- 
kyo on May 26th, officials took close 

readings of the more than 200 after- 
shocks that followed. The potential after- 
effects of the recent quake among Ja- 
pan’s auditors, meanwhile, are harder to 
gauge. Some politicians are furious that 
Shin Nihon, an accounting firm, played a 
crucial role in driving Resona Bank to 
seek a government bail-out two weeks 
ago. Surprisingly, in a culture where au- 
ditors have little or no power to chal- 
lenge senior management, Shin Nihon 
refused to accept the bank’s estimate of 
how many deferred tax assets it could 
count as capital. 

One reason that America’s spate of 
accounting scandals has made such an 
impact is that published financial state- 
ments matter there. American investors 
may have fooled themselves for years, 
but when the accounting scandals 
erupted they remembered how much 
genuine profits counted—and reform 
quickly followed. Japan’s bubble, by 
contrast, burst over a decade ago. The 
trouble is not that investors have bad 
numbers to work with, but that they 
have few good companies to choose 
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Commodities 


Rubber barons? 


BANGKOK 
Attempts to control world rubber, rice 
and sugar markets will not succeed 


F OPEC, the oil producers’ cartel, could in 
its heyday triple the price of oil over- 
night, why can’t producers of other com- 
modities club together to strike it rich? 
Thus runs the logic of Thaksin Shinawatra, 
prime minister of Thailand and an eager 
creator of cartels. In the next few weeks he 
hopes to bring together representatives of 
the world’s five main sugar exporters to 
discuss ways to limit supply and boost 
prices. Last October he convened a similar 
meeting of rice-exporting countries. And 
last August Thailand, Malaysia and Indo- 
nesia set up a fund to increase the price of 
rubber by manipulating supply. Should 
the world be bracing for sugar, rice and 
rubber shocks to match the oil shocks of 
the 1970s? 
At first glance, Mr Thaksin and his 
friends look powerful enough to bring 
consumers to their knees. The countries in- 


from; and they have few powers to whip 
bad companies into shape. 

The fates of failed companies depend 
on political decisions, rather than mar- 
ket ones, and they are mediated through 
regulators, bankers and politicians from 
the ruling Liberal Democratic Party. The 
accounting issue that caused Resona 
Bank trouble—future tax credits that held 
little real value because the bank was so 
unprofitable—was seized upon by a regu- 
latory faction that wanted to be tougher 
on banks. It was only because it found it- 
self outgunned politically that it left the 
auditors to make the hard decision. 

The good news is that Japan’s four 
big audit firms seem to be standing up 
for themselves. Shin Nihon got stuck 
with the Resona dirty work only after 
another auditor, Asahi 8 Company, had 
refused to sign off the accounts. Some 
non-financial companies have had to re- 
state some of their numbers; new rules 
on auditor independence should acceler- 
ate this trend. Unless all this leads to 
truly radical change in the banking sec- 
tor, however, investors will still have to 
deal with dire numbers, even if they be- 
come a bit more reliable. 
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Commodity prices, 1973=100 
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vited to this month’s meeting represent 
two-thirds of the international trade in 
sugar. Those that attended the pow-wow 
in October account for roughly three-quar- 
ters of global rice exports. And the three 
members of the International Rubber 
Company, plus Vietnam, which wants to 
join, produce 77% of the world’s supply of 
natural rubber. In the nine months since 
they got together, the price of rubber has 
risen by over 20%. 

But there is no need for panic-buying 
just yet. The members of the nascent rub- 
ber cartel, like their counterparts in OPEC, 
are already having trouble sticking to their 
quotas. In August, they agreed to cut out- 
put by 4%. But faced with burgeoning sales 
of tyresin China, officials in both Thailand 
and Indonesia changed their tune. Produc- 
tion, they said, should grow, not shrink. 

Furthermore, demand for natural rub- 
ber is, appropriately enough, quite elastic: 
it depends on the relative price of syn- 
thetic rubber. As it is, in 2002, consump- 
tion of synthetic rubber increased faster 
than that of the natural kind. If the price of 
oil, the main ingredient of synthetic rub- 
ber, continues to fall, that trend will only 
get sharper. 

Supply is fairly flexible too. Although 
rubber trees must grow for several years 
before they yield much sap, enterprising 
farmers in other countries would doubt- 
less start planting if the price rose suffi- 
ciently high, just as big oil firms embark on 
exploration and development of new 
fields when the oil price goes up. 

High rice or sugar prices would trigger 
an even faster supply response. Although 
the putative cartels dominate interna- 
tional trade in both commodities, they do 
not come even close to dominating global 
output, since most of the world’s rice and 
sugar is consumed in the countries where 
it is produced. International trade in rice, 
for example, involves less than 7% of total 
world production. Should the price of rice 
rise significantly, some of the other 93% 
would presumably soon find its way to the 
market. And rice farmers, unlike oil pro- 
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ducers, cannot stockpile output for long 
when the price falls, since their product is 
perishable. 

Then there are the logistical problems. 
In Thailand, rubber, rice and sugar are 
traded by millions of farmers and middle- 
men, rather than by one state-owned 
giant. The government interferes in the 
market through various state-owned trad- 
ing agencies and price-support schemes. 
But these have generally lost money and 


attracted accusations of corruption. Any 
grander effort to control the trade in these 
commodities would only increase the 
opportunities for misbehaviour—and the 
cost to Thai taxpayers. 

No wonder many observers doubt if 
Mr Thaksin’s cartels will ever get off the 
ground, let alone achieve much should 
they do so. The more schemes he pro- 
poses, the greater the scepticism. Time, 
perhaps, to rein in supply. m 





Northwestern Mutual 


Under attack 


NEW YORK 


Companies have a new form of analyst to reckon with 


ORTHWESTERN MUTUAL has an en- 

viable reputation for selling life insur- 
ance to the rich, and also a top-flight rating 
for claims-paying ability from all three of 
the big rating agencies, A.M. Best, Standard 
& Poor’s and Moody’s. A fourth, smaller 
rating agency, Weiss, ranks it one step 
down from the top, but that still means 
“excellent” and puts Northwestern among 
the top 14 of 1,100 companies. Northwest- 
ern’s annual report is light on financial in- 
formation butit suggests that the company 
has both consistent revenues and decent 
investment returns. 

This, according to Richard Johns, is a 
mirage. Mr Johns, a present and former 
policyholder, runs a small organisation, 
Policyowner Protection Services, that is 
devoted to scrutinising one company: 
Northwestern Mutual. The bulk of its ef- 
forts appear on a website (www.nmlcom- 
plaints.com) and can be split into four 
rough categories: management is rotten; 
the company’s financial condition is be- 
coming rotten; its insurance products will 
leave customers feeling rotten; and finally, 
top agents are heading for the door, either 
because their activities have triggered 
probes, or because they could no longer 
bear the rotten culture. 

Harsh stuff—and it has not gone un- 
noticed. Moody’s and Standard & Poor’s 
both say they have had conversations 
with Northwestern about the allegations 
and concluded there was no cause to ad- 
just their ratings. Joe Belth, author of an in- 
surance newsletter in Indiana, has found 
that some of the letters on the site are writ- 
ten under pseudonyms (Mr Johns says 
they were agents or former agents under 
cover). Other entries were taken out of 
context. Information on the site, he says, 
should not be taken seriously. 

Yet can it also be ignored? Mr Johns and 
his sources are hard to dismiss entirely. 
The website alleges that Northwestern is 


under investigation by the National Asso- 
ciation of Securities Dealers (NASD) for in- 
appropriate sales tactics. Northwestern ac- 
knowledges it is being looked at by the 
NASD, but claims this is only because 
there is an industry-wide investigation 
into one of its products, variable whole life 
insurance. There is a second issue over the 
late reporting of customer complaints, 
which may result in a small fine, it adds. 

One could argue that the consumer of 
any insurance product would be better- 
educated after wading through Mr Johns’s 
site. Mr Johns was an early critic of vari- 
able whole life, a popular hybrid of a mu- 
tual fund and insurance. A related product, 
the variable annuity, was cited by the 
NASD this week when announcing the 
censure of one firm and civil charges 
against people at three others (none of 
them at Northwestern). 

Over the past decade, Northwestern’s 
record has stood up well within the life-in- 
surance industry, but it has not been be- 
yond reproach. The nmlcomplaints.com 
site has a vast library of litigation, as well 
as a note that Northwestern agents will 
pay an additional 11% this year for errors 
and omissions insurance, because of the 
cost of settling several large claims (North- 
western says the real number is 9%, includ- 
ing the cost of successful defences). Mr 
Johns’s own crusade began five years ago 
when, he contends, he received a poor set- 
tlement for a mis-sold product. 

Northwestern contends that the site is a 
hunting-ground for lawyers seeking cli- 
ents. Its response, says Mr Belth, has been 
not to call attention to it. Why does the 
company not respond or sue? Northwest- 
ern says there are huge obstacles to effec- 
tive use of the law to stop commentary on 
the internet. No doubt competitors are 
watching closely. In today’s world of an- 
gry customers and growing scrutiny what 
company does not face a similar risk? m 


Morgan Stanley and LVMH 


A slap on the chic 


Did Morgan Stanley systematically 
denigrate LVMH? 


ORGAN STANLEY has proved good 

at avoiding bad publicity as cor- 
porate and financial scandals have un- 
folded. The American investment bank 
did not advise Enron, WorldCom, Tyco, 
Adelphia, Qwest, or many other badly 
tainted firms. Mary Meeker, Morgan Stan- 
ley’s “star” internet analyst, was spared the 
public pillorying inflicted on Henry Blod- 
get, once an internet guru at Merrill Lynch, 
or Jack Grubman, a former telecoms ana- 
lyst at Salomon Smith Barney. And the 
bank’s fine by American regulators, along 
with other banks, for letting investment 
bankers influence equity research, was 
one of the lowest on Wall Street. 

Yet Morgan Stanley was not allowed to 
feel smug, even for a moment. A remark by 
Philip Purcell, its chief executive, that the 
firm had emerged “relatively unscathed” 
from the settlement and had not damaged 
its relationship with investors brought a 
thunderous rebuke from William Donald- 
son, chairman of the Securities and Ex- 
change Commission. Mr Purcell had 
shown a “troubling lack of contrition”, Mr 
Donaldson said in a public letter. Now 
Morgan Stanley has filed a counter-lawsuit 
in a Paris court against LVMH, a French lux- 
ury-goods conglomerate: does it have 
merit—or does it show a further troubling 
lack of contrition? 

Morgan Stanley this week sought dam- 
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> ages of €10m ($11.7m) and the publication 
of a judgment (if in Morgan Stanley’s fa- 
vour) in 20 newspapers and magazines, in 
a legal battle over biased stock research. 
LVMH had issued writs against Morgan 
Stanley both last October and in February 
this year seeking €100m for the alleged 
damage Morgan Stanley did through its 
“unfair” reports on LVMH. 

The LVMH litigation is a first in Europe. 
The company claims that, between 1999 
and 2002, Morgan Stanley was deliber- 
ately and systematically unfair to LVMH iN 
its stock research. The reason, it says, is that 
Gucci, another luxury-goods firm, was 
one of Morgan’s best investment-banking 
clients: making LVMH look bad was good 
for Gucci. Morgan Stanley helped to take 
Gucci public in 1995 and then helped it to 
fend off a takeover bid by LVMH in 1999. 
The bank brought in as a “white knight” 
Francois Pinault, head of Pinault-Prin- 
temps-Redoute (PPR), another French con- 
glomerate, and arch-rival of Bernard Ar- 
nault, boss of LVMH. Mr Pinault bought 
42% of Gucci. Two years later LVMH sold 
its remaining stake in Gucci. 

Yet the battle over Gucci was not the 
end of the feud between the two French 
barons. Five journalists have resigned at La 
Tribune, a financial newspaper owned by 
LVMH, in protest at the paper’s biased cov- 
erage of PPR. One of LVMH’s allegations, 
on the other hand, is that in an interview 
with Corriere della Sera, an Italian newspa- 
per, in April 2001, Claire Kent, Morgan 
Stanley’s luxury-goods analyst, tried to 
blacken the firm’s reputation so as to en- 
hance the image of Gucci. LVMH doctored 
quotes from the article to prove its case, 
counters Morgan Stanley. 

Another accusation is that Morgan 
Stanley alluded in a “fanciful” way to a 
possible deterioration of LVMH’s credit 
rating. That was merely a reaction to a neg- 
ative outlook published by Standard & 
Poor’s, a rating agency, says Morgan Stan- 
ley. Morgan is also accused of speculating 
about the impact of a weak yen on LVMH’s 
profits, of suggesting that Donna Karan, a 
clothes retailer, integrated badly into 
LVMH, and of producing an indulgent re- 
port on Gucci results in September 2002. 
Morgan claims that it was right about the 
impact of the yen on LVMH, as well as pro- 
blems with integrating Donna Karan, and 
also says it was not too nice to Gucci. Allits 
comments on LVMH in the four conten- 
tious years were justified, it maintains. 

This battle, pitting wounded Gallic 
pride against American self-assurance, 
will drag on until at least the end of the 
year. Few would be surprised to see 
Messrs Arnault and Pinault suing each 
other before the end of the case. They have 
made a habit of taking each other to court 
in recent years. In the meantime Morgan 
Stanley must balance fighting its corner 
with being contrite elsewhere. m 
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Finance in Kazakhstan 


Small but elegant 


ALMATY 
A model sector that wants to grow 


HE Kazakh financial system was less 

damaged than those of other central 
Asian countries by Russia’s debt crisis in 
1998. Kazakh banking assets have quadru- 
pled since then to nearly $9 billion, while 
the 230 banks that existed in 1993 have 
consolidated to 38. The three largest hold 
60% of the country’s banking assets. 

The financial sector is small for a land 
of 2.7m square kilometres with a GDP 
(mostly from oil) of $24 billion. But thanks 
to determined regulation, and a mimick- 
ing of western financial products, it is 
growing. In 1999, household deposits in 
banks were a meagre $311m, while $1.2 bil- 
lion was held in cash, mostly dollars. To- 
day, Kazakhstanis have over $1.8 billion in 
their bank accounts. 

Inspired by Chile’s pension reform, 
Kazakhstan has been moving since 1998 
from a pay-as-you-go to a funded system, 
helped by mandatory contributions of 
10% of salary. Today, 5.5m Kazakhstanis— 
over 70% of the workforce—contribute to 
pension funds, which have accumulated 
$2 billion. There is a third tier of voluntary 
contributions, but this has attracted only 
35,000 accounts. The pension funds have 
in turn supported the development of new 
financial instruments. In the early days, 
they invested heavily in short-term trea- 
sury paper, but today government securi- 
ties make up less than half of pension as- 
sets. Corporate bonds appeared in 2000, 
and over $730m have been issued since 
then—without a single default—at an aver- 
age maturity of five years. 

Mortgages were introduced in 2001 and 
total $130m. The central bank expects vol- 
ume to double this year. Billboards ad- 
vertising mortgages adorn the streets of Al- 
maty. Interest rates, now at 15%, have been 
falling. “Each time rates go down, more 
borrowers come out of the woodwork,” 
says David Lucterhand of Pragma Cor- 
poration, a consulting firm funded by 
USAID working with the central bank. Last 
November, the Kazakhstan Mortgage 
Company was the first in the Common- 
wealth of Independent States (cis) to issue 
a mortgage-backed bond; securitised car 
loans and credit cards should soon follow. 

Financial standards and regulation are 
claimed to be up with international prac- 
tices in most areas. In 2001, Grigori Mar- 
chenko, the central-bank governor, fought 
hard to introduce consolidated financial 
supervision, which will be devolved next 
year to a separate agency. An electronic 





A question of scale 


payment system is up and running. An ac- 
tuarial training centre has been set up; a 
body of professional mortgage practition- 
ers has been developed; and a central con- 
sumer credit database—another first in the 
CISs—is being created. 

Yet the overall market is small and 
heavily concentrated in Almaty. In rela- 
tion to the country’s GDP, bank deposits 
total only 16%. Most loans and deposits are 
still in dollars. Mr Marchenko believes that 
the tide is turning as the local currency (the 
tenge) appreciates against the dollar and 
pays higher interest rates. The recent fast 
growth in credit also raises some ques- 
tions about the quality of loans. And Mr 
Marchenko singles out the deposit-insur- 
ance system, introduced only in 2000, as 
ripe for further improvement. 

Equity trading on the electronic stock 
exchange has been slow to pick up. This 
limits the options for pension funds, 
which are sitting on cash—although they 
have so far shown little appetite for more 
volatile instruments. According to Mr Mar- 
chenko, most listed companies are owned 
by strategic investors who do not wish to 
sell. In future, A-listed companies may be 
required to keep 25% of their capital as a 
free float. Selling off remaining state com- 
panies would help, say observers. 

True beneficial ownership and control 
of financial institutions in Kazakhstan, as 
in much of the cis, remains somewhat 
murky. Minority-shareholders rights are 
often flouted. But the biggest barrier to an 
effective financial market may be demog- 
raphy. Since independence in 1991, people 
have been leaving the country, while mor- 
tality remains relatively high and birth 
rates low. The potential market for finan- 
cial services is therefore shrinking. Low in- 
comes keep down contributions to pen- 
sion funds and life-insurance policies. 
Such financial services, for most Kazakh- 
stanis, remain a bit of a luxury. m 





Should radio spectrum be treated as property, or as acommon resource? 
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HAT is the best analogy for radio spectrum? Is it, as most 

people intuitively believe, a palpable resource like land, 
best allocated through property rights that can be bought and 
sold? Or is it, thanks to technological progress, more like the sea, 
so vast that it doesn’t need to be parcelled out (at least for ship- 
ping traffic), in which case general rules on how boats should be- 
have are enough to ensure that it is used efficiently. 

Wireless folk have been discussing these questions for some 
time. Now, regulators are starting to take an interest, because in- 
creasing demands for wireless services require more efficient 
use of the spectrum. Earlier this month, America’s Federal Com- 
munications Commission (Fcc) decided to allow leasing and 
trading of frequency licences—the property model—as a first step 
towards establishing a market in radio spectrum. However, 
when regulators meet for the World Radiocommunication Con- 
ference in Geneva, starting on June 9th, they will try to harmo- 
nise their plans to expand the part of the spectrum that can be 
used without a licence, treating it as a common resource. 

These two different regulatory models are already competing 
across the airwaves. On the one hand, telecoms companies have 
spent vast sums on licences for third-generation (3G) wireless 
services—but are facing serious financial and technical obstacles 
to building networks. On the other, there are already many wire- 
less local access networks, called WiFi, which operate in unli- 
censed spectrum—and are growing at a phenomenal rate. 

The question of how best to allocate spectrum is not new. 
Over 40 years ago Ronald Coase, who won the Nobel prize for 
economics in 1991, argued that there is no reason why spectrum 
should be treated differently from, for example, land. Both are 
scarce—so a market is the best way to allocate their use. Although 
this seems blindingly obvious today, it took the FCC more than 
two decades to start auctioning radio frequencies. 

The debate has since moved on. Auctions alone are now con- 
sidered unsatisfactory, because they do not change the tradi- 
tional structure of spectrum allocation. And even after last 
month’s reforms allowing leasing and trading, the FCC remains 
a dirigiste bureaucracy which decides, in most cases, how the 
spectrum is divvied up, who gets which slice, and for what use. 

So what is the best way to replace this command-and-control 





regime? Proponents of the property approach want to create, as 
soon as possible, a market in which rights to spectrum blocks 
can be freely traded—rather in the way that pollution rights now 
are. Some have already drawn up plans for a “big bang”: a giant 
simultaneous auction of as much spectrum as possible. 

Hold hard, say the advocates of common access. If spectrum 
were scarce by some law of nature, they argue, selling licences 
would certainly be the best solution. But in fact it is scarce only in 
terms of old, clunky technology. When radio equipment needed 
“channels”, defined by frequency and power, to allow commu- 
nication without interference, airwaves were indeed a scarce re- 
source. 

Now, however, thanks to the dramatic decline in the cost of 
computer power, wireless devices are far cleverer, meaning that 
they can use spectrum more efficiently and are more tolerant of 
interference. They are able to communicate over a broad range 
of frequencies at once (this is called “spread spectrum”), to help 
each other out (“mesh networks”) and to adapt to the local envi- 
ronment (“agile radio”). Instead of creating a spectrum market, 
argues Yochai Benkler, a law professor at New York University, it 
should now be possible to rely on the market in smart radio 
equipment without anybody having to control the airwaves. 

Technological progress is not the only reason why spectrum 
markets would be a second-best solution, Mr Benkler argues. For 
one, they are likely to come with high transaction costs. If spec- 
trum is priced efficiently in an increasingly dynamic wireless 
world, the necessary overhead in network management and 
metering is likely to be quite costly. Innovation could suffer as 
well: rights holders could ignore technological improvement 
just because it does not fit their business model. With spectrum 
as commons, anybody can innovate, as users do on the internet. 


Keeping the options open 

Despite their differences, the two camps agree that they do not 
have enough hard data to bet everything on one regime: they 
must experiment with both. David Farber and Gerald Fulhaber, 
telecoms professors at the University of Pennsylvania, for in- 
stance, want a big-bang auction. But they also want to let others 
use spectrum freely, as long as they do not “meaningfully” inter- 
fere with the owner’s right to a clear broadcast. 

Despite its recent move toward a spectrum market, the FCC 
too prefers a hybrid approach, saying in a recent report that “no 
single regulatory model should be applied to all spectrum”. 
Early last year, it authorised systems using a technology called 
ultra-wideband to operate at very low power to avoid interfer- 
ence. The agency is also looking into expanding the part of the 
spectrum for which no licence is needed. 

If experiences in other areas of technology are any guide, 
there is a good chance that both approaches will be around for 
some time, although the commons solution may eventually 
come to dominate. The internet, at least from the perspective of 
the end-user, is a common resource, with bandwidth allocated 
on a first-come-first-served basis. In software, the commons is 
growing, in the form of free open-source programs developed by 
volunteers. 

Technology may thus help to create markets; but it also 
makes some of them obsolete. In this case it has turned land into 
sea, metaphorically speaking. To draw a historical parallel: the 
development of better ships did not lead to parcelling up the 
world’s oceans but to something called free trade. m 
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A ghoul’s banquet? 


BEAGLE 2 


Three missions to Mars are scheduled to blast off in June, and another, already on 


its way, will be joining them 


HE Great Galactic Ghoul is a mythical 

space monster that is supposed by 
some rocket scientists to protect Mars from 
prying space probes. When contact with a 
Mars-bound craft is lost for no apparent 
reason (which happens with monotonous 
regularity), the ghoul is assumed to have 
eaten it. 

Certainly, sending spacecraft to Mars 
and landing them on the planet when they 
have got there is a hazardous business. But 
the allure of the place is enormous, and, if 
all goes well, June will see the start of three 
attempts, by two spacefaring powers, to 
get past the ghoul and prise free afew more 
Martian secrets. In particular, they will be 
looking for evidence of liquid water hav- 
ing flowed at the surface, and also for signs 
of life. 


Mars attacks 

The powers concerned are NASA, Amer- 
ica’s space agency, which is taking two 
bites at the cherry, and ESA, its European 
rival. They will be joined on their travels 
by a Japanese mission launched in 1998, 
which has taken the long route round in or- 
der to get there. 

The reason for the rush is that August 
will see an “opposition” of Mars—the 
point at which itis closest to Earth. Launch- 
ing in June makes for the shortest possible 
crossing. In fact, the majestic clockwork of 
Newtonian mechanics, combined with 
details of the elliptical orbits of the two 
planets, mean that this will be the closest 
approach between them for 60,000 years. 


First off the block are the Europeans. 
Mars Express will rise from Baikonur cos- 
modrome in Kazakhstan on June 2nd and 
will go into orbit, ghoul permitting, on De- 
cember 26th. Five days earlier, it will re- 
lease a probe called Beagle 2, after the naval 
surveying vessel in which Charles Darwin 
circumnavigated the globe. Beagle 2 will 
bounce down (using a combination of 
heat-shield, parachutes and air bags) on 
December 26th as well. It will land (see pic- 
ture) on Isidis Planitia, a large, flat area that 
is covered with tiny volcanic cones of a 
sort that, at least on Earth, tend to form 
when magma comes into contact with 
sub-surface water. 

The two American missions, currently 
(and rather boringly) known as MER-1 and 
MER-2 (MER stands for Mars Exploration 
Rover), should be launched from Cape Ca- 
naveral on June 8th and June 25th respec- 
tively. They will arrive in January 2004. 
Given NASA’s penchant for renaming 
probes in mid-mission, they may have dif- 
ferent monikers by then. MER-1 will land 
in Gustev crater, which may be an ancient 
lake bed (or could just be full of volcanic 
ash). MER-2 will land at Meridiani Planum, 
a flatish area which looks as though it may 
be covered with layers of sediment, 
suggesting repeated inundations (or, per- 
haps, repeated blanketings with ash), and 
which has deposits of haematite, a min- 
eral that often forms in water. 

Meanwhile Nozomi (or Hope, to give 
the English translation of the name) will 
arrive at Mars on January 1st 2004. Though 
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it has been in space for almost five years it 
is, in effect, being relaunched in June. On 
the 19th, it will swing past Earth in a “sling- 
shot” manoeuvre that will set it on course 
for Mars. The reason for its long stay in 
space was that it was launched on a low- 
powered rocket, and the only way to give it 
enough oomph to get to Mars was to steal 
extra energy from Earth’s orbit, which is 
what the slingshot manoeuvre is designed 
to achieve. Nozomi has already performed 
two such fly-bys, in December 1998 and 
December 2002. The third one will make it, 
too, part of the “short crossing” flotilla. 

Mars Express has seven instruments de- 
signed to probe the planet’s atmosphere 
and rocks. These include a ground-pene- 
trating radar that will be able to look at 
Martian geology up to 3km below the sur- 
face. One of its most important jobs, 
though, will be to actas acommunications 
relay for Beagle 2, and a back-up relay for 
the MER missions. 

Beagle 2is a formidable piece of design. 
It weighs a mere 30kg, but is packed with 
scientific instruments. There are three 
cameras, including one that is part of a mi- 
croscope intended to look at freshly 
ground rock surfaces (there is a rock- 
grinder, too). There are two spectrometers, 
one sensitive to gamma rays, and the other 
to x-rays. These will be able to work out 
the mineral composition of samples 
drilled out by arock-corer. There is a whole 
battery of sensors for wind, temperature, 
dust, oxidising chemicals in the atmo- 
sphere (which are bad for living things), ul- 
tra-violet light (ditto) and so on. And there 
is a gas-analysis package. 

This, for those hoping to find signs of 
life, is probably the most important instru- 
ment. It includes a heater-cum-combus- 
tion-chamber to vaporise carbon-contain- 
ing compounds and convert them into 
carbon dioxide. It also contains a mass 
spectrometer to measure the ratio of differ- 
ent isotopes of carbon. That is important >» 





> te 


> because, on Earth, the isotopic ratio is dif- 
ferent in compounds that are derived from 
biological and non-biological sources, 
since metabolic processes slightly favour 
one particular isotope. If a biological-look- 
ing isotope ratio turns up in Martian rocks, 
that would be teasing evidence of life. 

The two American landers will also be 
looking for life, of course. These missions 
have no orbiters (NASA already has two, 
Mars Odyssey and Mars Global Surveyor, 
on station). Instead, they will bounce 
down directly, using a similar combina- 
tion of heat-shield, parachutes and airbags 
to that employed by Beagle 2. 

The rovers also have some of the same 
instruments as Beagle 2. There are spec- 
trometers, lots of cameras (including one 
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A stellar striptease 


NASHVILLE 





for a microscope) and rock grinders. But 
the key feature that they have, and the 
European probe does not, is wheels. If all 
goes well, each rover will be able to wan- 
der the planet at a speed of 100 metres a 
day for 90 Martian days (a Martian day is 
24% hours). Its batteries will be kept topped 
up by solar panels. 

Nozomi, as befits the product of a rela- 
tive newcomer to space exploration, is a 
more modest affair. It will stay in orbit and 
spend its time measuring Mars’s magnetic 
field and the interaction between the 
planet’s atmosphere and the solar wind of 
electrically charged particles that streams 
constantly from the sun’s surface. Not, per- 
haps, as sexy as searching for life. But less 
likely to run into a ghoulish accident. m 


Solar systems may form faster than anyone had expected 


TS discs found around a type of young 
star known as a T-Tauri star are text- 
book examples of how solar systems are 
supposed to begin. A rotating cloud of gas 
and dust starts to contract under its own 
gravity. It heats up in the middle while the 
outer regions flatten. As the centre’s tem- 
perature rises to the point at which nuclear 
fusion can begin, the dust in the flattening 
disc coalesces. Eventually, the lumps 
formed by this coalescence stick together 
to form planets, and the gas clings to them 
as atmospheres. 

What the textbooks spend fewer pages 
explaining is that, in most T-Tauri stars, 
this tidy plot tends to unravel part-way 


through. It ought to take a lot of time to get 
from small dust particles to objects the size 
of Earth, let alone the size of Jupiter. 
Around 10m years is generally reckoned a 
reasonable estimate. Unfortunately, most 
T-Tauri stars seem to have lost their discs 
by the time they are a mere 3m years old. 

These “naked” T-Tauri stars pose a pro- 
blem for the textbooks. They suggest that 
planets should be rare, but recent observa- 
tions indicate that they are not. Now new 
data presented to the summer meeting of 
the American Astronomical Society, in 
Nashville, Tennessee, may help to clear the 
matter up. 

Elizabeth Lada of the University of 
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Florida in Gainesville and Karl Haisch of 
the University of Michigan in Ann Arbor 
observed four star clusters, each contain- 
ing dozens of young stars, in the constella- 
tions of Orion and Perseus. Using optical 
telescopes in Hawaii and Arizona, and a 
radio telescope in Spain, they measured 
the amount of infra-red and microwave ra- 
diation coming from each star. Such radia- 
tion is emitted by warm dust, so a young 
star that is abnormally bright at these 
wavelengths is assumed to be surrounded 
by a dusty disc. 

All the stars in a cluster are the same 
age. So taken together, the observations of 
these clusters show what kinds of disc, if 
any, stars of different sizes and ages have. It 
turns out that almost no discs of the sort 
thought to produce planets are found in 
clusters more than 3m years old. 

Dr Lada is quite certain that these discs 
are not there. The observations were so 
sensitive that even at a distance of 1,000 
light years an asteroid’s-worth of dust 
would show up in them. On the face of it, 
that is bad news for theoreticians. If peo- 
ple want to believe that planets form rou- 
tinely around T-Tauri stars, she concludes, 
they will have to think of ways to allow 
this to happen in 3m years instead of 10m. 

Jeff Bary and David Weintraub, of Van- 
derbilt University in Nashville, are not so 
sure. The observation that the fine dust dis- 
appears rapidly is, they say, no reason to 
think that the manufacture of planets must 
be a3m-year rush job. All that is necessary 
is a partial consolidation into somewhat 
larger objects—the sorts of object that 
might be expected to form as intermediar- 
ies in the planet-building process. 

If this idea is right, then the discs of 
older T-Tauri stars still contain not only 
most of their original solid matter, but also 
most of the accompanying gas (mainly 
molecular hydrogen). Of itself, this gas 
would not emit much infra-red radiation. 
But if suitably excited, it might. 

Such excitement could come in the 
form of x-rays. According to Joel Kastner of 
the Rochester Institute of Technology in 
New York state, these could be generated 
in one of two ways. Dr Kastner has studied 
X-ray emissions from T-Tauri stars using a 
satellite called Chandra. Some x-rays ema- 
nate from matter that falls from the disc to- 
wards the star itself. But x-rays are also 
emitted by giant magnetic short-circuits in 
the outer layers of the disc—large versions 
of the flares in the sun’s corona. 

Whatever the source, such x-rays will 
cause hydrogen molecules to vibrate, and 
these vibrations will be released as light of 
a specific wavelength. Mr Bary and Dr 
Weintraub used a telescope at Kitt Peak in 
Arizona to look for light of this wavelength 
around a naked tT-Tauri star. And they 
found it. Naked stars, it seems, are not na- 
ked after all. They are just dressed in a dia- 
phanous incipient solar system. W 
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The sky’s the limit 


SAN DIEGO 
Anew way to escape the gloom of the 
IT industry. Go into space 


WNING a yacht is passé. For those in 

the information-technology industry 
lucky enough to have made a fortune dur- 
ing the boom years, there is now a far sex- 
ier alternative: owning a rocket. Jeff Bezos, 
the founder of Amazon, is financing an at- 
tempt to build a low-cost reusable space- 
craft that can carry people into space. John 
Carmack, the programming genius behind 
such computer games as “Doom” and 
“Quake”, is paying for a similar venture. 
But most ambitious of all is Elon Musk, 
who founded two dotcoms—Zip2 and Pay- 
Pal—and sold them for $307m and $1.5 bil- 
lion respectively. His goal is Mars. 

Mr Musk’s original plan, conceived in 
the months after the sale of PayPal, was to 
launch a small unmanned probe, costing 
around $20m, that would have landed on 
Mars and sent back pictures of a few plants 
growing inside a sealed environment. By 
capitalising on the ensuing media cover- 
age, Mr Musk hoped to win support and 
money for America’s space agency, NASA, 
to mount a manned mission to Mars. But 
he soon discovered that launching his 
probe would cost a minimum of $30m, 
and that started him thinking. 

Unlike computing, where costs have 
been driven steadily down and perfor- 
mance continuously increases, the rocket- 
launching business has made little pro- 
gress since the 1960s. Despite several failed 
attempts by other firms, Mr Musk sensed 
an opportunity, and set up a new firm, 
SpaceX, with the goal of building a low- 
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cost launcher. The resulting machine, 
called Falcon, is not technically complex. 
However, it combines a number of inno- 
vations, including the use of modern ma- 
terials and a reusable first stage, to reduce 
costs to a mere $6m per launch-the first of 
which is due later this year. 

SpaceX already has customers lined up 
for its first two commercial launches, 
which will carry satellites into orbit. Mr 
Musk then hopes to proceed with his origi- 
nal plan, sending a small probe to Mars 
and campaigning for a government- 
backed manned mission. His eyes light up 
as he talks about humanity becoming a 
“multi-planetary species”. He cannot be 
faulted for failing to think big. 

Mr Musk outlined his plans at “The Fu- 
ture in Review”, a wide-ranging confer- 
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Shoot ’em up 
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ence on technology that was held recently 
in San Diego. His presentation ended a day 
during which luminaries of the computer 
industry—including Michael Dell, Craig 
Mundie of Microsoft and Patrick Gelsinger 
of Intel—discussed the future of comput- 
ing. In contrast to the heady days of the in- 
ternet boom, it is difficult to get excited 
about grid computing or identity manage- 
ment. Computers have become a com- 
modity, sales are stagnating, the industry 
is maturing, and there is talk of a “post- 
technology era” in which innovation takes 
a back seat to improvements in business 
processes and supply-chain management. 
None of which sounds terribly thrilling. 
Hence the interest in space. What better 
way to escape the malaise of the computer 
business than tojump into a rocket? m 


Playing action games improves visual skills 


OTHING, it seems, is without some 

redeeming value. Writing in Nature, 
Shawn Green and Daphne Bavelier, of 
the University of Rochester, in New York 
state, report the results of a series of tests 
they performed on two groups of peo- 
ple. One group consisted of experienced 
players of video games. The other con- 
sisted of non-players. It seems that play- 
ing games of the sort most censured by 
parents and moralists—action games 
such as “Grand Theft Auto III”—im- 
proves a person’s visual perception. 

The first two tests measured the abil- 
ity to pay attention. One asked the sub- 
jects to work out which small shape was 
within a circle, in the presence of a large 
“distractor” shape. The other asked them 
to count the number of squares on a 
screen. Both tests showed that players 
pay better attention than non-players, at 
least within a narrow field of view. 

That is not surprising, because video 
games tend to have just such a restricted 
field of view. In a third test, however, the 
subjects had to find a small target (a tri- 
angle within a circle) in an extensive 
field of squares. This test showed that 
players did much better than non-play- 
ers even when a wide field of view was 
involved, a result which suggests that 
their skills are being generalised. 

Mr Green also looked at whether the 
rapid pace of action games improved the 
ability to avoid attention bottlenecks. An 
example of a bottleneck is when people 
have difficulty detecting a second target 
if it appears on screen a few tenths of a 
second after an initial one. Regular play- 
ers could, indeed, detect a second target 
almost twice as often as non-players. 





Training for life 


Sceptics might argue that video-game 
players did better on the tests because of 
pre-existing differences. Mr Green there- 
fore took another group of novices and 


‘trained them for an hour a day over the 


course of ten days. Half the group 
played “Medal of Honour”, an action - 
game. The other half played “Tetris”, a 
puzzle game. After the training period, 
the “Tetris” players had not notably im- 
proved on the tests, but the “Medal of 
Honour” players had. Mr Green sup- 
poses that this is because action games 
require players to do a lot of things at 
once—look for new enemies, shoot old 
ones, dodge bullets and so on. “Tetris” 
players, by contrast, have to focus ona 
specific task—getting the block in the gap. 

This, surely, will please armies, air 
forces and sports teams, which require 
people to make split-second decisions 
based on a rich, wide visual field. 
Whether parents will welcome their 
children’s arguments that video games 
are good for you is, of course, another 
question entirely. 
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Indonesia 





The unknown archipelago 


Opening the door to one of the world’s great nations 


HE bookcase of every serious student, 

amateur or professional, of world af- 
fairs will doubtless contain at least a hand- 
ful of books about China. India will be rep- 
resented by several more. The United 
States will surely be accorded a shelf at the 
least. But how many books will he or she 
possess on Indonesia—the largest country, 
in terms of population, after those three? 
In all probability, none. To most people, In- 
donesia is a cipher, by far the least-known 
of the world’s great nations. This is espe- 
cially strange in light of the fact that it is 
easily the largest Muslim one, with more 
than three-quarters the number of inhabit- 
ants as live in all the Arab states combined. 
Its strategic significance is no less striking: 
Indonesia sits on generous oil reserves of 
its own, and through its waters pass about 
half of all the world’s shipping, including 
most of the energy requirements of Japan 
and South Korea. Culturally, too, it is fasci- 
nating, its thousands of islands home to a 
volatile mixture of Muslims and Chris- 
tians, superimposed on older Hindu and 
animist traditions. Above all, perhaps, In- 
donesia is a democracy, if a rather new 
and fragile one. 

How to account for this neglect? One 
reason is simply to note that, until fairly re- 
cently, Indonesia has been boringly stable, 
at least since 1966, when General Suharto 
displaced the country’s charismatic but in- 
furiating founder, Sukarno. Under Presi- 


Indonesian Destinies. By Theodore Friend. 
Belknap Press; 640 pages; $35 and £23.50 


dent Suharto, a system was in place in 
which the army pervaded government to- 
tally, through the policy known as dwi 
fungsi, or “dual function”, and kept irrita- 
tions like separatism, radical Islam and so- 
cialism firmly under control. A reliable 
American ally, Indonesia was even al- 
lowed to annex East Timor and Irian Jaya 
without undue protest. Prior to Mr Su- 
harto’s reign, of course, Indonesia was fas- 
cinating indeed: Sukarno flirted with 
communism, famously told the Ameri- 
cans “to hell with your aid”, attempted to 
fight the British in Borneo, declared 1965 
“The Year of Living Dangerously”, and 
generally ran his country into the ground. 
But for more than 30 years, Indonesia was 
not much of a story. George Monbiot told 
the tale of the Indonesian army’s savage 
repression of Irian Jaya in “Poisoned Ar- 
rows”, and Timothy Mo immortalised the 
sufferings of East Timor in “The Redun- 
dancy of Courage”. But on the whole, good 
Indonesia books have been hard to find. 
With luck, that is now changing. The 
past six years have been extraordinary 
ones, none more so than 1997, when Indo- 
nesia was simultaneously struck by the 
Asian financial meltdown and devastating 
fires that ravaged much of its area. By then, 
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Mr Suharto was old, ailing and universally 
regarded as monumentally corrupt (his 
wife, Madame Tien, had been known as 
Madame Tien Percent). In 1998, a year of 
massed demonstrations and violently 
suppressed rioting, Mr Suharto was over- 
thrown: but stability has been hard to find. 
Indonesia has had three presidents since 
then, and the late 1990s witnessed the 
emergence of fierce separatist struggles in 
Aceh, in Irian Jaya and most notably in East 
Timor, where army-backed militias at- 
tempted, unsuccessfully, to prevent the 
birth of an independent nation, but suc- 
ceeded in destroying most of it. The vio- 
lence has continued—this week, Aceh is 
back at war. And a new phenomenon, of 
radical Islamic terrorism, has emerged: the 
Bali bomb of October 2002 has changed 
Indonesia forever. 

Theodore Friend’s book is therefore 
welcome. An engaging romp through the 
54 years of Indonesia’s existence, its scope 
is a broad one. Part personal memoir, part 
history, part economic treatise, it makes 
for a useful (and bang up-to-date) intro- 
duction to the unknown archipelago, par- 
ticularly valuable in the light of the ab- 
sence of much in the way of competition. 
The chaotic Sukarno years are well de- 
scribed, but the book only really comes 
into its own in Mr Suharto’s time, when Mr 
Friend started visiting Indonesia himself. 
The drift into corruption and excess, and 
the gathering storm of retribution, form 
the book’s meat. 

Undoubtedly, it could be better: it 
would have been useful to read much 
more about the beliefs and membership 
of Indonesia’s two great Muslim groups, 
Muhammadiyah and Nahdlatul Ulama, 
each of which claims tens of millions of 
followers. Religion, in general, is neglected: 
there should be more, too, on groups like >» 
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cused of planting the Bali bomb. And the 
presidency of Megawati Sukarnoputri 
(pictured), Sukarno’s daughter, deserves 
more than a 30-page epilogue. Miss Mega- 
wati is accused by human rights groups of 
trying to reconstruct the authoritarian rule 
of the man who overthrew her father. Her 
army chief once offered the chilling pre- 
scription: “exterminate provocateurs, 
shoot rioters”. Her supporters argue that 
Indonesia is far more democratic now 
than it has ever been. Mr Friend does not 
come clearly down on one side or other of 
this question: he admires her deft populist 
touch: “I am your mother. Listen to me. I 
want you to go home,” she once told her ri- 
oting supporters. But he is equally repelled 
by her affinity with the army. Perhaps the 
president’s own dwi fungsiis to blame. m 


Capital punishment 


A classic on killing 


The Contradictions of American Capital 
Punishment. By Franklin E. Zimring. Oxford 
University Press; 272 pages; $30 and £13.99 


INDING something new to say about 

America’s love affair with the death 
penalty is not easy. The subject not only 
arouses intense emotions, it has produced 
an ocean of comment from lawyers, 
judges, politicians, campaigners, statis- 
ticians, social scientists and quite a few 
demagogues. Nevertheless, Franklin Zimr- 
ing, one of America’s leading criminolo- 
gists, has managed to rise above this 
cacophony to write a thought-provoking 
and genuinely original book which 
deserves to become a classic. 

Mr Zimring tackles head-on the most 
puzzling question of all: why are Ameri- 
cans so determined to keep the death pen- 
alty when nearly all other developed de- 
mocracies have given it up, and now view 
it as barbaric? In the past two decades, atti- 
tudes in America and Europe have di- 
verged so much that any dialogue on the 
subject has been replaced by blank incom- 
prehension, and America’s retention of 
capital punishment has become a signifi- 
cant diplomatic irritant. For European gov- 
ernments the abolition of capital punish- 
ment is a human-rights priority, and they 
have expended valuable political capital 
in trying to achieve it. American govern- 
ments, Republican and Democratic, insist 
that the death penalty has nothing to do 
with human rights, and deeply resent 
European efforts to make its abolition an 
international norm. 

The difference between European and 
American attitudes, says Mr Zimring, is 


Entomology E eG È 


A bug’s game 


What Good Are Bugs?: Insects in the Web 

of Life. By Gilbert Waldbauer. Harvard 
University Press; 384 pages; $29.95 and 
£19.95 


Bye are pests we try to eliminate 

L) from our bodies (and our comput- 
ers). But Gilbert Waldbauer, an entomol- 
ogist, is at pains to explain why we 
should not fear insects, but appreciate 
their importance and understand their 
involvement in every aspect of the 
world around us. i 

Flowering plants would not exist 
without them (nor would all those in- 
sectivorous animals), and the decompo- 
sition and recycling of dead plants and 
animals, and their excreta, depend upon 
them. While some insects pollinate 
plants, others eat them and disperse 
their seeds, some even defend them 
from predators. Ants nip the feet of ma- 
rauding grasshoppers and protect cotton 
in Guatemala from the boll weevil. Aca- 
cia trees reward them by providing extra 
floral nectaries. 

In turn, some birds use ants to free 
themselves of parasitic mites and lice. In 
the fourth century BC weaver ants were 
used by the Chinese to protect their 
mandarin orange trees from pests, and 
people have been moving insects pur- 
posefully round the globe ever since. 

Thus in 1888 a species of beetle from 
Australia was introduced to California to 
control scale insects devastating citrus 
trees and in 1925 a caterpillar from 
America was introduced to Australia to 
control the prickly pear which had mul- 
tiplied to become a nuisance. In 1967 
scarab beetles from Europe and Africa 


not the breadth of support for the death 
penalty, but its depth. At the time of the 
death penalty’s abolition in each de- 
veloped country, a majority similar to 
America’s, currently about 65%, wanted to 
keep it, according to opinion polls. But 
when European political elites turned 
against it after the second world war, elec- 
torates acquiesced. Today most Europeans 
probably would not want it back. 

The death penalty is a far more conten- 
tious issue in America, says Mr Zimring, 
because the debate about it draws on a 
cherished American political tradition 
which does not exist elsewhere: vigilante 
justice. Many death-penalty supporters 
see executions not as acts of a distant or 
unreliable government, or even as a crime- 
control measure, but as an instrument of 
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Even lice can be nice 


were imported to Australia to cope with 
the dung produced by 30m cattle; native 
dung beetles only consume the dung of 
kangaroos and other marsupials. 

Plant-eating insects are naturally kept 
under control by other insects, dragon 
flies and mantids, for instance, perform- 
ing wonderful feats by catching them in 
mid-air. Locusts were popular in biblical 
times, and even today America’s Food 
and Drug Administration permits pea- 
nut butter to contain an average of 30 in- 
sect fragments per 100 grams. 

Mr Waldbauer’s book is filled with 
information about where insects live 
and what they do, though not everyone 
will share his enthusiasm. The text is en- 
hanced by Meredith Waterstraat’s draw- 
ings which, without Disneyesque 
coyness, convey the beauty of an acorn 
weevil, of a mantis eating a horse fly 
and even of a crab louse holding tight to 
a pubic hair. It’s a bug’s life, and not just 
in Hollywood. 


local, community justice, a form of ven- 
geance on behalf of victims’ relatives. 

In a startling analysis, Mr Zimring 
shows that most executions are performed 
in a few states in the south and south-west 
where the lynching of African-Americans, 
other forms of mob violence and six- 
shooter justice were most endemic at the 
end of theig9th and the first half of the 20th 
centuries. Opinion-poll support for the 
death penalty may be fairly uniform across 
America, and 38 states have the death pen- 
alty on their books. But many states hardly 
ever execute anyone. The vast bulk of exe- 
cutions take place only where the values of 
the lynch mob have endured, he says. 

Many people will find this linkage dis- 
tasteful. But Mr Zimring marshals a power- 
ful case for it, and sceptics will have to re->» 


The Economist May 31st 2003 


> ply to his evidence, not just brush the 
argument aside. Americans’ distrust of 
overweening government power is as 
deeply rooted a tradition as vigilante jus- 
tice, Mr Zimring concedes. However, 
when it comes to the death penalty, this 
distrust is manifest not in an abolitionist 
movement, as in other countries, butin the 
maze of legal-appeals procedures which 
mean that most murderers condemned to 
death spend years, even decades, on death 
row. More death-row inmates are likely to 
die of old age than by execution. Neither 
supporters nor opponents of the death 
penalty are happy with this odd result. 

What Americans really want is an 
error-free death penalty, but this can never 
be guaranteed, as the recent spate of death- 
row exonerations has shown. Moreover, 
Mr Zimring argues that Americans’ am- 
bivalence about capital punishment can 
never be resolved. Sooner or later, one of 
these competing traditions—a regard for 
careful legal processes to second-guess 
and constrain government actions, or the 
desire for vengeance—will have to give 
way. That will not happen easily. Both 
date back to the country’s very founding. 

Mr Zimring believes, on scanty evi- 
dence, that Americans will eventually 
abandon vigilante values, and abolish the 
death penalty. But even he admits that this 
will be a messy, bitter affair. And he could 
well be wrong. His analysis might equally 
point to another, less palatable outcome: a 
sweeping aside of legal constraints, and a 
more rapid pace of executions. m 


British media history 


King of the castle 


Newspapermen: Hugh Cudlipp, Cecil 
Harmsworth King, and the Glory Days of 
Fleet Street. By Ruth Dudley Edwards. Secker 
& Warburg; 516 pages; £20 


HERE are few more vivid footnotes in 

the past 50 years of British politics than 
the meeting between Lord Mountbatten of 
Burma and Cecil King, then chairman of 
IPC, owners of the Daily Mirror. It is the 
doleful climax of this absorbing biography 
of King and Hugh Cudlipp, the exuberant 
and innovative tabloid editor who de- 
scribed himself as “the captain of [King’s] 
Praetorian Guard.” At the meeting on May 
8th 1968, King insisted that an impending 
economic crisis would lead to the disinte- 
gration of the government, bloodshed in 
the streets and the involvement of the 
armed forces. 

Sir Solly Zuckerman, scientific adviser 
to the government and a friend of Mount- 
batten, had been asked along and when 


King proposed that Mountbatten should 
lead an alternative government of na- 
tional unity Zuckerman denounced the 
idea as “rank treachery”. Mountbatten 
was probably tempted but Zuckerman 
brought him to his senses. Next, King re- 


peated his scarifying scenario in the Mir- 


ror. Cudlipp was a constant presence but 
did not or could not stop him. 

King’s target was Harold Wilson, who 
was going through one of his bad prime 
ministerial patches, but the episode is 
compelling because of the light it shines 
on the illusions and delusions of newspa- 
per proprietors. King believed that the 
Daily Mirror—still influential under Cud- 
lipp’s spirited editorship—would play a 
massive part in the coming constitutional 
upheaval. The real upheaval happened 
only three weeks later when Cudlipp, 
whose curious fidelity to King had finally 
been exhausted, turned the Praetorian 
Guard on the leader and King was sacked. 

The story deflates old assumptions 
about the power of newspaper propri- 
etors. The heretical concept of the divine 
right of media magnates was in King’s 
blood. He believed his uncle, Lord North- 
cliffe, had played a vital part in the removal 
of H.H. Asquith as prime minister and his 
replacement by David Lloyd George in 
1916. In fact, Max Aitken, soon to become 
Lord Beaverbrook, had been more influen- 
tial than Northcliffe, but that was before he 
owned Express Newspapers. Beaver- 
brook’s subsequent attempts to manipu- 
late British politics—Empire Free Trade to 
the Common Market—were futile. When 
Rupert Murdoch wielded real power some 
years ago, it was a gift from New Labour, 
butitis hard to imagine either Mr Murdoch 
or Conrad Black, proprietor of the Daily 
Telegraph, being able to force the govern- 
ment to concede a referendum on the new 
European Union constitution. 

King’s fatal error was to believe his own 
estimate of his power. Ruth Dudley Ed- 
wards’s book explains precisely why this 
was so. No flaw is ignored, no scandal is 
left unexplored—and the story is told 
briskly and entertainingly. But the book’s 
structure is odd. Having begun to research 
a biography of King, Ms Dudley Edwards, a 
former chronicler of the history of The 
Economist, seemed to have fallen for Cu- 
dlipp and made him her second subject. 
He was old Fleet Street, a drinker, gener- 
ous, inventive, capricious, and an occa- 
sional bully. Cudlipp was a much better 
journalist than company chairman but Ms 
Dudley Edwards likes him so well that his 
sins are not so much forgiven as forgotten. 

Although King’s second marriage to 
Ruth Railton, a fantasist and bully who 
may have stoked his delusions of destiny, 
has an awful fascination, we learn more 
about King’s family than we need to know. 
And hardly anything at all about the glory 
days of Fleet Street. m 





New American fiction 


Number one 
detective agent 


Mortals. By Norman Rush. Knopf; 736 pages; 
$26.95. Jonathan Cape; £16.99 


N THE venerable tradition of Graham 

Greene and John le Carré, Norman Rush 
has woven international espionage with 
its equally sordid twin, romantic betrayal. 
A droll, trenchant novel, “Mortals” dissects 
intelligence in both senses of the word. 

Like his 1991 extravaganza, “Mating,” 
Mr Rush’s second novel is set in 
Botswana—peaceable to the eye, and one 
of the few countries in Africa that seems, 
in western terms, to work. Yet, even this 
shy, placid backwater was once infiltrated 
by swaro from Namibia, Boer paramili- 
taries from South Africa, and the ubiqui- 
tous CIA making yet another mess. 

The eccentric cloak-and-dagger plot in- 
volves a black American psychiatrist who 
would save Africa from religion and a local 
populist firebrand who would rather save 
it from cattle. But these shenanigans are at 
their most appealing as vehicles for two 
love triangles. At its heart, “Mortals” isn’t 
about political intrigue, but a marriage. 

Ray is a quiet school-teacher by day, 
but a CIA operative once the bell rings. 
Cynical about the agency, he is, at 49, any- 
thing but cynical about his wife, Iris. 
“Abruptly, he was overjoyed to be going 
out to walk with her. Abruptly, he loved 
the idea. The prospect filled him with emo- 
tion and reminded him of the answer a 
philosopher whose name he had forgotten 
had given when he was asked for an exam- 
ple of an absolute or unalloyed good, and 
he had said, ‘Having coffee with my wife’.” 

Pretty, passionate and clever, yet» 





76 Books and arts 


Cannes film festival 


Bad blood on the Croisette 


CANNES 


“American values” take a knock 


HEN the Cannes jury gave this 
year’s Golden Palm—and the prize 

for best director—to Gus Van Sant for “El- 
ephant”, a dull re-enactment of the mas- 
sacre at Columbine High School in 1999, 
it perhaps felt it was redressing anti- 
American bias. Mutual insults were cer- 
tainly rife. “American cinema is like a di- 
nosaur killing the ecosystem,” said Lee 
Chang-dong, South Korea’s culture min- 
ister. Denmark’s Lars Von Trier, whose 
“Dancer in the Dark” won the Golden 
Palm three years ago, said Americans 
had criticised him for making a film 
about the United States without having 
been there. “They never went to Casa- 
blanca when they made Casablanca,” 
he replied. This year he offended again. 
His “Dogville”, a Rocky Mountain fable 
embellished with Depression photo- 
graphs, roused Todd McCarthy in Va- 
riety to call it an “ideologically 
apocalyptic blast at American values”. 

Other Americans complained that 
few films without a French connection 
were in the competition at all. Gilles Ja- 
cob, president of the festival, pointed out 
that this year American studios had not 
produced quality films of wide appeal. 
A Miramax producer, Harvey Weinstein, 
wondered aloud whether Cannes might 
lose out to Venice as Europe’s premier 
showcase. For Americans, Cannes was 
not a happy place. 


> queasy with her husband’s secrecy and 
professionally at sea, Iris is restive. Nag- 
ging depression drives her to seek the ser- 
vices—and the arms—of a psychiatrist, Mo- 
rel, the evangelical secularist. 

Mr Rushis a master at parsing the seem- 
ingly casual exchange between true inti- 
mates. And although much of the novel is 
bitterly funny, he also captures the genu- 
ine agony of his cuckold. With Iris’s affair 
exposed, Ray “couldn’t bear sitting down 
to eat with Iris because it reminded him of 
sitting down to eat with Iris.” 

Though structurally a sidebar, the sec- 
ond triangle is even richer and more off- 
beat. The bane of Ray’s existence, his 
brother Rex—an acerbic homosexual dy- 
ing of Arps back in America—has been 
courting Iris’s sympathy with a series of 
long, acidly hilarious letters about her 
abandoned homeland. In modern Amer- 
ica, he warns her never to ask professional 
people how their kids are doing: “The 
chances are overwhelmingly high that 
their children are dysfunctional. And you 
can be sure that if a child is doing anything 





Nicole Kidman in “Dogville” 


The jury rewarded two good films: 
the Iranian Samira Makhmalbaf’s “Five 
in the Afternoon”, about an Afghan girls’ 
school re-opened since the defeat of the 
Taliban, and the Canadian Denys Ar- 
cand’s “The Barbarian Invasions”, a ge- 
nial and humanistic sequel to his 1986 
“Decline of the American Empire”, 
showing the same group of friends in 
later life. 

The best picture in Cannes was 
Marco Tullio Giordana’s “La Meglio Gio- 
ventu”, made for television. Lasting six 
hours it was too long for the official com- 
petition. It richly deserved its “Un Cer- 
tain Regard” prize. 


that suggests some degree of coping THIS 
WILL BE VOUCHSAFED TO YOU. Last 
night a proud father was bragging that his 
son was working as a sommelier. He was 
telling EVERYONE.” 

The climactic scene, a nutty insurrec- 
tion, is painfully protracted, and much like 
“Mating”, the political side of “Mortals” 
sometimes feels contrived. But these short- 
comings are well worth overlooking. Mr 
Rush has a canny understanding of Africa, 
a profound appreciation for the fine points 
of romantic love, a muscular style of de- 
scription, and an eye for character so 
frighteningly sharp that it argues against 
running across the man at parties. His lac- 
erations of religion are especially luscious. 
To take but one example, he cites, “There 
but for the grace of God go I” as “a plati- 
tude which in itself ought to be enough to 
destroy religion at the root the moment 
anyone employing it fully grasped what it 
meant about God.” Indeed, one could 
credibly posit that such frou-frou—gratu- 
itous insights and tossed-off one-liners—is 
really what the novel form is for. m 
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Rhapsody in gold 


The Colour. By Rose Tremain. Farrar, Straus & 
Giroux; 382 pages; $25. Chatto & Windus; 
£16.99 


OLD has long been the stuff of men’s 

dreams and the quest for gold, and the 
emotions that surround it form the back- 
bone of Rose Tremain’s tremendous latest 
novel. “The Colour” is an eloquent por- 
trayal of yearning and greed set in New 
Zealand in the 1860s when the discovery 
of gold on the west coast gathered together 
thousands who were willing to risk their 
lives “for the hope of something”. 

Joseph Blackstone, the unyielding son 
of a livestock auctioneer, his widowed 
worrier of a mother, Lilian, and his reso- 
lute new wife, Harriet, leave Norfolk, Eng- 
land, for New Zealand in search of a better 
life. Joseph yearns to flee the tormenting 
memory of “a disgraceful thing”. Harriet 
longs to cast off her humdrum existence as 
a governess. Their mistake in marrying is 
to confuse their shared resolve to start 
anew with love. 

In New Zealand on a squally, stony 
piece of ground near Christchurch they try 
to create a farm. A house with mud walls is 
built, a milk cow acquired, earth tilled, 
seeds planted. But, as they labour in relent- 
less weather, the creeping bleakness of 
their loveless marriage gradually begins to 
fill Harriet with terror. 

Joseph’s discovery of gold—‘“the col- 
our”—in a creek unleashes an unwavering 
obsession. Abandoning farm and family, 
he travels to Hokitika to seek his fortune 
amid the madness, squalor, rats, rain, 
sieves, sluices and shovels of the gold rush. 
Here, worn down by mud and flood, 
lonely and desperate, he takes up with 
Will Sefton, a capricious rent-boy in 
whose sexual favours he seeks solace. 

When tragedy hits the farm, Harriet 
seeks out Joseph to tell him of their fate. 
Her arrival at the gold-fields, where she en- 
counters a serene Chinese gardener, is her 
salvation. With him Harriet discovers the 
joy of a quiet passion that will unlock her 
future contentment. 

The appeal of “The Colour” lies in Ms 
Tremain’s vivid descriptions of pioneering 
endeavour and her depiction of characters 
so real you can smell their sweat. A 
sub-plot about the mystical union of a boy 
and his Maori nurse adds breadth to 
the novel, introducing a flavour of New 
Zealand’s native culture. This is a beauti- 
fully crafted book—at once a gripping 
adventure story and a compelling por- 
trayal of human emotion at its bravest and 
its most vulnerable. m 





Alejandro De Tomaso 


Alejandro De Tomaso, car maker, died on May 21st, aged 74 


VIS PRESLEY was an enthusiast for 

cars, as you would expect an American 
hero to be. Cadillacs, mainly: he owned 
about 100 during his lifetime. But in the 
1970s, the talk among car buffs was of a 
sleek Italian-made sports car called the 
Pantera (Panther in English) and Presley 
bought one. One day when he fancied a 
spin, the car would not start. Presley took 
out a gun and shot it, twice or possibly 
three times. 

It might be thought that the incident, 
enthusiastically reported around the 
world, would damage sales of the Pantera. 
There is nothing more frustrating than a 
car that will not start. But William Faulk- 
ner wrote, “The American really loves 
nothing but his automobile.” It was felt 
that even the king of rock and roll had no 
right to take shots at a car. The Pantera, a 
car previously confined to a specialist mar- 
ket, became widely famous. Pantera fans 
sympathised with its creator, Alejandro 
De Tomaso, when he said that the car, like 
many a European prima donna, could be 
temperamental, and should be treated 
with kindness and patience. The starting 
problem was a minor matter, he said, to do 
with overheating, and could be simply 
remedied. Mr De Tomaso would deal with 
the problem personally. As for the Presley 
Pantera, it is now in a museum. Respectful 


visitors count the wounds. 


if, as Faulkner and other writers. 


claimed, America has had a love affair 


with the car (now possibly fading, as af- 


fairs do), this may explain why the Pantera 
became an object of special affection 
along with the country’s own classics 
stretching back to Henry Ford’s Model T 


Mr De Tomaso’s achievement was to get- 


his Italian job into a pantheon largely 
made up of American models. He had an 
unusual combination of gifts, that of inno- 
vator and salesman. 


The temptations 
One of the problems faced by European 
manufacturers trying to sell sports cars to 
America, is that American roads, gener- 
ally, are not sporty. They are straight and 
wide and seem to go on for ever, perfect for 
cruising over long distances, powered by 
big lazy engines. But even though narrow 
roads and hairpin bends may be less com- 
mon in Oklahoma than in Tuscany, Mr De 
Tomaso felt it was worth making a pitch. 
Ferrari had tempted some wealthy Ameri- 
cans, but Mr De Tomaso had his eye ona 
bigger group: youngish professionals who 
might go for an upmarket car they could 
just afford, especially if it could bring a 
new thrill into their lives. 

The Pantera had the distinctive look 


Pantera engine, 


that Italian car designers have evoh ed, Ta 
part sculptured elegance and part flash: 
The car was rock steady at 130mph, and 
with modifications to keep its nose down 
was good for 1450mph. In America it was- 
twice the price of a family saloon, but less 
than half that of a Ferrari. Its engine, posi- 
tioned in racing-car style behind the 
driver's seat, was a Ford, so spares were 
easily available and relatively cheap. Me- 
chanically, it was pretty simple, with the 
busy parts accessible. 

A motoring critic said that driving a 












Pantera was “a teligious experience”. Ster- 
ling Moss, a racing driver, more prosaically 


called it “a real boy-racer”. Enthusiasts ac- 
cepted it as a genuine “muscle car”. One 


writer called it a “practical exotic”, which 
‘is probably about right. 


Mr De Tomaso had started out as a rac- 


ing driver, a star in the circuit of Buenos 
Aires, where he was born. In1955 at the age 
of 27 he left Argentina, tired of the authori- 
| tarian regime of Juan Peron. His grandfa- 
|. ther had been Italian, and Mr De Tomaso 
| decided to make the return journey. He 


moved to Modena, the town where nearly 
all of Italy’s motor manufacturers find it 
convenient to live together, generously 
turning a blind eye when they steal each 


other’s experts. Mr De Tomaso got a job 
with Maserati (which he was later to own 
for a time). 


He worked first as amechanic and then 
as a driver of the firm’s racing cars. In 1959 
he and his second wife Isabelle Haskell, an 
American who was herself a racing driver 
of some accomplishment, set up a firm to 
design and build racing and sports cars. A 
predecessor to the Pantera was the Man- 
gusta, which gave Mr De Tomaso the ex: 
perience of mass-producing a speciality 
car, although only 400 were made. The 
Mangusta also had a Ford engine, and led. 
to the deal under which Ford supplied the 
if lisplayed the carinits 
American showrooms. In 1974 Ford ended ; 
the deal because ofA Ame eri i mis- 











aaa and | it was sold int the 
1990s in other countries. — F 
= These days the Pantera has vint ge 
value. There are thought to be abou 5 

Panteras in America in various conditions. 
$25,000 will buy one in good order, with- 
out rust (Mr De Tomaso was a bit lax about 
rustproofing), and prices are said to rising. 






A cottage industry has grown up that will 


fix most problems. Some owners put them. 
on the road, perhaps to a rally. But many 
Panteras are confined to a pampered life, 
washed and waxed. Only occasionally is. 
the engine allowed to come to life, with the 
owner listening nostalgically to the roar of 
its great carburettor guiping volumes of 
air, happily polluting the atmosphere as it 
used to before environmentalists spoiled 
all the fun. @ 
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de Empresa 


BB 
4 Business School 





Start here. 


Based in Madrid, our programmes are 
taught in a truly international environment 
with a student body comprising over 60 
nationalities. 


“Consistently ranked among the world's 
best business schools (The Economist, 
Financial Times, The Wall Street Journal, 
America Economia...), Instituto de 
Empresa is renowned for its commitment 
to entrepreneurship and markedly innovative 
character. 





International MBA 

Full-time bilingual* programme (thirteen months) 
82% International students 

November 2003- December 2004 


“The first six months of the programme are conducted entirely in English. 
An intensive Spanish course is available from September. 


International Executive MBA 
Part-time programme (English, thirteen months) 
Three intensive two-week periods (Madrid & Miami) 
and two online periods of six months each 

90% International students 

November 2003- December 2004 


‘MBA ranked n` 5 in Europe (Financial Times MBA ranking, January 2003) 
Executive MBA ranked n` 5 worldwide (Financial Times Executive MBA ranking, 
October 2002). 
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80 Courses 





And what better place to study for a specialist MSc than at Cass Business 
School — situated at the very heart of the global financial services industry? 
its brand new, state-of-the-art building is home to the largest finance 
faculty in Europe, one that combines top-rated finance and management 
academics with highly respected ee ih industry. 







Right now, we're : 
LONDON: Wednesday 1 June - 5pm-8pm ana 











taking student | Friday 4 July - 5pm-8pm 
| Cass Business School, o6 Bunhill Row EC1Y 8TZ. 
applications for | ISTANBUL: _Thursda 5 June - 3pm-7pm 
the 2003 - 2004 | Marmara Hotes lake Meydani, | i, Taksim. 
l OERE EA ATHENS: Friday 6 June = - 2pm-8pm 
intake. So to find | Grande Bretagne Hotel, Constitution Square. 





MOSCOW: Thursday 19 June ~ 2pm-8pm 
r abou H 
out more 7 British. Council, VGBIL, Ulitsa Nikologamskay. — 


which specialist | ROME: Thursday 26 June 2pm-8pm 
WPu Desa Via Vittorio Veneto 25. 
masters course | 


is right for you, and to meet some: ofo our course directors, make a date 
E to visit us at one of the above venues. To register your interest and for 
further information, please email us at cass-masters@city.ac.uk or 
+4 44 207 lag! 8680/8660. DENER 


The business school oft pikie masters courses in the following areas: Accounting, Actuarial Management, Actuarial. Sclane;: 
“Banking, Management, Energy Frade. Entrepreneurship, } Finance, Financial Econometrics, Financial Mathematics, insurance, internal 


Auditing, lovestment eres Logistics. Mathematical Trading, Real Estate. Property, Real Estate ee ang 9: Shipping. 
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Cass Business School 
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THE NEW NAME FOR ITY UNIVERSITY BUSINESS SCHOOL 








Are you prepared to commit yourself to real study, 
reflection and analysis of human behaviour in organisations ? 


@ oxford 


EXECUTIVE EDUCATION 





baa Can you undertake the courageous conversations 
EXECUTIVE DEVELOPMENT which build real understanding between people ? 


CONSULTING AND COACHING FOR CHANGE 


An international programme for executives, built around 
six 4-day modules alternating between Paris and Oxford, 
and leading to an HEC Master's degree. 


November 2003 to October 2004. 


Contacts: HEC: Sean Kilbride. Tel: +33 (0)! 39 67 70 94. 
Email: exedinfo@hec fr 
www. hec.edu/exed/hec-oxford 
Oxford: Dorothy Cooke. Tel: +44 (0)1865 422776. 
Email: info@execed.oxford.edu 
www.execed.oxford.edu/hec-oxford 
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M ds te [S E School i 
in Finance immm; 







maanaiste Tha ! + . len 
WYNCSEa CRTC ne Masters in Finance Programme is 


| FIN ANCE taught by our world-renowned finance 


Wms faculty and is widely regarded as the 






























pre-eminent qualification for finance professionals. The programme 
iS rigorous, practical and career orientated, It can be completed in 
21 months of part-time (evenings) study or in 10 months of full- 
time attendance. To find out more, come to an information session: 


Monday 9 June, 6.15pm 
Tuesday 15 July, 6.15pm 
Nearest tube station is Baker Street 









London Business Schoofs challenging 
FÀ e! finance executive and a 
| PROGRAMMES i progr ammes will provide you with 
a thorough understanding of corporate. finance, investment 


management, economics and hedge funds. 


phar 








vom 


S es “ oe a nee a The Corporate Finance Programme has a strong emphasis on 
E | | | ae 7 | decision making and provides comprehensive coverage of financial 
ki An AT S accounting and analysis, corporate finance, valuation, financing 
a | M B / \ ESCP-E AP = as capital markets, including the iatest developments. It can now 

& H | si be undertaken in an evenings or modular format. 

An exceptional MULTICULTURAL experience 

in the HEART of EUROPE 
A full portfolio of MBA programmes 


> International Full-time MBA a) oe 
12 month programme in Paris entirely in English ~ aa 
Participants recruited globally 





The Investment Management Evening Programme covers equity 
portfolio management, bonds and fixed income, and derivatives 
Ba cerivative-based investment. 





The Economics Evening Programme has been extended and now 
covers not only the frameworks and knowledge needed to fully. 
understand the international macro-econamy but. also sesks- to 
address the problems and prospects facing the world econom y 









> European Executive MBA- — 
18 month programme in English 
Monthly modules in Paris and on ESCP-EAP Campuses in Europe 
Pan- “European recruitment : 





The Hedge Funds Programme jis a two-day course that equ ip 
participants with the knowledge and frameworks needed to address yes 
the key issues concerning hedge funds. E 


> international Master’ $ in Management 
2 year programme in English ~ . 
Global Executive MBA in Paris, Tilburg, Budapest and the USA 
Double European and American MBA degree 


The new Hedge Funds Seminar is a one day course which will 
address the theoretical and practical aspects of the benchmarking 
of hedge funds, 


AAL -38 a credited in ceposra hon with Krarnet Schinol of AA Angeren, 
Puree i z rias Business School The Netherlands) and 
the CRU Busesss Gohocl Hungary). 





ESCP-EAP MSA programmes are taught by a multinational teaching body drawn from 
a faculty of (25 experts who meet the highest international academic standards. 


rn 


Wath jacully and campuses in Fars, Orioni, biaded arsi Bergi ae ey bag | 5 : arnt ier at the acter, $ 

ata E N A EE Fora brochure, contact our information Officer at the address below. 

Next Session = January 2004 fransnavonal earring and research im management 
Contact MBA Admissions 


a ae 


Sussex Place 
Regent's Park 
ondon NWI 45A 
Tei: +44 (0) 20 7706 6840 © mail: mifinfo@london.edu 


Fax: +44 (0) 20 7723 1788 wenden edu 


EC30/05/03 


ESCP- EAF 


EQUIS European Sehon of Monogsnen! 


AFERZE R 


iiSi aiioa a eeann iaae ES EA EAE anaE aa a aaa a aaaea anana aaa DA E DENE E EEEE EEE OOE E E E O E EA 






Learn everywhere. Manage anywhere, 
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stitute of Finance 


arer orarie Vee Seren einen fata tet ed 





oe SPS ONS Fax: 610 205 0960 
Upcoming Courses isn 

















-Taught by leading experts from the world's top business 
schools, such as Columbia, Wharton and INSEAD 


TUA 





} 

i 

i 

| 

| 

i 
Advanced Financial Statement Analysis jun. 10 - 72 | < A UNIQUE COMPLETE IMMERSION PROGRAM 
arte Hn Ha 8i/2 hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 

ce dasa epee | ACCOMMODATION IN PRIVATE APARTMENTS 

Project Finance jun. 23 - 27 : Next 2-4 week course starts June2, June 30 and all year 

| 06230 Villefranche/Mer EEM, France, Tel, +33. 493 01 88 44 Fax a8 493 76 92 17 
Foundations of Finance jun. 25 - Jul. 18 | : : we institutdefrancais.com , , 
Modeling in Project Finance Jun, 30 - ful. 2 | - l 
Behavioral Finance jul og-n | E a rn YC ou U r 
Valuation Sept 10 - 12 F 
Venture Capital Investments Sept. 15 - 18 | je “From: Philadelphia's Drexel œ AACSB accredited - 

| University, a premier U.S, ranked among the Best 
Credit Risk and Credit Derivatives Sept. 17 - 19 i en aale -Online MBA Programs 
Privatization and Finance Sept. 25 - 27 | . Same world-class faculty, (US. News & World Report) 
Clobal Asset Allocation Sept.29 - Oct. 2 same distinguished MBA — © No commuting or career 

se hag as on campus interruption 









For information, please visit our yeksi oF r contact us dyes 
Tek: +31 20 920 OF60 


wwwalfnal 


Fax: +97 20 §20 0161 info@aifinl 


-Call 7 ki 5- EON 





The Business School at Imperial 


Imperial College | 
London College London has a worldwide l 


reputation for excellence and a 
proven track record for helping 
students add significant worth to 
their careers. You can enhance | 
your career via a: | 
Full-Time MBA | 
Executive MBA ; UNIVE NEREIS ENT 
Distance Learning MBA 
Masters in Finance 
Masters in Health Management. 
For more information call now 
on +44 (0) 20 7594 9608 or visit 
www.imperial.ac.uk/business © 
ws 


The Business School 








“Seattle, WA9 “re 
Tel: (206) 903-6688 Fax: 20 4) 93-6685 
E-mail: ike Gan: edu 








HERS wW ASHESG TON 


Learn to manage 
| tomorrow's world 
| today. 


London 


Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 





om Teaching French to adults for 33 years 


UT DE FRANÇAIS 


Overlooking ‘the Riviera’s most beautiful bay 


~ Apply for Fall www, drexel.com/mbainfo 





Distance Education for Adilts - No classroom pressure 
Low tuition, Bachelor-Master-Ph. D, accelerated degree 
programs in most fields. Designed for participants with 


work experience. No exams - no classes! Unparalleled, unique, 
research based education, since 1994. 
A private Advisor will guide your studies. Internet library. 
“Catalog: P.O.Box 61707, King of Prussia, PA. 19406 - USA. 
| eono admissions@washint. edu 














oiai Flexible 
100% Practical 
MBA/DBA/PHD 


AMS. Oxford style totaly custom program with one- 
onone mentoring with our slar professars/authors. 
400% relevant. no wasted time on maternal you de 
not need of already know. Research/writing, no 
exams. No B.S. required. www.rushmore.edu 











Economist 


New York 

Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 


ruthfox @ economist.com ti Scope IEL CO i 
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irag has undergone significant changes in the last two decades, The cumulative effects of two Gulf wars, the iran-drag war, 
and economic sanctions have had a major impact on service delivery and the socio-economic fabric in the country, in particular 
on the deterioration of public service systems and infrastructure. 


Oxfam is a respected international NGO and one of the UK’s leading charities. It currently works in over 70 countries 
employing around 4,000 staff globally, delivering a development, humanitarian and advocacy programme. 


Since the end of 2002, we have been building up a presence in Iraq's neighbouring countries in order to be ready to answer 
humanitarian needs resulting from the conflict. Oxfam is currently eat expert rapid needs assessments to determine 
the immediate emergency water and sanitation needs for the population of Iraq. In parallel, Oxfam is also positioning itself to 
carry out immediate work and repairs inside Iraq. Security conditions i making access for our humanitarian teams very 
difficult. We are looking for people to work with the team in Iraq who will help Oxfam to have a positive impact. 


COUNTRY PROGRAMME MANAGER - IRAQ 
Circa: £30,000 non taxable, plus hard to work allowance of £2,500 non taxable _ 


to poverty As Country Programme Manager, you will be an outstanding responsibility for programme planning, programme management, 
and suffering. individual who will lead our programme in Iraq, strengthening staff management and communications. 
our impact and quality with a view to growing the scope of —s- You will have a ssh track record of leading multi-faceted 
Oxfam's response, Š operations and applying this expertise to operate strategically 
This is a high profile international programme and requires within the country as well as manage, motivate and develop. a 
an experienced manager adaptable enough to lead Oxfam’s team of staff. You must have significant experience in compiex 
humanitarian and development operation in a very tough management within a demanding and-rapidly evolving context. 


environment. As Country Programme Manager, you will lead Contract: open-ended, with two year deployment 
the implementation of Oxfam's programme in Iraq with to iraq. 








fam wo ks with 
"others to find 
fasting solutions 















What can Oxfam offer you? A challenging job, a rewarding career, a competitive international salary with 
excelent benefits and a unique opportunity to make a real difference. Oxfam is actively seeking to increase 
the diversity of its team in iraq and particularly welcomes applications from women. 


Closing date: 20th June 2003 
interviews: week commencing 30th June 2003 for start date in July 
Please apply on-line at www.oxfam.org. uk/careers 


Any difficulties please email: meeecisjobs@oxfam.org.uk h. ; | | E p 
quoting the job titie. | ®Wiversity The difference starts with you | 











The Birmingham 
Business School 


THE UNIVERSITY | , years of excellence... 
OF BI RMINGHAM a 100? vision of the future 


Head of the Birmingham Business School 


The University of Birmingham invites applications for the post The University and the School now seek ari except onal person 









of Head of the Birmingham Business School. The Head is the with the vision and skill to lead the Schodl.in-an exciting and . 
principal academic and executive officer of the School and challenging period in the School's devel opment. The successful 
reports in that capacity to the. Vice-Chancellor and Principal o candidate must have a genuinely international perspective with a 
the University, The appointment is made at professorial S research record appropriate for a new professorial appointment 


and the ability and energy to raise the Schools profile and 


The University of Birmingham is a major international hae ine 
enhance its existing strengths in teaching and research. 


university, a founder of the Russell Group of universities in the 


UK and also of Universitas 21, business and commerce have information on the Birmingham Business School is available on 
been core disciplines since its foundation: | 3 www. business. ham acuk | : 

The Birmingham Business School is a research-led petatoa For full information includin g details on how to apply, please 
with over a century of experience in business education refer to our advisers website at www.saxbam.com/V/arc using 
teaching and research. The School is a thriving and well- reference BYHAJE or email BYHA@saxbam.co.uk If you do 
regarded community of c.60 academic staff who teach and not have access to the InterneV/email please telephone 
engage in scholarship with over 60 PhD students, 900 +44 (0)1483 409 713 (during office hours) not later 

Master's students and 1150 undergraduates, and who than 12 June 2003 quoting reference BYHAZE. 

generate an annual turnover of c.£10 million. The closing date for applications is 25 June 2003. 
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84 Appointments 












For the Directorate ATM Strategies (DAS) - European Air Traffi “Management 


Service Business Unit, in Brussels (Belgium) a (m/f) 


Director ATM Strategies er. 19-2003-aA/036/EC0) 


Main job responsibilities: © contributing to the establishment of strategic objectives and to the overall 
orientatian/direction of the EATM Service Business Unit + developing and maintaining high-level Domain strategi 

concepts and roadmaps of operational improvements in consultation with aviation stakeholders j 
* managing the initiation, definition, planning and feasibility testing of programmes/services 

¢ developing staff and budgetary resource plans for the Directorate’s activities. 





















For further details and an application form 


WWW. eurocontro 


Closing date: 09.07.2003. Closin 


a The European Organisation for the Safety of Air Navigation. 





Senior Agribusiness Specialist, CIS: 

Dynamic Washington, D.C. Int'l development org seeks individual with senior 
level track record in agribusiness, including marketing, processing, storage, 
distribution and production with strong, private-sector experience in int'l 
marketing of high value fresh and/or processed foods in Western Europe, 
The International HIV/AIDS Alliance is a leading international NGO supporting Eastern Bloc and former Soviet Union. 

community action on HIY and AIDS in developing countries. We ee have the — Reg: Proven management cof multi-national teams and = well-honed 
following opportunity based at our Secretariat in Brighton. | representational skills including strong verbal and written communication 


Pr ; i : : : Y Ss capabilities; creative, ethical management with experience working with USAID. 
cs dialer in bd a i o ana sordu i Must have advanced marketing, business administranon, accounting and/or 
ae on ees a p pe 4 appari ele! dnd development economics degree ‘and min. 7 years experience. Romanian or Russian language 

kills afer: lez experic re dey ; g “ratives a plus 
priorities. Candidates must have at least 6 years experience of working at a a Ue pretor ence peA EITE CO ene ur an 
senior level in policy work in the development field. Knowledge of issues Please email cover letter, resume and three-year salary history (which will be 
affecting children and human rights based approaches will also be an strictly confidential) to SrAgSpec@aol.com. EOE. 
advantage. Candidates must have outstanding written and verbal 
communication skills, experience of high level political engagement and the 
ability to work both autonomously and as part of a team. Salary range UK 


£26,000 - £36,000 plus attractive benefits package. ROYAL DANISH MINISTRY oF FOREIGN AFFAIRS 
For full details about the positions, application deadline and interview dates, Danida ` 
see our ‘What's New!’ section on the Alliance website www.aidsalliance.org. 
Qualified candidates living with HIV/AIDS are particularly encouraged to 


apply 


R © 

CARE seeks a world of hope, tolerance and social justice, where poverty has been [o> an I a 
overcome and people live in dignity and security. 

Applications are invited from suitably qualified executives for the positon of Chief a VI sel S 


Executive of EARE Australia. 


International 4 
HIV/AIDS 


Supgoring Community Action on AIS in Dadioning Countrias 










CARE Australia is one of Australia’s foremost dev elopment and emergency response 

agencies, with its head office in Canberra. Operating in Asia, the Middle East, Africa ; is noe 

and Eastern Europe, CARE Australia is a member of the CARE International Bhutan = READVERTISEMENT 

Federation, one of the world’s largest emergency relief and development organisations, 
| represented in about 70 countries. CARE is non-political and non-sectarian. 


Development of competences in public sector 
ag | | Training Adviser - Institutional Development. 
The Chief Executive is accountable to the Board for leading and managing the 
organisation. The person appointed will need, therefore, to demonstrate leadership 
success, preferably in a multi-site international organisation. 


Necessary skills are a proven management track record, with particular skills in 
communications and media, finance, and as a leader and motivator of staff. Experience 
in public institutional fundraising, ‘and international development will be highly 
regarded. 


Applications (marked confidential) to be lodged with the HR Director of CARE 

Australia by Friday 26 June 2003, to GPO Box 2014, Canberra, ACT Australia 2601, 

fax +61 2 6257 1938 or by email jobs @carcaustralia.org au. An information pack may 

be obtained from the CARE website at ww ist gau. Applicants: should. 

address the matching indicators contained in. ay ikon. description. Confi dential | 

inquiries may be made to the consultant assisting the Board with this appointment, John de 
+ Allen on +64 3 9670 3897, x 


Mercuri Urval 
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THE SUPPLY OF GOODS AND SERVICES 
ESTABLISHMENT OF THE FINANCIAL 
SERVICES COMMISSION 
GOVERNMENT OF JAMAICA 
MINISTRY OF FINANCE AND PLANNING 
FINANCIAL SERVICES COMMISSION 
THE SUPPLY OF CONSULTANCY SERVICES 
The Government of Jamaica (CGO) has received funding from the Caribbean 


Development Bank CDB”) to assist in the financing of technical assistance to be 
used to strengthen the financial sector in Jamaica. 






















i and regulatory. framework, the adoption of international financial standards and 
riski based approach to the managementi/supervision of non-deposit-taking 
institutions, and the development of adequate institutional capabilities, the GOI is 


“governs entities providing services.in the areas of securities, insurance and private 
. pension funds. In order to achieve this. the GOJ has established a new regulatory 
< agency as an autonomous entity with powers of intervention and enforcement. This 
agency combines the existing Office of the Superintendent. of Insurance, the 


the Financial Services Commission (°F SC. 

To ensure that the FSC develops the xapacity and reputation for an effective non- 

banking sector he cores grows a a. successful entity, and becomes an established 
: ‘of Jamaica. GOJ is now seeking to engage 

analyse “and implement the action plan for the development or 

procurement of Regulatory Management and Executive Information Systems. 








J» The objective of the procurement is one of the activities to computerize the FSC, so © 


oo as to provide a state of the art information system that will ensure the institution 
ane effectively: meets iis mandate and gains the respect of industry stakeholders, . 


é : 2 The Consultant nisi have project persons with the following qualifications; 


> Atleast eight (8) years experience in the design, installation and training of 
the type of software being requested. 


ak Detailed ‘knowledge: of oe avr management and executive information AG 


a. ‘Life and Health fnsuracice 
b. General Insurance 

—e Securities 

gd. Private Pension Funds 


Experi am ub curren BER employed in egies n development 







have their principal p luce of b ae = eon : p "CDR 


S oh ° “more than 50% heneficially-ownéd by a citizen ec t 





ness in, one of 


jens andior a 









by a body Corpor 
Ro owned or eonteélled by the government of an eligible country provided 


that it is legally and fi nancially autonomous and operated under the 
commercial law of an eligible country. : 


te. or bodies corporate meeting these requirements: 














Interested suppliers may obtain further information from: - 


~ FT Project Manager 

ae Financial Services Commission 

a arbados Avenue «Kingston 5 Jamaica 
Tel: (8763 906-3010 

Fax: (876). 926-3919. 

a <Email: mis @fscjamaica. org 





omplete set of bidding. documents detailing the services “required may be 

ed from the PSC fora non-refundable: fee of USS100, The closing date for 
mission. of bids is Jun I 2003 by 3:06 pm to reach the first address listed 
How. A copy of the qualific ation information should be submitted simultaneously 
to the CDB at the second address 





i? Executive Director 
a Financial Services Commission 

39-43 Barbados Avenue «Kingston 5 Jamaica 
Tel: (876) 906-3010 
Fax: (876) 926-391 9Tel: (246) 431- 1600 
Email: bwynter@® fscj amawa orgi 

(23 Division Chief (Ag.} 
Private Sector Development Division 
Caribbean Development Bank 
PO 408, Wildey «St. Michael ‘Barbados 

-TE (246) 431-1606 se 

Fax: (246) 426-7269 














AS part of its-efforts to promote a sound and stable financial market with a supportive 


AAAS AAPL HOHE SOLON tata ei pte 


legrating, strengthening and consolidating the regulatory framework which 


Securities Commission and a new pension fund regulator intoa new entity known as 







ident or residents of one of the CDB member countries, or 


_ Kosovo is situated in the heart of the vibrant economies of Southeastern - 
Europe. The territory has been under the United Nations Interim: 
| Administration Mission in Kosovo (UNMIK) since June 1999. The European 
| Union is leading the programs for the economic development of Kosovo with 
major support from other muitilateral and bilateral agencies. 









Amajor objective of the donor agencies and the Provisional institutions of Self- 
Government of Kosovo (PISG} is the development of Kosovo's private sector 
economy. In support of private sector investment in the economy, UNMIK and 
the PISG have adopted a set of laws to ensure a very investor-friendly - 
environment including regulations on foreign direct investment, repatriation of | 
capitai, the purchase of real estate, the registration of businesses and land, - 
and the 99 year lease of tand formerly used by “socially-owned ill lira de 
(SOEs). 


The Kosovo Trust Agency (KTA), under the jurisdiction of UNMIK, is pleased: to | 
announce the launching of the program to privatise the nearly 500 SOEs | 
under its management. These SOEs operate throughout Kosovo in all sectors | 
of the economy and represent both small and large-scale enterprises active in | 
agro-industrial, textiles, wineries, retail and trade, hotels, building materials, 
_ mining and metal processing. 


ALR AINA ACO Le ASO ELAS 


. The Kosovo Trust Agency is tasked to privatise Socially Owned Enterprises i in | 
Kosovo through the methods of spin-off and liquidation. Investors are invited | 
to buy through open competitive tender the “NewCos” (new companies} 
created with the essential assets and some limited liabilities of the SOEs isted | 
| below. in liquidation, SOE assets will oy be auctioned. 


T he KTA is pleased to invite p potential investors to bid on 
the first six tenders. 


THE KOSOVO TRUST AGENCY ANNOUNCES | 


‘The Piivatisition of Eneigolnvest’ {Elote Fuse Manufacturer) in’ “the! 
Prishtiné/Pristina Region. Energoinvest supplies the power industry with 
products including high voltage fuses, transformer stations and engineering» 
| services. 


| 
| 
| 
| 
i 
i 
i 
| 
| The Privatisation of Lepenci (Limestone Quarry) in the Gjilan/Gnjilane 
| Region. Lepenci is a limestone quarry and processing centre. Products 
| include Quicklime (CaO), Hydrated: {(CaOH), limestone and sand. 
| 
| 
| 
| 
| 
| 






Lepenci is the sole producer of lime in Kosovo. 
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The Privatisation of Montazhi | Kosovës (Engineering/General Contracting) 
in the Prishtinë/Priština Region. Montazhi operates in the engineering and 
construction sector designing and installing electrical cables, sewerage 
infrastructure, heating and air conditioning systems. 


MRANA A a n nS 


The Privatisation of Perparimi {Bricks Producer) i in the Mitrovicé/Mitrovica | 
Region. Perparimi operates in the construction materials sector producing 
hollow bricks. 


The Privatisation of Ringov (Bricks Producer) in the Pejé/Pec Region. Ringov 
operates in the construction materials sector producing traditional bricks and 
briquettes. 


The Privatisation of Termosistemi (Commercial Refrigeration Units) in the 
| Prizren/Prizren Region. Termosistemi manufactures commercial and 
industrial size refrigeration units. 


| 
$ 
4 
| 
To receive further information, interested investors should contact the 
| KTA in writing who will provide them with additional information on 
how to bid. 
| 
| 
| 
i 


All requests must be made before 17:30 on Monday 16th June 2003. 
For information regarding these tenders, please contact: 


Kosovo Trust Agency 
The Privatisation Department . l 
Green Building {Duhani}, Rruga Vellusha It, Prishtiné/Pristina, Kosovo 


| And mention reference number KTA01 
Tel:++ 381 38 500 400 255 Fax: ++ 381 38 248 076 
| E-maili: soetenders@eumik.org 
os Website: www.kta-kosovo.org 


EE EA E Oaa A AA OL ECT CI auvaa menep memene ee me seter q ee me sor ne 


86 Tenders 





- experience in Bast Burope and inthe Region 

- plan of activities with proposed time schedule and 
description of coordination with the borrower 

- financial terms and conditions 

- -proposal validity (minimum 60 days upon the propasal 

_ submission deadline). 





GOVERNMENT OF MONTENEGRO 
Privatization Council Teader Commission and Agency of Montenegro for 


Economie Restricturing ar and d Foreign investment Financial consultant will be selected. according to the 











A N N O F N C E following evaluation criteria: 
A cooo i l gonsultant’s reputation: and proposed — 
team quality _ 7 30. points 


a ‘TENDER FOR FINANCIAL CONSULTANTS IN PRIVATIZATION = quality af the pedposal dit: 





23 points 








oema : EE jen itecabriig eee recommendation 
x bidders, and Laine in concluding the transaction i - 
~ agreement, © Bea’ 3 és, 
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Appointments 


ORGAHIRANON DE COOPÉRATORN ET DE DEVELGOPEMENT ECONOMOUES 


OECD (@ ocne 


ORGANISATION POR ECOHOHIG GO-UPERATION ANG DEVELOPMENT 


An international organisation based in Paris is looking for an 


ADMINISTRATOR FOR THE CHINA AND ASIA UNIT 


Remuneration from 53 500 euros p.a. + benefits 
(tax exempt in France) . 


Formation and administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 


UNITED KINGDOM 
LONDON 


LAVECO Ltd. 

Fel: +44-207-356-0900 

Fax: +44-207-536-09 10 
E-mail: london@laveco.com 


5 ‘the will maintain the analytical and administrative framework for the 
successful development of the OECD-China programme of dialogue and co- 
operation. S/he will work under the supervision of the Head of Asia and China 
Unit in the Centre for Co-operation with Non-Members (CCNM) in the General 
Secretariat. 


The ideal candidate 

e Advanced degree in ec onamics. 

e Sound understanding of China and good knowled ge.of OECD work, based 
on at least three years’ practical experience in a (inter)governmental body. 

e Very good analytical, communication and interpersonal skills. Experience | 
in managing external consultants/experts in a multicultural environment. 

> Excellent knowledge of English or French including drafting ability, Some Tel: eee 
knowledge of the other. Pax: +40-21-313-7177 

e Fluent Chinese (excellent ability to speak and read), E-mail: romania@laveco.com 


HUNGARY 
Tel: +36-1-217-96-81 
Fax: +36-1-217-44-14 
E-mail: hungary@laveco.com 


The OECD is an equal opportunity employer 
and encourages sion from women candidates. CYPRUS 
Jol: +357-24-636-919 
Fax: +357-24-636-920 
E-mail cyprus@laveco.com 


pea P Ap a soe 


be cane on -line by 19 June 2003. 


Only candidates selected for interview will be contacted. 


financial prop sal cost 
cot theservi 


rd T = TSH10 + a a 
TAX- F REE 


Companies world-wide 








25 points 


DEBT RECOVERY IN 
PAKISTAN 
“No recovery No Fee” 
Contact QLA: 
Fax: +92 51 2280058 
Email: 
advocate @isb.comsats.net.pk 

















www. swiss- -bank-accounts. com | 
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Readers are Recommended 

to make appropriate enquiries and take 
appropriate advice before sending 
money, incurring any expense or 
entering into a binding commitment in 
relation to an advertisement. The 
Economist Newspaper Limited shall not 
-be liable to any person for loss or 
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aa Economic and financial indicators 


Overview 


American consumers continue to rebound 
from their war-induced jitters, according to 
the Conference Board. Its consumer-confi- 
dence index rose to 83.8 in May, from 81.0in 
April. Respondents are, however, more bull- 
ish about the future than they are encour- 
aged by the present; their estimate of 
“current conditions” fellin May compared 
with April, and more people said that jobs 
were hard to find. Even so, America’s housing 
market continued to shine, as unit sales of 
both newand second-hand houses rose 
strongly in April. 


America’s Nasdaq stockmarket rose to near a 
one-year high. The yield on America’s ten- 
year Treasury bond fell to 3.29%, near a 45- 
year low. 


The euro briefly rose to its highest level 
against the dollar, $1.19, since the launch of 
Europe's single currency in 1999. 


Germany’s economy struck a rare note of op- 


Output, demand and jobs 


% change on year ago 
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The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
latest qtr* 2003 2004 latest latest latest  yearago 
Australia +30 4 +16 +30 +35 +23 06 +40 M 6.1 Apr 6.3 
Austria +13 04 -05 +09 +18 - 1.5 Dec  +0,9 Dec 4.3 Mar 4.0 
Belgium #13 01 +06 +11 +21 -0.1 Mar -5.3 Feb 11.6 Aprt 10.5 — 
Britain +22 Q- +03 +18 +24 -0.8 Mar +2.7 Apr 5.1 Martt 5.1 
Canada #3.9 06 41.6 +27 + 3.2 +19 Feb + 2.2 Feb 7.5 Apr 7.6 
Denmark +0.9 0% -0.1 +15" +22 -1.6 Mar  +5.8 Feb 5.8 Mar 50 
France PEO M 108+ Tee aT + 0.5 Mar + 2.1 Apr 9.3 Mar 8.9 
Germany +0.2 0 -09 +04 +41.5 + 0.5 Mar - 4.0 Mar 10.7 Apr$ 9.6 
Italy +08 ù -04 +10 +19 -0.7 Mar +0.8 Feb? 9.0 Jan 9.0 
Japan +2.7 1 nil +07 +08 +3.6 Apr -0.8 Mar 5.4 Mar 5.3 
Netherlands -0.1 ù -12 +05 +16 -5.6 Mar -2.5 Dec 5.1 Apr** 3.8 
Spain +2.1 01 +19 +21 +26 +9.5 Mar  +2.3 Feb 11.5 Mar 11.2 
Sweden +1.3 06 EEF + 1.5 + 2.3 -3.9 Mar + 2.6 Mar 4.6 Apt 3.8 
Switzerland +08 Q4 +14 +08 +16 -2.1 04 - 3.1 Feb 3.9 Apt 2.5 
United States +2.1 Q1 +16 +2.2 + 3.2 -0.4 Apr + 4.6 Mar 6.0 Apr 5.9 
Euro area + 0.8 Q1 nil +1.1 + 2.1 - 0.3 Mar  _+0.7 Feb 8.7 Mar 8.2 














*% change at an annual rate. İNot seasonally adjusted. tNew series. ttJan-Mar; claimant count rate 3.1% in Apr. 8EU harmonised rate 


9.4% in April. **Feb-Apr. 


Prices and wages 
% change on year ago 


The Economist poll 


Consumer prices consumer prices forecast 














Producer prices 


Wages/earnings 

























































































timism in the Ifo survey of business confi- latest yearago 2003 2004 latest year ago latest year ago 
dence, which rose from 86.6 in Aprilto 87.6 Australia — +34 G +29 29) a +25 +30 02 +05 +43 01 +4.1 
in May. In the year to March, German indus- Austria +13 Ap +18 +15 +13 +08 Ap -05 +22 Ap +24 
trial production was revised up to 0.5% Belgium + 4.0 May +13 00° +14 +14 +02 Ap  -02 +24 Qi + 3.1 
growth, from an earlier estimate of a 0.4% Britain + 3.1 Apr +1.5 + 2.8 +24 +17 Ap #02 +3.4 Mar +2.9 
fall. In France, business sentiment was un- Canada + 3.0 Apr +41.7 + 3.1 + 2.2 + 1.3 Mar - 1.0 + 2.1 Feb + 3.5 
h Pee Ee ordinato an INSEE sur- Denmark +25 Apr +24 +23 +19 -05 Ap +03 +39 04 +41 
1G R RIs SOTING LO hasan France +2D Aw +20 +18 +14 410 Ar  -06 429 a1. +4.0 
vey, and retailsalesroseby2.1%intheyear Germany +0.7 May +12 +11 +09 +03 Ap -05 +37 Mar +26 
to April. Spain's GDP grew by 2.1%intheyear  Ttay ET Ape utes NNE E PADO Apr -0.8 +T M wai 
to the first quarter. Japan 01 Mar -12 130.63. m05 - 0.8 Apr -23  +2.5 Mar -0.9 
Netherlands +2.5 Apr + 3.5 + 2.5 + 2.1 + 2.5 Apr - 1.0 + 2.8 Mar + 4.4 
The euro area’s M3 broad-money supply Spain +31 Apr +36 +30 +26 +14 Apr +05 +39 ù% +37 
measure grew by 8.7% in the year to April. Sweden Ea N MAA SE SE a L E 
Switzerland +0.7 Ap +14.1 + 0.8 + 0.9 -0.3 Apr - 1.4 + 1.82002 + 2.5 
Economist.com markets United States #2.2 Ap +16 “42.3 +1.7 +24 Ap -21 +31 Ap +3.2 
: Euro area + 2.1 Apr + 2.3 + 1.9 + 1.5 +2.4 Mar -0.8 +3.4 Q4 + 3.2 
Data on more countries, as well as currency tools or 3 Tayra oE >... ot y 2A 6 eosa Ames 
*New senes. 
i Denmark GDP Consumer pricest 
Denmark's economy is in much better % increase ona year earlier % increase on a year earlier 
shape than most others in Europe. It has a benniark as 
weathered the global downturn relatively 3.0 
well, with a healthy fiscal surplus and an- ad 2.5 
nual GDP growth bottoming out at 1.4% in fe 2.0 
2001. Yet Denmark, like other rich coun- 1.: 
tries, faces a demographic crunch, as the 1.0 Ob 1. 
number of workers for every pensioner is ; 0, 
going to fall. In a new report, the oECcD pra os SORTS A ORS De a, a kD ee a 0 
reckons that Denmark could do more to 1999 2000 01 02 03*  04* 1999 2000 01 02 03* = 04* 
increase labour-force participation. De- 
spite a recent tax cut for poorer Danes, corent oe balance feel ce Unem 
for example, the top marginal income-tax ema MMM OECD as Hidflabour force 
rate is still 63%, and this tax bracket af- ; 
fects two in every five workers. Other 3 
measures that the oecD urges to help 2 cay 
Danes choose work over leisure include 1 
limiting the duration and lavishness of A 
unemployment benefits, cutting the f 
number of years that university students 1 Denm 


take to complete their degrees, and help- 
ing immigrants to find work. 





1999 2000 í 


Source: OECD 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (May 28th 2003) % change on 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate iss saan kine i si 
narrow broad latest yearago gov'tbonds latest year ago bonds airnn eRe 
Australia -10.0 +10.6 Mar 4.78 4.91 4.45 4.92 6.24 5.72 All items 17.2 17.6 77.0 +18 +116 
Britain + 8.6 + 7.9 Apr 3.56 4.13 3.31 4.10 5.24 5.66 a... es me ea oe ee 
Canada + 6.2 + 5.7 Apr 3.16 2.60 3.17 4.59 5.53 6.35 a te ee 
Denmark + 7.4 + 9.7 Apr 2.53 3.70 2.32 3.97 5.32 5.29 All 73.1 14.1 74.2 ‘er eek 
Japan + 4,7 + 1.4 Apr 0.02 0.02 0.04 0.53 1.38 0.64 a eee 9 ee Ce es 
Sweden +22 +59 Mar 3.04 4.25 3.16 4.22 5.59 T ee _ es On eee 
Switzerland +27.5 +11.3 Apr 0.28 1.27 0.18 2.26 3.32 o Meas. -T23 SS a ESG +72 
United States + 5.3 + 6.5 Apr 1.19 1.75 1.28 3.41 5.07 5.34 Sterling index 
Euro areal +11.1 +87 Apr 2.29 3.50 2.18 3.74 5.09 3.91 Aleme TST T49 74D <13 OK 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 4.41%, Japan Euro index 
No.249 0.52%. Central bank rates: US fed funds 1.25%, ECB refinancing 2.50%, BOJ overnight call 0.001%, BOE repo 3.75%. Sources: Allitems 88.1 87.6 85.3 -5.5 -12.6 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, Global Insight, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. All items 85.8 96.5 95.8 -0.9 +4.8 
c ĖŐ—— od 
Stockmarkets $ per oz 350.70 367.75 370.65 +11.0 +14.3 
Market indices West Texas Intermediate 
% change on $ per barrel 28.57 29.10 29.22 +15.8 +16.5 
2003 one record Dec 31st 2002 * Revised. Provisional. t Non-food agriculturals. 
May 28th high low week high inlocal  in$ 
currency terms 
Australia (All Ordinaries 2,976.1 3,049.6 2,673.3 + 2.1 -13.5 + 0.0 +15.1 
Austria (ATX 1,285.0 1,325.7 1,120.2 - 1.9 -26.0 +11.7 +25.0 
Belgium (Bel 20) 1,909.4 2,074.1 1,426.6 +17 -48.1 87 465 
Britain (FTSE 100) 4,071.9 4,071.9 3,287.0 + 3.4 -41.2 + 3.3 + 4.9 
Canada (Toronto Composite) 6,836.2 6,840.2 6,228.6 + 1.6 -40.0 + 3.4 +91.7 
Denmark (KBX 179.0 180.5 145.0 - 0.2 -40.7 + 7.7 +20.5 
France (SBF 250 1,997.1 2,144.8 1,630.1 + 2.4 -54.5 - 2.7 + 8.8 
(CAC 40) 2,949.6 3,210.3 2,403.0 + 2.4 -57.4 - 3.7 ory 
Germany (DAX 2,919.5 3,157.3 2,203.0 + 3:3 -63.8 + 0.9 +12.9 
Italy (BCI 1,143.3 1,143.3 959.4 + 4.5 -47.6 + 4.7 +17.1 














Japan (Nikkei 225 8,234.2 8,790.9 7,607.9 + 2.7 -78.8 - 4.0 -4.0 her N 
opix) 822.3 865.4 770.6 + 1.5 -71.5 -25 -24 e aan Ea n E 
Netherlands (AEX) 278.6 337.3 218.4 + 3.7 -60.3 -13.7 - 3.4 APS ii Sion AGRE” Sapa eae: 
Spain (Madrid SE) 675.4 684.6 576.8 + 3.9 -41.1 + 6.5 +19.2 | i AN he ped O | 
Sweden (Affarsvarlden Gen) 149.0 153.4 127.8 + 3.6 -62.8 + 2.6 +14.8 
Switzerland (Swiss Market 4,664.8 4,965.3 3,675.4 + 4.8 -44.5 +07 + 7.2 
United States (DJIA 8,793.1 8,842.6 7,524.1 + 3.2 -25.0 +54 + 5.4 
S&P 500 953.2 953.2 800.7 + 3.2 -37.6 + 8.3 + 83 
NASDAQ Comp) 1,563.2 1,563.2 1,271.5 + 4.9 -69.0 +17.1 +17.1 
Europe (FTSE Eurotop 300) * 822.3 890.8 682.7 + 3.1 -51.8 -41 +7.3 
Euro area (FTSEEbloc100)* 696.8 757.2 565.7 + 3.3 -55.1 - 3.0 + 85 
World (MSCI 850.7 850.7 710.8 + 3.0 -41.3 na +74 
World bond market (Citigroup)? 571.3 579.1 518.6 - 0.4 - 0.4 na + 8.8 





+In euro terms. | Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
Citigroup World Government Bond total return, in $ terms. > 








Trade, exchange rates and budgets 

Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted j per per per per balance 

months latest 12 mths % of GDP, forecast 1990=100 $ £ euro ¥100 % of GDP 

2003 2004 May 28th yearago May 28th year ago 2003+ 
Australia - 9.0 Apr - 17.7 04 - 4,7 - 4.0 81.0 77.5 1.54 1:77 2.52 1.81 1.30 0.2 
Austria + 0.7 Feb + 14 Mar -0.1 - 0.2 102.08 100.1 0.85 1.07 1.39 - 0.72 -1.3 
Belgium + 16.4 Mar + 11.4 Jan + 5.0 + 5.0 102.08 98.8 0.85 1.07 1.39 - 0.72 nil 
Britain - 56.8 Mar = 13.1 04 - 1.6 - 1.4 97.6 103.9 0.61 0.68 - 0.72 0.52 -1.9 
Canada + 36.4 Mar + 11.0 4 + 1.5 + 1.6 84.2 78.1 0.85 1.53 1.39 1.00 0.72 1.1 
Denmark + 8.7 Mar + 5.5 Mar + 23 + 2.2 107.0 102.5 6.32 7.98 10.3 7.42 S90 1.6 
France + 8.4 Mar + 28.6 Mar + 1.8 + 1.5 105.28 101.4 0.85 1.07 1.39 - 0.72 -3.6 
Germany +123.0 Mar + 48.0 Mar + 1.9 + 1.6 102.58 98.2 0.85 1.07 1.39 - 0.72 -3.7 
Italy + 6.0 Mar - 9.6 Feb - 0.3 - 0.3 75.08 72.3 0.85 1.07 1.39 - 0.72 -2.4 
Japan + 94.7 Mar +109.9 Mar + 2.7 + 2.9 127.1 133.1 119 124 194 139 - -7.7 
Netherlands + 28.5 Mar + 29 @ + 3.1 + 3.1 101.48 97.7 0.85 1.07 1.39 - 0.72 -1.6 
Spain - 42.0 Feb - 18.2 Feb - 2.2 - 2.1 76.48 74.1 0.85 1.07 1.39 - 0.72 -0.4 
Sweden + 15.5 Apr + 9.9 Dec + 3.6 + 3.5 81.3 76.7 7.78 9.8 12.7 9.14 6.56 0.7 
Switzerland + 5.0 Apr + 32.0 04 +11.7 +11.7 114.2 113.4 1.30 1.57 tie 1.53 1.10 na 
United States -514.3 Mar -503.4 04 - 5.3 - 5.4 102.7 116.9 = - 1,63. 1.17 - 0.84 -4.6 
Euro area + 87.2 Mar + 48.0 Mar + 0.8 + 0.7 91.8 80.4 0.85 1.07 1.39 - 0.72 -2.5 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of England except SIMF,March average. OECD forecast. 


aa Emerging-market indicators 


Overview 


Venezuela’s economy is in agony, thanks to 
the effects of a general strike and to the gov- 
ernment’s imposition of currency controls. 
In the year to the first quarter, Venezuelan 
GDP contracted by 29%, the biggest drop ever 
recorded. Around 2,000 companies have 
closed since the start of 2003, reckons one 
industry association. In contrast, Colom- 
bia’s war-racked economy managed to 
achieve 3.8% growth in the year to the first 
quarter, owing in part to robust growth in 
construction. 


Malaysia’s GDP rose by 4.0% in the year to 
the first quarter. 
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Economy 
% change on year ago Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
roduction prices balance account $bn, latest 
China +9.9 Qi +14.9 Apr + 1.0 Apr +22.0 Apr +35.4 2002 312.9 Feb 
Hong Kong + 5.0 04 -9.2 04 - 1.8 Apr - 8.0 Ap +13.8 04 114.2 Apr 
India +2.6 04 + 6.0 Mar + 4.1 Mar -9.0 Ma +48 04 73.5 Apr 
Indonesia +3.4 M +29.2 Feb + 7.5 Apr +25.6 Mar +7.1 Q3 31.6 Mar 
Malaysia +40 Qi + 5.0 Mar + 1.0 Apr +14.7 Mar +7.3 04 33.8 Mar 
Philippines +45 Qi + 7.3 Mar + 2.8 Apr -0.1 Mar + 3.1 Feb 13.1 Apr 
Singapore +1.6 a1 - 5.0 Apr + 0.9 Apr +11.5 Ap +21.3 a1 83.4 Apr 
South Korea +37 1 + 1.8 Apr + 3.7 Apr + 7.8 Apr + 2.6 Apr 123.6 Apr 
Taiwan + 3.2 Q1 -0.7 Apr -0.1 Apr +16.5 Apr +26.0 1 170.6 Apr 
Thailand +6.1 04 +12.7 Mar + 1.6 Apr + 3.9 Mar + 8.5 Mar 36.8 Mar 
Argentina +5.2 1 +12.6 Apr +19.4 Apr +16.7 Mar +8.9 04 11.0 Apr 
Brazil +3.4 04 + 3.5 Mar +17.4 Apr +17.1 Ap —- 3.4 Apr 42.3 Mar 
Chile +3.5 M + 6.9 Mar + 4.0 Apr + 2.2 Apr -0.6 a 15.9 Apr 
Colombia +3.8 Qi + 5.0 Feb + 7.8 Apr -0.4 feb -16 04 10.5 Apr 
Mexico +2.3 1 + 3.8 Mar + 5.3 Apr - 6.9 Ap -14.5 04 53.7 Apr 
Peru + 5.2 Mar + 5.5 Mar + 2.6 Apr +0.3 Mar -1.1 04 9.8 Apr 
Venezuela -29.0 Qi -14.7 Mar +33.5 Apr +15.0 m +95 Qi 8.4 Feb 
Egypt + 3.1 2002t + 4.2 2002t +3.1 Feb -TA Jan +05 06. 13.1 Apr 
Israel +0.3 Qi + 2.9 Mar + 3.1 Apr -58 Apr -2.1 04 23.4 Apr 
South Africa +2.5 a1 - 0.7 Mar +12.5 Mar +3.6 Ma +03 04 6.1 Mar 
Turk +11.4 04 + 5.6 Mar +29.5 Apr -17.3 Mar -3.7 Mar 26.9 Apr 
€zech Republic +15 04 + 7.0 Mar - 0.1 Apr -2.7 Ap -3.5 04 24.6 Apr 
Hungary +37 04 + 4.2 Mar + 3.9 Apr - 2.5 Mart -3.3 Mar 12.8 Apr 
Poland +2.1 04 + 8.3 Apr + 0.3 Apr - 9.9 Mar - 5.8 Mar 29.9 Apr 
Russia +5.2 04 + 7.1 Apr - +14.7 Apr +52.2 Mar +38.3 Q1 56.1 Apr 
* Excluding gold, except Singapore; IMF definition. tYear ending June. New series. 
Financial markets 
Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term May 28th Dec 31st 2002 
May 28th yearago May 28th % p.a. one in local in$ 
week curren terms 
China 8.28 8.28 13.5 na 1,624.7 +1.2 + 14.5 + 14.5 
Hong Kong 7.80 7.80 12.7 1.32 9,510.6 +5.0 + 2.0 + 2.0 
India 46.9 49.0 76.7 4.49 3,130.5 +2.4 - 7.3 - 53 
Indonesia 8,250 8,850 13,477 11.28 492.8 +5.7 + 16.0 + 25.8 
Malaysia 3.80 3.80 6.21 3.10 664.0 +3.7 + 2.7 + 2.7 
Philippines 53.4 50.1 86.7 7.56 1,047.8 +0.2 + 2.9 + 3.5 
Singapore 1.73 1.79 2.83 0.63 1,338.6 +3.7 - 0.2 - 0.0 
South Korea 1,200 1,224 1,961 4.32 628.4 +4.6 + 0.1 = 22 
Taiwan 34.7 34.2 56.6 129 4,474.4 +6.1 + 0.5 + 0.8 
Thailand 41.8 42.5 68.3 1.75 403.0 +4.0 + 13.0 + 16.6 
Argentina 2.88 3.51 4.70 5.20 678.0 +6.9 + 29.2 + 51.0 
Brazil 3.02 2.52 4.93 26.31 13,294.3 +2.0 + 18.0 + 38.3 
Chile 713 654 1,165 2.64 5,880.9 +3.1 + 17.2 + 18.3 
Colombia 2,876 2,317 4,699 7.81 1,967.1 +7.2 + 22.3 + 21.9 
Mexico 10.39 9.62 17.0 4.91 6,667.4 +4.0 + 8.8 + 9.6 
Peru 3.50 3.47 5.72 3.76 1,789.3 +0.1 + 28.5 + 29.1 
Venezuela 1,598 1,086 2,610 16.51 11,532.9 +24.4 + 43.9 + 24.9 
E 5.97 4.63 9.75 10.97 8,146.2 +4,3 + 51.7 + 17.6 
Israel 4.42 4.95 Tee 5.30 433.6 +12.7 + 30.4 + 40.2 
South Africa 8.2 9.8 13.4 13.10 8,580.6 +5.8 = the - 3.2 
Turk 1,443,500 1,418,000 2,358,102 39.00 11,437.4 +8.5 + 10.3 + 26.8 
Czech Republic 26.7 32.8 43.6 2.44 552.2 +0.2 + 19.9 + 35.1 
Hunga 210 261 343 6.49 8,332.6 -0.1 + 6.9 + 14.3 
Poland 3.71 4.04 6.06 5.41 15,068.7 +1.2 + 4.9 + 8.4 
Russia 30.6 31.3 50.0 18.00 471.2 +6.5 + 25.8 + 31.2 


EMF (MSCI) * 1.00 1.00 1.63 na 312.9 +4.2 na Py ie | 
EMBI+ 1.00 1.00 1.63 na 271.6 +0.8 na + 18.7 


*Emerging Mkts Free. t3.p. Morgan Chase's Emerging Mkts Bond Index Plus. + In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; J.P. Mor- 
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard Bank 
Group; Akbank; Deutsche Bank. 


Data on more countries, as well as currency tools 
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At LGT nothing is ordinary. 


With over 80 years in private banking, we know 
there is no such thing as a typical client or a 
standard financial solution. 


By analysing investments from different angles, 
coupled with an independent approach we have 
enriched the nest eggs of our clients. 


+ Confidentiality + Stability + Performance 


~ We call it the Liechtenstein Princely Service. 


For more information please call: 







LGT Bank in Liechtenstein AG 
Hong Kong | epresentative Office 


Tel: +852 2523 6180 
Fax: +852 2868 0069 
Email: lgt.hk@lgt.com 


Singapore Represen 
Tel: +65 6415 3800 
Fax: +65 6327 4868 
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